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INTRODUCTION 

Rapid  growth  in  our  aged  population  has  been  accompanied  by- 
increasing  concern  about  their  problems.    One  of  these  is  the  problem 
of  medical  care:    How  can  higher-than-average  needs  be  financed  for  a 
group  with  lower-than-average  financial  resources? 

Medical  care  has  become  a  matter  of  national  concern  in  the 
United  States — not  because  sickness  and  disease  are  more  prevalent  but 
because  of  the  very  successes  of  modern  medicine.    Modern  medical  ser- 
vices are  not  only  more  effective,  they  are  also  very  much  more  costly 
than  the  best  services  available  as  recently  as  the  early  decades  of 
this  century.    The  medical  profession  will  have  to  work  out  the  future 
pattern  of  medical  practice.    Society  as  a  whole,  however,  has  a  proper 
concern  with  the  methods  of  paying  for  medical  services.    The  method 
of  paying  for  care  is  of  particular  consequence  for  the  aged.    And  the 
problem  is  by  no  means  limited  to  low-income  groups:    Many  middle- 
income  families  with  too  much  money  to  expect  free  care  may  find  them- 
selves with  too  little  to  pay  for  what  they  need. 

Because  no  one  knows  when  he  will  be  taken  seriously  ill,  the 
cost  of  medical  care  is  a  threat  to  the  security  and  independence  of 
the  aged.    Every  aged  person  knows — and  fears — that  some  day  before 
he  dies  he  will  face  serious  illness.    Most  have  too  little  set  aside 
to  finance  an  expensive  illness.    And  it  is  understandable  that  those 
who  have  savings  hesitate  to  use  them  all  up;  they  know  only  too  well 
how  likely  it  is  that  they  will  have  further  illness.    Aged  persons, 
like  others,  dislike  turning  to  public  assistance;  many  old  persons  go 
without  care  rather  than  subject  themselves  to  a  means  test. 

With  medical  service  a  basic  necessity,  and  an  individual^ 
need  ror  it  highly  variable  and  unpredictable,  some  socially  organized 
method  of  paying  for  services  is  indicated.    One  method  is  that  of 
insurance,  which  permits  individuals  to  budget  ahead  for  at  least  some 
medical  expenditures. 

Aged  persons  now  find  it  difficult  to  obtain  adequate  health 
insurance  protection.    As  a  group  they  have  more  need  of  medical  ser- 
vices than  younger  persons.    Because  they  use  more  than  others,  the 
average  medical  cost  and  hence  the  current  insurance  premium  needed 
for  aged  persons  is  between  two  and  three  times  as  high  as  for 
younger  persons. 
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Up  until  quite  recently,  most  persons  over  65  could  not  buy 
health  insurance.    At  present,  less  than  half  of  all  persons  aged 
65  and  over  have  some  type  of  health  insurance.    While  the  extent 
of  insurance  protection  has  increased  in  recent  years,  voluntary 
action  alone  cannot  meet  the  full  need.     Some  who  need  the  insurance 
most,  because  they  already  have  expensive  health  problems,  will  find 
they  are  not  accepted  as  insurable  risks.     Others,  who  would  be 
considered  good  risks,  will  find  the  premium  cost  more  than  can  be 
spared  out  of  an  income  already  stretched  thin  by  everyday  necessities. 

How,  in  terms  acceptable  to  our  social  goals  and  political 
organization,  should  medical  care  for  the  aged  be  financed?  Much 
care  for  the  aged  and  for  other  low-income  groups  is  already  supported 
out  of  public  funds,  that  is,  from  taxes  paid  largely  by  the  working 
population.     If  the  aged  are  to  have  adequate  medical  care,  society 
as  a  whole  must  continue  to  help  carry  the  costs  of  this  group  in 
our  population.     Society  does  have  a  choice  as  to  the  terms  on  which 
the  care  should  be  available  and  how  the  tax  funds  should  be 
collected.     This  problem  cannot  be  met  satisfactorily  through  sole 
reliance  on  a  program  of  assistance  varying  from  State  to  State  and 
with  the  funds  coming  from  general  revenues.    What  is  required  is  a 
national  program,  financed  through  social  insurance  contributions, 
with  the  same  benefits  available  throughout  the  Nation. 

*  #  * 

This  report  first  summarizes  the  evidences  of  the  problem  of 
medical  care  for  the  aged.     It  describes  the  means  now  available  to 
deal  with  the  problem- -primarily  voluntary  insurance  and  public  assist- 
ance programs.     It  then  takes  up  in  some  detail  the  Administration's 
proposal  to  provide  protection  against  the  costs  of  hospital  and  skilled 
nursing  home  services,  home  health  services,  and  outpatient  hospital 
diagnostic  services  through  social  insurance.     It  describes  the 
provisions  as  to  coverage  and  benefits,  the  costs  and  the  financing, 
and  how  the  program  might  be  administered. 


PART  I 


MEDICAL  CARE  FOR  THE  AGED; 
THE  NEED  AND  PRESENT  PROVISIONS  FOR  MEETING  THAT  NEED 


The  growth  of  the  aged  population  of  the  United  States,  both  in 
absolute  numbers  and  in  relation  to  the  total  .population,  has  led  to 
increasing  concern  about  their  special  problems.     In  the  10  years  from 
1950  to  i960  the  number  aged  65  and  over  in  the  United  States  increased 
more  than  k  million,  or  35  percent,  nearly  twice  the  rate  of  increase 
in  the  total  population.    The  total  number  of  persons  in  this  age  group 
in  the  United  States,  Puerto  Rico,  and  the  Virgin  Islands  now  exceeds 
17  million,  and  by  1970  will  probably  exceed  20  million. 

The  sharp  drop  in  income  associated  with  withdrawal  from  the 
labor  market  has  been  of  first  concern.    Monthly  benefits  under  the 
old-age,  survivors,  and  disability  insurance  system  provide  substantial 
protection  against  loss  of  earnings,  making  it  possible  for  the  great 
majority  of  beneficiaries  to  meet  day-to-day  living  expenses,  at  least 
at  a  minimal  level.    Heavy  medical  costs  are  now  the  most  serious 
impediment  to  security  in  old  age.     For  this  reason,  increasing 
attention  has  been  directed  toward  methods  of  financing  the  medical 
services  needed  by  older  persons. 

THE  NEED  FOR  FINANCING  MEDICAL  CARE 

HEALTH  CHARACTERISTICS  l/ 

Millions  of  older  persons  are  reasonably  healthy,  but  many  more 
millions  suffer  from  disease  and  disability.    Health  of  course  affects 
every  aspect  of  a  person's  life — his  participation  in  society  and  his 
financial  status — and  is  in  turn  largely  dependent  on  his  ability  to 
obtain  appropriate  care. 


1/  Unless  otherwise  indicated,  the  data  in  this  section  are  drawn  from 
U.S.  Public  Health  Service  Publication  No.  584-CU,  Older  Persons, 
Selected  Health  Characteristics,  United  States,  July  1957-June  1959, 
and  other  National  Health  Survey  reports. 
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Persons  65  and  over  are  twice  as  likely  as  younger  persons  to 
have  one  or  more  chronic  conditions,  six  times  as  likely  to  have  their 
activity  restricted  and  thirteen  times  as  likely  to  be  limited  in  their 
mobility.     Specifically,  according  to  the  National  Health  Survey,  77 
percent  of  all  persons  65  and  over  not  in  ins itut ions  had  one  or  more 
chronic  conditions  or  impairments  and  k2  percent  were  limited  in  their 
activity  (table  l).    Indeed,  one  in  seven  of  the  aged  was  completely 
unable  to  engage  in  his  usual  activities  of  working  or  keeping  house 
and  another  two  in  seven  were  partially  restricted  in  their  activity. 
Some  persons  can  get  around  by  themselves  even  though  chronic 
conditions  limit  their  ability  to  work  or  keep  house.  Nevertheless, 
18  percent  of  those  65  or  older  reported  their  mobility  was  limited: 
More  than  k  percent  were  confined  to  the  house  and  Ik  percent  were 
limited  or  needed  help  in  getting  around  outside  the  house. 

The  older  the  individual,  the  greater  the  likelihood  of  chronic 
conditions.    Thus,  of  all  persons  75  and  over  not  in  institutions  55 
percent  had  some  chronic  limitation  of  activity,  with  nearly  one-fourth 
unable  to  work  or  keep  house,  and  almost  one-third  restricted  in  their 
activity.    Some  30  percent  were  confined  to  the  house  or  limited  in 
getting  around  outdoors. 

The  fact  that  the  National  Health  Survey  does  not  include 
persons  in  nursing  homes,  homes  for  the  aged  and  long- stay  hospitals 
and  other  institutions — now  estimated  to  number  more  than  half  a 
million — means  that  the  health  situation  of  older  persons  is  actually 
more  unfavorable  than  data  from  that  survey  indicate,  particularly  in 
comparison  with  younger  persons. 

Older  persons  tend  to  maintain  their  independent  living 
arrangements  as  long  as  possible.    These  may  have  to  be  adjusted  to 
their  physical  conditions,  however.    The  National  Health  Survey  shows 
that  among  aged  persons  who  are  not  married,  those  whose  mobility  is 
limited  are  much  more  likely  than  others  to  live  with  children  or 
other  relatives--about  two-thirds  as  compared  with  half  of  those  with 
no  restriction  on  mobility. 

Days  of  Disability 

Reported  limitations  on  activity  and  mobility  give  a  qualitative 
measure  of  the  extent  of  chronic  disability  in  the  population.  Informa- 
tion is  also  available  from  the  National  Health  Survey  on  the  number  of 
days  of  disability  resulting  from  both  acute  and  chronic  conditions. 

Persons  65  and  over  reported  an  average  of  ^3  days  during  the 
year  when  their  usual  activities  were  restricted  because  of  illness  or 
injury — 2§-  times  as  many  as  younger  persons  (table  2).    On  1^  of  these 
days  they  were  confined  to  bed  for  all  or  most  of  the  day.  Persons 
under  65  years  of  age  were  confined  to  bed  only  half  as  often. 
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The  lower  the  family  income,  the  more  likely  were  the  aged  to  be 
restricted  in  their  activity  and  to  be  confined  to  bed. 

Table  2. --Number  of  restricted-activity  and  bed-disability 

days  per  person  per  year  for  persons  65  and  older  by 
age,  sex,  and  family  income,  and  for  young  persons  by 

age,  July  1957- June  1959 


A^p     spy     atiH   "pAnrf  1  v 

income 

1\C  w  Ol  J»  V—  OCU    O.L  \*X  VI  tV 

days --number  per 
person 

Bed-disability 
days  per  year 

\  42.6 

14.2 

Ac;  vJi 

38.  3 

11.6 

51.1 

19.4 

Men  

13*3 

44.3 

15.0 

52.  4 

16.5 

$2,000-3,999  

38.9 

13.4 

33-5 

12.1 

31.7 

10.8 

17A 

7-Q 

27-7 

9.3 

19.0 

6.4 

Under  45  1/  

15.1 

6.4 

1/  Data  relate  to  period  July  1957-June  1958. 


SOURCE:     U.S.  Public  Health  Service  Publication  No.  584-C4, 
Older  Persons,  Selected  Health  Cnaracteristlcs, 
United  States,  July  1957-June  1959,  and  No.  5 84 -BIO , 
Disability  Days,  United  States,  July  1957-June  1958. 


Prevalence  of  Chronic  Conditions 

As  already  indicated,  77  percent  of  the  persons  65  and  over  in 
the  noninstitutional  population  bad  one  or  more  chronic  conditions, 
compared  to  38  percent  among  younger  persons.    Twenty-six  percent 
of  the  65  and  over  group  reported  one  chronic  condition,  20  percent  had 
two,  and  31  percent  had  three  or  more  such  conditions. 
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Arthritis,  rheumatism,  heart  disease,  and  high  blood  pressure  cause 
much  of  the  disability  in  later  life.    The  prevalence  of  these  and  other 
selected  chronic  diseases  and  impairments  among  persons  65  and  over  not 
in  institutions  is  shown  in  table  3  in  rank  order,  together  with  the 
proportion  medically  attended. 

The  percentage  of  cases  that  had  never  been  seen  by  a  physician 
was  negligible  or  small  in  most  diagnostic  categories.    However,  a  sub- 
stantial proportion  of  those  with  chronic  conditions  were  reported  as 
not  under  care  at  the  time  of  interview. 


Table  3. — Prevalence  of  selected  chronic  conditions  among  persons 
65  and  older  and  percent  medically  attended,  June  1957- 
June  1959 


Medically  attended 

Selected  conditions 

Rate  per 

Under 

Not  under 

Never 

1,000 

care 

care 

medically 

persons 

attended 

Percent 

266 

1+2.7 

3S.3 

19.0 

172 

lh.1 

1+1+.2 

1+1.7 

lh9 

83.I 

15.6 

1.3 

129 

75-8 

22.9 

1.1+ 

103 

1+0.8 

51.9 

7.3 

55 

1+2.1+ 

1+2.9 

11+.6 

5^ 

1+5.8 

32.8 

21.1+ 

ko 

92.2 

7.6 

Paralysis  of  major  extremities 

22 

53^ 

1+3.6 

22 

75.2 

23.9 

19 

39.^ 

51-3 

9A 

*Less  than  0.05  percent. 


SOURCE:    U.S.  Public  Health  Service  Publication  No.  58I+-CI+,  Older  Persons, 

Selected  Health  Characteristics,  United  States,  July  1957-June  1959. 


Incidence  of  Acute  Conditions 

With  the  increased  emphasis  on  chronic  conditions  among  older 
persons  during  recent  years,  there  has  been  a  tendency  to  underestimate 
the  importance  for  this  age  group  of  illness  and  disability  due  to  acute 
conditions — that  is,  which  had  lasted  less  than  three  months  but  involved 
either  medical  attention  or  one  or  more  days  of  restricted  activity. 
While  the  annual  rate  of  incidence  of  acute  conditions  among  persons  65 
years  and  older  is  slightly  lower  than  for  other  adults  in  the  population, 
according  to  National  Health  Survey  data  it  is  by  no  means  negligible. 
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Roughly  three-fifths  of  the  acute  conditions  reported  by  persons 
65  and  over  for  the  July  1957-June  1959  period  involved  the  respiratory 
system.    Nearly  half  the  others  were  a  result  of  injuries.    This  con- 
stituted a  rate  of  228  older  persons  injured  annually  per  1,000  aged 
population.    About  two-thirds  of  the  older  persons  were  injured  in 
accidents  occurring  in  the  home.    About  85  percent  of  the  bed-disability 
days  reported  were  associated  with  fractures,  dislocations,  sprains, 
strains,  contusions,  and  superficial  injuries. 

Use  of  Medical  Services 

Aged  persons  require  and  utilize  many  health  services.    They  consult 
a  physician  about  6.8  times  per  year,  on  the  average,  compared  to  a  rate 
of  ^.8  for  persons  under  65.    The  rate  for  older  persons  would  probably 
be  considerably  greater  if  all  sought  and  received  as  much  care  as  they 
need.    The.  fact  that  they  do  not  is  suggested  by  the  fact  that  those  liv- 
ing as  members  of  families  whose  income  was  less  than  $2,000  had  on  the 
average  6.5  physician  visits  per  year,  while  persons  in  this  age  group 
in  families  with  income  of  $7>000  or  more  consulted  a  physician  on  the 
average  8.7  times  per  year.    This  difference  is  in  contrast  to  the  fact 
that  persons  with  family  incomes  of  less  than  $2,000  were  more  likely  to 
have  chronic  conditions  and  limitations  on  their  activities.  Within 
each  of  the  activity  limitation  categories,  the  rate  of  physician  visits 
was  higher  as  the  amount  of  family  income  increased. 

There  is  little  change  with  age  (comparing  10-year  age  groups 
from  ^5  "to  75  an&  over)    in  the  use  of  physicians*  services  by  persons 
with  no  limitation  of  activity  or  mobility.    For  persons  with  limitations, 
however,  there  was  a  decrease  with  age.    For  those  with  major  limitation 
of  mobility,  the  average  annual  number  of  physician  visits  dropped  sharply, 
from  35  per  person  for  the  ^5  to  5k  age  group  to  18  for  the  75  aacl  over. 

Older  persons  visited  a  dentist  0.8  times  per  person  per  year, 
compared  with  1.5  visits  per  person  per  year  in  the  total  population. 
(Approximately  one-third  of  all  visits  made  by  persons  65  years  and  older 
were  for  denture  work. )    Similar  to  the  pattern  for  physician  visits,  the 
rate  of  dental  visits  for  persons  65  years  and  older  was  progressively 
higher  the  larger  the  family  income. 

Hospital  Utilization 

Summary  data  on  use  of  general  hospitals ^^-Aged  people  go  to  the 
hospital  more  often  and  stay  longer  than  younger  persons.    According  to 
National  Health  Survey  data  for  the  period  July  1958-June  i960,  there 
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are  1^.6  discharges  per  year  per  100  persons  65  and  older  living  at  the  time 
of  interview  and  not  in  institutions.  2/ 

Hospital  stays  of  persons  65  and  over  averaged  lU.9  days  (compared 
to  lk.f  days  shown  by  the  1957-58  survey).     The  stays  and  the  total  days 
of  hospitalization  during  the  year  for  aged  persons  living  at  time  of 
interview  were  distributed  as  follows  by  length  of  stay: 


Length  of 

Number  of 

Number  of 

stay 

discharges 

days 

Total 

100.0 

100.0 

1  day 

h.l 

0-3 

2-5  days 

22.6 

5.3 

6-1^  days 

hh.l 

28.3 

15-30  days 

19.k 

28.2 

31  days  or  more 

8.8 

37.9 

Unknown 

1.1 

Some  persons  are  of  course  hospitalized  more  than  once  during  a 
year,  so  that  the  number  of  discharges  per  person  is  larger  than  the  number 
hospitalized. 

The  National  Health  Survey  found  the  following  differences  for  persons 
over  and  under  65  discharged  from  short-stay  general  hospitals  in  1958-60: 


Persons  65  Persons 

and  over  under  65 

Discharges  per  100  persons                         lh.6  11.2 

Average  length  of  stay  in  days                  1^.9  7*6 

Aggregate  days  per  100  persons                  218.0  85. 0 


2/    This  is  substantially  more  than  the  12.1  discharges  per  100  aged  persons 
shown  by  the  first  National  Health  Survey  report  on  use  of  short-term 
general  hospitals  in  the  period  July  1957-June  1958.    Most  of  the 
difference  is  attributable  to  improved  methods  of  data  collection,  the 
remainder  to  the  fact  that  the  data  relate  to  a  later  period  when  utili- 
zation was  somewhat  higher.    The  July  1958- June  i960  reports  are  not  yet 
published.    The  earlier  figures  are  from  U.S.  Public  Health  Service  Pub- 
lication No.  58U-B7,  Hospitalization:    Patients  Discharged  from  Short-Stay 
Hospitals,  July  1957-June  1958.    See  also  U.S.  Public  Health  Service 
Publication  No.  58U-DU,  Reporting  of  Hospitalization  in  the  Health  Inter- 
view Survey  (May  1961). 
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A  national  survey  of  old-age  and  survivors  insurance  beneficiaries 
conducted  in  late  1957  found  somewhat  more  days  of  general  hospital  care 
per  year  than  the  National  Health  Survey  for  persons  65  and  over — 236  as 
compared  with  218  per  100  aged  persons.    The  difference  stems  in  part  from 
the  fact  that  the  National  Health  Survey  includes  aged  persons  in  the  labor 
force,  who  are  less  likely  than  the  retired  to  be  hospitalized,  and  in  part 
from  the  fact  that  it  is  restricted  to  the  noninstitutional  population, 
whereas  the  beneficiary  survey  includes  time  spent  in  a  general  hospital 
by  persons  who  were  otherwise  in  an  institution. 

One  in  nine  of  all  aged  beneficiaries  was  hospitalized  during  the 
course  of  a  year.    They  are  distributed  as  follows  by  number  of  days 
spent  in  a  short-stay  general  hospital  (regardless  of  number  of  hospital 
episodes  within  the  year): 

Days  in  hospital  during  year  Percent  of  beneficiaries 

hospitalized 

Total  100.0 

1-30  days  81.9 

31-60  days  12.4 
61-90  days  3.2 
91  days  and  over  2.5 

About  every  fifth  aged  beneficiary  who  spent  any  time  in  a  general 
hospital  during  the  year  had  more  than  one  hospital  stay.     In  other  words, 
there  were  lh  stays  per  100  beneficiaries;  and  there  were  21.2  days  of 
care  per  hospitalized  beneficiary. 

Corresponding  data  from  other  surveys  conducted  in  1956  and  1957 
appear  in  the  Report  Submitted  to  the  Committee  on  Ways  and  Means  on 
April  3,  1959>  Hospitalization  Insurance  for  OASDI  Beneficiaries. 

Factors  affecting  time  spent  in  short -stay  hospitals . --Age  and  sex 
affect  the  amount  of  time  spent  in  hospitals.    Household  surveys  shov 
that  aged  men  are  usually  admitted  more  frequently  and  stay  longer  in 
hospitals  than  aged  women.    The  differences  found  are  much  greater  in 
seme  surveys  than  in  others  and,  perhaps  because  of  sampling  variations, 
are  not  consistent  for  all  age  and  other  subgroups.    In  general,  the 
amount  of  time  spent  in  the  hospital  for  every  100  persons  in  the  population 
increases  with  age.    The  latest  data  from  the  National  Health  Survey  are 
summarized  in  table  4. 
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Table  k. — Number  of  patients  discharged  per  100 
persons  and  average  length  of  stay  for 
persons  65  and  over,  by  sex  and  age, 
July  1958- June  i960 
(Noninstitutional  population  of  the  United  States) 


Discharges  per  100 

Average 

Sex  and  age 

aged  persons 

length  of  stay 

per  year 

in  days 

Total  65  and  over... 

1^.6 

1^.9 

16.5 

15.9 

13.0 

lk.0 

65-71+  

lU.l 

Ik.k 

15.^ 

15.8 

SOURCE:    National  Health  Survey,  unpublished  data. 


The  earlier  data  from  the  National  Health  Survey  show  some 
correlation  between  hospital  utilization  and  amount  of  family  income, 
but  it  is  not  clear  to  what  extent  this  reflects  the  fact  that  aged 
persons  needing  hospitalization  are  more  likely  to  share  a  home  with 
relatives.    The  Bureau  of  Old- Age  and  Survivors  Insurance  survey 
data  indicate  that  the  probability  of  a  beneficiary  entering  a 
hospital  during  the  year  bears  no  systematic  relationship  to 
his  income  (or,  in  the  case  of  married  beneficiaries,  to  the 
income  of  the  couple).    At  each  income  level,  however,  those 
beneficiaries  with  some  health  insurance  tend  to  have  a  higher 
hospital  admission  rate  than  beneficiaries  with  no  insurance. 

Persons  who  have  health  insurance  enter  hospitals  more  frequently, 
but  have  shorter  average  stays  than  those  who  are  uninsured.  The 
following  data  from  the  National  Health  Survey  for  July-December  1959 
show  that  regardless  of  sex  or  age  older  persons  with  health  insurance 
are  much  more  likely  than  other  aged  persons  to  have  one  or  more  short- 
stay  hospital  episodes  in  a  year:  3/ 

Sex  and  age  Percent  with  one  or  more  hospital  episodes 


Insured  Not  insured 

Total  65  and  over  13.7  8.3 

Men  65-7^  13.3  9.7 

75  and  over  15.5  9.1 

Women  65-7^  12.5  7.8 

75  and  over  17.O  6.5 


37    tt.s.  Thibt-ift  Wealth  Service  Publication  No.  58A--B25,  Interim  Report 
on  Health  Insurance,  United  States,  July -December  1959 « 
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Matching  information  on  length  of  stay,  while  not  available  from 
the  National  Health  Survey,  is  provided  "by  the  1957  survey  of  OASI 
"beneficiaries.    The  frequency  of  hospital  visits  among  the  insured  and 
uninsured   OASI  "beneficiaries   covered  in  that  survey  is  in  line  with 
that  found  in  the  National  Health  Survey,  as  shown  "by  the  following 
figures : 

Insured  Not  insured 


Persons  hospitalized  during 

year  per  100  persons  lh.2  8.8 
Average  days  of  care  per 

person  hospitalized  17*^  25.7 
Total  days  hospital  care  per 

100  persons  2U8.0  226.0 

The  average  stay  is  less  for  the  insured  because  persons  with 
insurance  are  more  likely  to  go  to  the  hospital  early  in  the  course  of 
an  illness  or  for  essentially  diagnostic  purposes  and  thus  stay  a 
relatively  short  time.    The  uninsured  group  includes  a  larger  proportion 
of  "impaired  risks"  who  cannot  purchase  insurance,  of  older  persons  with 
more  serious  medical  needs,  and  probably  of  persons  who — because  of  fear 
of  the  costs — postpone  getting  medical  and  hospital  care  until  the  need 
is  overwhelming. 

Utilization  in  last  year  of  life. — Household  surveys  considerably 
understate  the  hospital  utilization  of  aged  persons  because  they  generally 
exclude  the  hospitalization  experience  during  the  survey  year  of  persons 
who  had  died  prior  to  the  interview.    The  mortality  rate  of  the  65  and 
over  group  is  of  course  high., 

A  special  National  Health  Survey  report,  Hospital  Utilization  in 
the  Last  Year  of  Life,jf/  based  on  data  from  surveys  in  the  Middle 
Atlantic  States,  shows  that  the  inclusion  of  hospitalization  received 
by  decedents  during  the  survey  year  results  in  a  substantial  increase 
in  the  total  volume  of  hospitalization  reported,  especially  for  persons 
65  and  over. 

In  this  region  the  days  of  care  used  by  persons  who  died  during 
1957  would  increase  by  about  ho  percent  the  total  estimated  hospital  days 
used  by  all  the  aged  in  the  year,  computed  solely  on  the  basis  of  the 
reported  experience  of  persons  alive  at  date  of  interview.  However, 
inasmuch  as  the  current  statistics  on  hospital  utilization  by  the  popu- 
lation alive  at  date  of  interview  are  higher  than  formerly  reported — as 
a  consequence  of  the  improved  collection  procedures  now  followed  by  the 
National  Health  Survey- — the  days  used  by  decedents  would  raise  the 
estimated  days  used  by  all  the  aged  (derived  from  the  experience  of 
survivors)  by  no  more  than  a  third  and  possibly  by  as  little  as  a  fourth. 


k/    U.S.  Public  Health  Service  Publication  No.  584-D3  (January  1961). 
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The  1957  survey  of  OASI  beneficiaries  also  gives  some  indication 
of  the  heavy  volume  of  hospital! 2ation  which  may  characterize  a  person's 
last  illness.    Although  no  data  were  obtained  for  nonmarried  beneficiaries 
dying  during  the  survey  year,  data  were  obtained  for  the  small  number  of 
persons  in  the  sample  who  died  leaving  a  spouse  drawing  a  retired  worker's 
benefit.    Among  the  couples  where  a  spouse  (usually  the  wife)  had  died, 
three  times  as  many  had  one  or  both  members  hospitalized  during  the  year 
as  among  those  where  both  partners  survived  the  year.    (The  average  known 
medical  cost  for  the  year  was  2  1/3  times  as  high  for  the  couples  with 
one  member  dying  as  when  both  lived  through  the  entire  year.) 


Long-stay    institutions. — In  addition  to  their  high  rate  of  general 
hospital  use,  aged  persons  are  heavy  users  of  nursing  homes  and  other 
long-stay  institutions.    But  relatively  little  is  known  about  admission 
rates  and  length  of  stay  in  the  chronic-care  facilities  because  most  house- 
hold surveys  exclude  persons  in  institutions,  as  did  the  National  Health 
Survey. 

The  1957  survey  of    OASI  beneficiaries,  however,  did  include 
beneficiaries  in  institutions.    It  found  that  only  one-fifth  as  many  spent 
time  in  a  long-stay  institution  during  the  year  as  in  a  general  hospital, 
but  the  average  stay  in  such  facilities  was  much  longer.    In  the  aggregate, 
for  aged  beneficiaries  there  were  close  to  two  days  in  a  long-stay 
institution  for  every  one  day  in  a  general  hospital. 


Kind  of  institution 

General  hospital 
Long-stay  institution 

Nursing  home 

Other 


Number  in 
institution  per 
1,000  beneficiaries 

111 

23 

13 

10 


Aggregate  days 
per  1,000 
beneficiaries 

2,360 

k,kQo 

2,760 

1,720 


It  is  not  known  for  how  many  of  the  beneficiaries  in  nursing  homes 
the  care  was  primarily  residential  and  custodial,  and  for  how  many  it 
was  skilled  nursing  and  medical  care.    But  it  is  known  that  nearly  a 
third  of  those  reporting  nursing  home  care  also  spent  some  time  in  a 
general  hospital — outside  the  nursing  home — during  the  year. 

FINANCIAL  RESOURCES 


Money  Income 

As  earnings  decline  or  cease  altogether,  most  persons  65  and  over 
must  get  along  on  reduced  resources.    Just  exactly  how  many  have  low 
incomes  varies  not  only  with  the  definition  of  "low"  but  also  with  the 
system  of  measurement,  that  is,  the  definition  of  the  income  unit  and 
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the  method  of  its  allocation  among  family  members.    One  cause  of  confusion 
is  that  income  statistics  for  the  aged  population  are  seldom  available  in 
the  form  that  would  be  most  useful,  that  is,  separately  for  couples  who 
keep  house  by  themselves,  for  persons  widowed,  divorced  or  never  married 
who  live  alone,  and  for  the  aged  individuals  and  couples  who  live  with 
relatives.    But  no  matter  what  study  is  cited  or  how  it  treats  income,  it 
is  likely  to  show  that  at  least  half  of  all  persons  65  and  over  have  less 
than  $1,000  cash  income  for  a  year. 

Income  statistics  from  the  Bureau  of  the  Census  for  aged  persons, 
and  for  families  with  an  aged  head,  are  collected  annually  and  are  the  most 
comprehensive.    Data  which  have  just  become  available  for  i960  show  52  per- 
cent of  the  persons  65  and  over  not  in  institutions  had  cash  incomes  below 
$1,000  in  that  year  (table  5), 

Income  data  for  persons  have  the  limitation  that  they  do  not  indicate 
how  many  persons  depend  on  the  income.     In  the  case  of  the  married,  some 
of  the  income  attributed  to  the  husband  may  go  for  support  of  his  wife,  who 
may  be  under  65.    Similarly,  wives  dependent  on  their  husbands  will  be 
shown  as  having  little  or  no  income.    However,  less  than  one-fifth  of  all 
persons  65  and  over  are  married  women,  and  many  older  married  couples  have 
less  than  $2,000  between  them.    Therefore,  even  if  the  reported  income 
data  were  adjusted  to  reflect  an  equal  sharing  by  husband  and  wife,  the 
proportion  of  persons  65  and  over  having  less  than  $1,000  would  be  very 
little  less  than  the  52  percent  shown. 

Data  for  older  families  are  likewise  not  favorable:    in  1959  (when 
55  percent  of  the  aged  persons  had  less  than  $1,000),  half  the  families 
with  head  65  and  over  had  less  than  $2,830  and  one-fourth  had  less  than 
$1,620,  according  to  the  Census  Bureau.    These  incomes  were  for  the  support 
of  2.6  members,  on  the  average — about  two-fifths  of  them  under  65.  Often, 
a  younger  relative  contributes  a  substantial  share  of  the  family's  income. 

Of  the  aged  persons  living  alone  or  with  nonrelatives  (3*6  million 
in  1959);  half  had  less  than  $1,010  and  four-fifths  had  less  than  $2,000. 

There  were  in  addition  2.3  million  aged  persons  living  in  the  home 
of  a  younger  relative  who  are  counted  in  the  figures  for  "persons,"  but 
who  are  not  identified  in  the  family  income  analysis.    The  typical  aged 
person  in  this  group  is  very  likely  not  financially  independent,  and  has  a 
lower  income  than  a  person  who  lives  in  his  own  household  as  the  head  of 
the  household  or  the  spouse. 

Data  collected  in  a  special  survey  for  the  Health  Information 
Foundation  by  the  National  Opinion  Research  Council  illustrate  this  point.  5 

27    Sthel  Shanas,  Meeting  Medical  Care  Costs  Among  the  Aging,  Health 
Information  Foundation,  Research  Series  17  (I960);  see  table  6  in 
section  on  "Medical  Care  Expenditures"  for  summary. 
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Table  5- --Percentage  distribution  of  persons  aged 
65  and  over,  by  total  money  income,  and 
by  sex,  i960 

(Noninstitutional  population  of  the  United  States) 


Money  income  class 

Total  1/ 

Men 

Women 

Total 

100.0 

100.0 

100.0 

52.7 
1^.5 
11.7 
26.5 

27.1 
3.6 

5.5 
18.0 

73.9 
23.6 
16.8 
33.5 

23. 7 
15.3 
8. if 

32.0 
20.1 
H.9 

16.8 
11.2 
5.6 

10.2 

17.3 

7.2 

11.8 

3.^ 

6.3 

11.8 

1.7 

Median  income  for: 

Year-round,  full-time  workers  . . . • 

$  950 
1,150 
NA 

$1,620 
1,690 
if,  120 

$  61+0 
820 
2,81+0 

l/    The  distributions  for  men  and  women  were  combined  using  population 
figures  estimated  in  the  Division  of  Program  Research  by  updating 
the  Decennial  Census  counts  after  adjustment  to  exclude  institutional 
inmates  (estimated  at  5^0,000).    The  Census  Bureau  has  not  yet 
released  estimates  for  aged  persons  in  the  noninstitutional  population 
as  of  spring  1961,  when  the  income  data  were  collected. 

SOURCE:    Distributions  of  men  and  women  with  income  from  U.S.  Bureau 
of  the  Census,  Current  Population  Report,  Consumer  Income, 
Series  P-60,  No.  36  (June  9,  i96l);  percent  with  zero  income 
made  available  in  advance  of  publication. 
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They  show  that  among  nonmarried  persons  65  and  over  median  money  incomes 
in  1956  vere  about  $200  higher  for  persons  living  alone  or  with  nonrela- 
tives  than  for  those  sharing  a  home  with  relatives. 


Median  income 
Men  Women 

Living  with  relatives  $1,139  $750 

Living  alone  or  with  nonrelatives       1,339  972 

The  differential  might  well  be  greater  were  it  not  for  a  slight 
underrepresentation  in  the  study  of  those  in  the  oldest  age  groups. 
It  would  certainly  be  greater  if  aged  persons  in  institutions  were 
included  with  those  sharing  a  home  with  relatives. 


It  is  especially  important  to  take  into  account  the  number  of 
persons  supported  by  the  family  income  when  comparisons  are  made  between 
families  at  different  stages  in  the  life  cycle.    When  median  family 
income  as  reported  by  the  Census  for  1958,  for  example,  was  divided  by 
mean  family  size  in  that  year,  the  income  of  families  with  head  65  and 
over  was  only  58  percent  as  much  as  that  of  families  with  head  55  to 
6k  and  8l  percent  as  much  as  that  for  very  young  families  (head  25  to 
3U  years).    When  account  is  taken  also  of  the  large  number  of  children 
in  younger  families  (treating  those  under  13  as  equivalent  in  need  to 
half  an  adult  and  older  children  as  adults)  the  relative  position  of 
the  aged  is  even  more  unfavorable,  as  shown  by  the  following  figures: 


Median  income  per  family  in  1958 
ir'er  Per 

Age  of  head  Total  capita  equivalent 

"  adult 


65  and  over  $2,666  $1,030  $1,070 

55-6U  5,153  1,780  i,8Uo 

^5-5^  5,738  1,550  1,7^0 

35-44  5,704  1,300  1,630 

25-34  5,207  1,270  1,680 


Other  Financial  Resources 


Older  persons  are  more  likely  than  younger  persons  to  have  some 
savings,  but  in  general  those  with  the  smallest  incomes  are  the  least 
likely  to  have  other  resources  to  fall  back  on.    Moreover,  most  of  the 
savings  of  the  aged  are  tied  up  in  their  homes  or  in  life  insurance, 
rather  than  in  a  form  readily  convertible  to  cash. 
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According  to  the  i960  Survey  of  Consumer  Finances,  "spending  units" 
in  the  oldest  age  group  (head  65  and  over)  were  distributed  as  follows 
in  early  i960  by  amount  of  liquid  assets  in  bank  accounts  or  savings 
bonds:  §/ 

Liquid  asset  holdings  Percent 


Total  100 

Zero  30 

$       1-    199  6 

200-    999  li+ 

1,000-1,999  10 

2,000  or  more  ^+0 


Relatively  few  of  the  aged  hold  any  marketable  securities,  and  they 
usually  are  the  ones  who  have  other  liquid  assets  also.    Only  one  in 
fourteen  of  the  aged  spending  units  reported  owning  corporate  stock.  Three 
years  earlier,  when  this  question  was  last  studied  by  the  Federal  Reserve 
Board,  only  one  in  nine  had  corporate  stocks  or  bonds  and  virtually  all 
of  these  stockholders  were  among  the  group  that  had  over  $2,000  in  other 
liquid  assets. 

Having  savings,  as  one  might  expect,  is  related  to  income.  The 
1959  survey  for  the  Federal  Reserve  Board,  in  relating  assets  to  current 
income,  found  that  when  money  income  of  the  aged  spending  units  was  less 
than  $3,000,  k"J  percent  had  less  than  $200  in  liquid  assets  and  kh  per- 
cent had  assets  of  $500  or  more.    By  contrast,  when  income  was  $3,000 
to  $5,000,  21  percent  of  the  units  had  less  than  $200  in  liquid  assets 
and  70  percent  had  assets  of  $500  or  more. 

The  i960  Survey  of  Consumer  Finances  shows  explicitly  that 
relatively  few  of  the  aged  have  more  than  one  type  of  asset  other  than 
equity  in  a  home.    The  distribution  by  number  and  pattern  of  their 
holdings  was  as  follows  for  spending  units  with  head  65  and  over. 
(See  chart  on  following  page . ) 


6/    Survey  Research  Center,  Institute  for  Social  Research,  University  of 
Michigan,  1961.    These  and  subsequent  data  for  aged  spending  units 
exclude  about  one-fourth  of  all  aged  persons — those  who  were  members 
of  units  headed  by  younger  persons,  who  are  not  in  general  financially 
independent,  and  those  in  large  lodging  houses  and  institutions. 


-  18  - 


Pattern  of  holding 


Percent 


None 


One  only 

Liquid  assets 

Equity  in  home  or  farm 

One  other 


13 

12 


Two  only 

Liquid  assets  and  equity 
Two  others 


Three  only 

Liquid  assets,  equity  and  stock 

Liquid  assets,  equity  and  other  real  estate 

Three  others 


Four  or  five 


15 
13 
1 

8 

12 
7 

11 
1 
k 


Total 


100 


This  is  important  because,  aside  from  their  own  utility  as  a 
resource  to  fall  back  on,  some  assets  can  be  income-producing  and  thus 
in  themselves  raise  total  money  income.    When  beneficiary  couples  were 
classified  by  the  amount  of  their   OASI  benefit,  among  those  at  the 
minimum,  only  one  in  four  had  as  much  as  $75  i*1  income  from  assets 
during  the  year.    Among  those  near  the  maximum,  on  the  other  hand,  more 
than  one  in  two  had  at  least  $75  in  asset  income  for  the  year. 

Life  insurance  is  a  fairly  common  form  of  saving,  although  less 
so  among  the  aged  than  among  younger  families.    The  policies  of  the 
aged  have  a  relatively  low  face  value,  however,  and  some  of  them  have 
no  cash  surrender  value.    The  proceeds  are  therefore  more  likely  to  go 
toward  burial  costs  or  some  of  the  bills  outstanding  after  a  terminal 
illness,  than  to  meet  costs  of  current  medical  care. 

Among   OASI  beneficiaries  studied  in  the  fall  of  1957>  71  percent 
of  the  married  couples  and  half  of  the  other  aged  beneficiaries  carried 
some  life  insurance.    The  median  face  value  was  $1,850  for  the  policies 
carried  by  couples  and  less  than  half  as  much  for  nonmarried  beneficiaries. 
More  than  two-thirds  of  all  the  beneficiaries  held  policies  with  a  face 
value  of  less  than  $1,000  per  person  ($2,000  for  a  couple)  or  had  no 
insurance  at  all. 

Homeowner ship 

Equity  in  a  home  is  the  most  common  "saving"  of  the  aged  and 
represents  the  major  portion  of  their  net  worth.    Like  other  forms  of 
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saving,  the  advantage  of  homeowner ship  is  more  common  among  those  with 
higher  incomes. 

In  early  1959>  62  percent  of  the  nonfarm  "spending  units"  headed 
by  a  person  65  and  over  owned  their  homes.    Of  these  homes,  83  percent 
were  clear  of  mortgage  debt. 

Among  aged  spending  units  with  liquid  assets  of  less  than  $200 
half  lived  in  rented  quarters  or  with  relatives.  Among  aged  spending 
units  with  liquid  assets  of  $200  or  more  on  the  other  hand,  more  than 
two-thirds  owned  their  home. 

Among    OASI  beneficiaries  just  about  two  out  of  three  of  those 
married  and  one  out  of  three  of  the  nonmarried  studied  in  1957  owned  a 
nonfarm  home.    Most  of  these  homes  were  mortgage  free,  but  the  equity 
was  relatively  modest:    the  median  amount  about  $8,000  for  couples  and 
widows  and  about  $6,000  for  single  retired  workers.    Nearly  eight  out 
of  ten  of  the  beneficiary  couples  with  income  of  $5,000  or  more,  but 
fewer  than  two  out  of  three  with  less  than  $1,200,  owned  their  homes. 

While  homeowner ship  can  mean  lower  out-of-pocket  costs,  it  does 
not  mean  living  without  significant  housing  costs.    Data  from  the  1957 
beneficiary  survey  indicate  that  urban  couples  keeping  house  alone  in 
a  paid-up  home  averaged  only  about  30  percent  less  for  taxes,  upkeep 
and  utilities  than  the  average  outlay  for  rent,  heat  and  other  utilities 
by  couples  renting  their  living  quarters. 

Noncash  Income 

Many  aged  persons  have  noncash  resources  which  enable  them  to 
enjoy  better  living  than  their  money  resources  alone  could  make  possible. 
Such  "nonmoney"  income,  however,  does  not  necessarily  release  an  equiva- 
lent number  of  dollars  for  purchasing  goods  and  services,  such  as 
health  care. 

According  to  the  1957  survey  of  OASI  beneficiaries,  four  out 
of  five  couples  and  three  out  of  five  nonmarried  beneficiaries  had 
noncash  income  of  one  or  more  of  the  following  types :    an  owned  home 
or  rent-free  housing,  food  home-grown  or  obtained  without  cost,  or 
medical  care  for  which  the  beneficiary  did  not  pay .7/  Others 
received  some  support  from  the  children  or  relatives  with  whom  they 
lived.  

7/    This  assumes  that  homeownership  yields  noncash  income  in  the  long 
run,  although  about  one -fifth  of  the  homeowners  reported  current 
housing  expenses  for  the  survey  year  that  exceeded  the  estimated 
rental  value  of  the  home.    Roughly  every  third  homeowner  reported 
noncash  income  from  another  source,  usually  food,  because  homeowners 
are  more  likely  than  renters  to  have  garden  space. 
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A  fourth  of  all  beneficiary  couples  and  a  tenth  of  all  other  aged 
beneficiaries  raised  some  food.    Such  food  makes  for  a  better  and  more 
interesting  diet,  but  the  net  saving  in  family  food  expenditures  is  likely 
to  be  considerably  less  than  dollar  for  dollar. 

Measures  of  Need 

When  it  is  said  that  the  aged  as  a  group  have  relatively  low 
incomes,  this  implies  some  standard  of  how  much  they  really  need. 
Certainly  for  many,  with  the  children  grown  and  the  home  paid  for,  wants 
in  many  aspects  of  daily  living  are  lessened.     "Need"  is  admittedly  a 
relative  term:     It  will  vary  with  considerations  such  as  homeownership, 
the  state  of  health,  and  perhaps  the  extent  to  which  children  and  other 
relatives  can  be  counted  on  for  help  in  an  emergency.    The  needs  as  well 
as  the  financial  resources  of  the  aged  are  in  some  measure  a  function  of 
where  they  live.    Those  in  cities,  for  example,  have  higher  income  on 
the  average  and  are  more  likely  to  be  drawing  OASI  benefits  than  those 
who  spent  their  lives  on  farms  or  at  other  work  only  recently  brought 
under  the  program.    On  the  other  hand,  in  large  cities  people  are  less 
likely  to  have  the  advantage  of  an  owned  home  and  home-grown  food  which  can 
help  make  a  small  income  go  farther,  and  often  must  pay  higher  prices, 
particularly  for  housing. 

One  measure  of  need  might  be  the  recent  Bureau  of  Labor  Statistics 
budget  for  a  retired  couple,  in  reasonably  good  health,  keeping  house 
alone  in  a  rented  dwelling  in  one  of  20  large  cities.    The  cost  in  late 
1959  ranges  from  $2,390  to  $3,110  or  from  $2,6U0  to  $3,370,  depending 
on  whether  one  adheres  to  a  concept  adopted  earlier  by  the  Social 
Security  Administration,  or  applies  the  somewhat  higher  food  and  trans- 
portation standard  conforming  to  that  used  for  a  city  worker's  family 
budget.    Only  a  minority  of  the  aged  live  in  the  circumstances  to  which 
this  "modest  but  adequate"  budget  applies,  however:    Just  over  half  of 
all  persons  aged  65  and  over  are  currently  married  and  living  with  a 
spouse;  less  than  two-thirds  live  in  a  community  classified  as  urban, 
and  most  elderly  couples  own  their  own  homes,  usually  mortgage-free;  and 
not  all  of  them  keep  house  by  themselves. 

Currently,  income  data  from  the  Bureau  of  the  Census  are  available 
only  for  families  with  an  aged  head  and  not  for  aged  couples  living  alone. 
Such  families  include  an  average  of  2.6  persons.    On  the  basis,  however, 
of  a  special  Census  income  tabulation  for  1956  for  both  types  of  families, 
the  median  income  of  all  elderly  couples  living  alone  in  urban  areas  might 
be  estimated  at  roughly  $2,600-$2,800  in  1959.    Thus  the  cost  of  main- 
taining an  elderly  couple,  in  reasonably  good  health  for  their  age  and 
living  alone  in  a  rented  dwelling  in  a  large  city — ranging  from  $2,390  in 
Houston  to  $3,110  in  Chicago  in  autumn  1959 — nay  have  been  beyond  the  reach 
of  more  than  half  of  them.    Lowering  the  budget  to  a  range  of  $2,200  to 
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$2,800  to  allow  for  the  estimated  amount  of  housing  costs  that  many  of 
the  couples  would  save  as  homeowners  would  reduce  the  number  for  whom 
the  budget  standard  would  be  more  than  income  could  provide,  but  this 
number  would  still  be  considerable.    Furthermore  relatively  few  with 
incomes  below  the  budget  level  would  have  sufficient  cash  savings  or 
assets  readily  convertible  to  cash  to  make  up  the  deficit. 

An  important  but  difficult  task  is  adapting  the  budget- for-two 
to  represent  the  needs  of  one  elderly  person.    While  there  is  no 
generally  accepted  procedure,  there  is  likely  to  be  agreement  that  the 
least  suitable  estimate  is  a  simple  division  by  two.    For  housing,  the 
cost  for  a  single  individual  is  probably  little  less  than  for  two.  If 
keeping  house  is  impractical,  as  may  be  true  for  an  elderly  man  living 
alone,  the  budget  will  have  to  allow  for  eating  most  meals  out  and 
sending  out  the  laundry. 

The  Bureau  of  Labor  Statistics  has  developed  a  scale  based  on  the 
relation  between  food  expenditures  and  income  throughout  the  entire 
range  of  income  which  suggests  that  one  person  65  or  over  would  need 
59  percent  as  much  income  as  an  elderly  couple  living  at  the  same  standard. 
Further  study  will  most  likely  show  that  when  incomes  are  low  and  con- 
sumption is  already  close  to  the  marginal  level,  this  ratio  is  too  low. 
However,  even  the  59  percent  ratio  brings  estimated  costs  for  an  elderly 
individual  considerably  above  average  means.    On  this  basis,  a  "modest 
but  adequate"  standard  for  an  elderly  person  living  alone  would  take 
from  $1,410  to  $1,835  in  the  20  cities  studied.    The  median  income  for 
individuals  aged  65  or  over  living  alone  (or  with  nonrelatives )  in 
cities  was  $1,1^0  in  1959. 

MEDICAL  CARE  EXPENDITURES 

Although  opinions  differ  as  to  the  standard  against  which  to 
measure  resources  of  the  aged,  it  is  generally  agreed  that  their  lower- 
than- aver age  income  is  accompanied  by  higher-than-average  medical  care 
needs.    It  is  well-known  also  that  the  aged,  like  other  predominantly 
low-income  groups,  are  likely  to  find  the  financing  of  their  medical 
needs  a  heavy  burden.    Sometimes  they  forego  necessary  medical  care 
entirely  or  defer  it  much  longer  than  is  desirable.    In  other  instances 
they  get  the  care  they  need,  but  must  rely  on  others  to  help  pay  for  it. 

Total  Medical  Care  Expenditures  Per  Capita 

Personal  expenditures. — According  to  a  study  conducted  for  the 
Health  Information  Foundation,  per  capita  gross  private  medical  care 
expenditures  by  (or  for)  persons  aged  65  and  over  are  at  least  twice  as 
large  as  those  by  (or  for)  persons  under  65  (table  6).    This  leaves  out 
the  heavy  costs  for  terminal  illness  of  persons  who  had  lived  alone,  and 
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the  cost  of  care  in  nursing  homes,  mental  or  tuberculosis  hospitals  and 
other  institutions  (much  of  which  is  publicly  financed)  which  are 
particularly  important  for  the  aged,  and  also  the  value  of  care  provided 
at  no  charge  to  those  individuals  who  cannot  pay. 

Table  6. —Private  expenditures  for  medical  care  per  persor,  by  age, 
1957-53 


Persons  65  and  over 

Persons  under  65 

Total 

$177 

$86 

55 

29 

U9 

19 

U2 

18 

10 

Ik 

21 

6 

SOURCE:    Odin  Anderson,  et  al . ,  Family  Expenditure  Patterns  for  Personal 

Health  Services,  Health  Information  Foundation  Research  Series  Ih 
(i960). 


If  allowance  were  made  for  the  amounts  spent  by  private  individuals 
for  medical  care  of  the  aged  in  nursing  homes  and  other  institutions, 
and  for  medical  expenses  incurred  in  their  last  illness  by  the  aged 
living  alone,  the  private  medical  care  expenditures  for  persons  65  and 
over  would  probably  have  averaged  $187  instead  of  $177  in  1957 -58 • 

Public  and  private  expenditures. — Aggregate  annual  public 
expenditures  in  the  fiscal  year  195o*  for  medical  care  for  the  aged  are 
estimated  at  about  $650  million  exclusive  of  care  in  tuberculosis  and 
mental  hospitals,  and  at  about  $9*+0  million  inclusive  of  such  care. 
Philanthropic  expenditures  for  medical  care  for  the  aged  are  estimated 
at  $150  million.    The  total  medical  care  expenditures  for  persons  65  and 
over  in  1957-58  would  therefore  have  been  about  $2^0  per  capita,  omitting 
care  in  tuberculosis  and  mental  hospitals,  or  $260  including  such  insti- 
tutional care  for  aged  persons.    At  present  prices  the  per  capita  average 
for  all  care  probably  exceeds  $290,  or  a  total  of  almost  $5  billion. 

Hospital  care  is  estimated  to  account  for  about  two-fifths  of  the 

total. 

VTide  variation  in  expenditures. — The  erratic  incidence  of  illness 
is  one  of  the  factors  that  aggravates  the  medical  burden.    Average  medical 
cost  figures  conceal  wide  variations  in  expenditures  and  give  no  indication 
of  the  very  heavy  burden  that  may  come  to  the  individual  whose  illness 
requires  hospitalization.    A  hospital  stay  usually  means  total  medical 
bills  for  the  year  are  relatively  high.    No  one  can  foresee  whether  or 
Just  when  he  will  have  to  enter  a  hospital,  which  makes  individual 
budgeting  unsuitable  as  a  means  for  meeting  the  cost  of  hospitalization. 
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Hospital  Stays  and  Medical  Bills 

The  impact  of  hospitalization  on  aged  persons  is  well 
illustrated  "by  data  from  the  1957  survey  of  OASI  beneficiaries. 
They  are  presented  for  married  couples  and  for  other  aged 
beneficiaries  separately,  rather  than  for  individuals  as  in  the 
case  of  disability  and  utilization  data,  because  for  married 
persons  medical  costs  should  be  related  to  the  resources  of  the 
couple. 

At  least  one  member  in  every  fifth  aged  couple  entitled 
to  benefits  spent  some  time  in  a  hospital  during  the  year, 
according  to  the  1957  survey  of  beneficiaries.    For  half  the 
couples  with  a  hospitalized  illness  (excluding  those  reporting 
free  service  or  other  unknown  costs),  the  total  medical  bills 
incurred  amounted  to  over  $700,  more  than  the  cost  of  a  modest 
food  budget  for  the  year,  compared  with  $150  for  couples  with 
neither  member  hospitalized  (table  7). 

Table  7. — Percentage  distribution  of  aged  OASI  beneficiaries, 

hospitalized  and  not  hospitalized  by  amount  of  medical 
costs  incurred  during  year,  1957 


Medical  costs 
incurred  in  year 


OASI  couples 


Hospitalized  1/ 


Not 

hospitalized 


Nonmarried 
beneficiaries 


Hospital- 
ized 1/ 


Not 

hospitalized 


Under  $100  

$  100-199-  

200-3991  

UOO-599-   

600-999. 

1000  or  more. 
Unknown  2/. . . 

Median  


1 
k 
13 
17 
16 
28 
20 

$700 


39 
21 

23 

7 
3 
1 

5 

$150 


2 
9 
15 
10 

ik 
22 
28 

$600 


60 

18 

12 
2 
1 
1 
6 

$80 


l/    Includes  persons  who  received  care  in  nursing  homes  or  chronic 
care  institutions  as  well  as  in  short-stay  general  hospitals, 
because  their  medical-cost  experience  tends  to  be  similar. 

2/    In  most  cases,  includes  some  "free"  care,  i.e.,  no  bills 
rendered  to  anyone,  or  vendor  paid  directly  by  public 
assistance  or  other  agency. 


SOURCE:    1957  Survey  of  OASI  Beneficiaries 
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Nonmarried  beneficiaries,  vho  tend  to  be  older,  use  more 
hospital  and  other  institutional  care  than  the  married.    One  in 
seven  of  those  interviewed  in  late  1957  spent  some  time  in  a 
hospital,  nursing  home  or  other  institution  during  the  previous 
12  months.    Median  medical  costs  amounted  to  $600  for  all  such 
beneficiaries,  to  $500  counting  only  those  who  spent  some  time 
in  a  short-term  general  hospital. 

The  effect  of  hospitalization  on  the  size  of  the  total 
medical  bill  can  be  demonstrated  more  directly  in  another  way. 
Among  those  couples  with  one  or  both  the  members  hospitalized 
and  able  to  report  their  total  medical  costs,  the  costs  associated 
with  such  episodes  averaged  6k  percent  of  their  total  medical  bills 
for  the  year — hi  percent  representing  charges  made  by  a  general 
hospital,  k  percent  charges  of  chronic  care  institutions,  and  19 
percent  the  fees  for  the  surgeon  and  inhospital  doctor's  care. 
For  nonmarried  beneficiaries  the  costs  associated  with  hospital 
and  nursing  home  care  made  up  77  percent  of  total  medical  costs, 
an  even  greater  portion  than  for  beneficiary  couples. 

Means  of  Meeting  Medical  Bills 

Persons  who  are  hospitalized — and  therefore  have  relatively 
large  medical  costs — naturally  have  more  difficulty  than  others 
in  meeting  their  total  medical  bills  for  the  year. 

According  to  the  1957  beneficiary  survey,  more  than  two- 
fifths  of  the  couples  and  roughly  three -fifths  of  the  nonmarried 
beneficiaries  who  spent  some  time  in  a  general  hospital  did  not 
meet  the  year's  medical  costs  out  of  their  own  income,  assets 
and  health  insurance.    The  longer  the  hospital  stay,  the  larger 
the  proportion  that  could  not  stretch  their  resources. 

Medical  debts  were  incurred — or  increased — by  21  percent 
of  the  couples  and  12  percent  of  the  nonmarried  beneficiaries 
with  a  hospital  episode  during  the  year.    (For  all  the  aged, 
whether  or  not  hospitalized,  the  proportions  were  very  much 
smaller — 6  percent  and  3  percent,  respectively.)    And  this  does 
not  count  the  cases  where  a  doctor,  for  example,  may  reduce  his 
fees  because  he  knows  that  the  patient  cannot  pay.    Moreover,  a 
considerable  number  of  the  beneficiaries  vho  had  more  unpaid 
medical  bills  at  the  end  than  at  the  beginning  of  the  year  got 
help  from  outside  as  well. 
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Fifteen  percent  of  the  couples  and  29  percent  of  the  non- 
married  beneficiaries  relied  for  at  least  part  of  their  medical 
care  on  public  assistance  agencies,  hospitals,  or  other  public 
and  private  health  and  welfare  agencies.    Less  than  half  as  many 
of  the  nonhospitalized  beneficiaries  had  to  turn  to  welfare 
agencies. 

The  number  receiving  help  from  relatives  in  one  form  or 
another  was  at  least  as  large.    When  beneficiaries  were  asked  how 
they  met  their  medical  bills,  15  percent  of  the  couples  and  26  per- 
cent of  the  nonmarried  with  one  or  more  hospital  episodes  reported 
that  relatives  helped  pay  for  them.     (Less  than  half  as  many  of 
the  other  beneficiaries  had  to  turn  to  relatives . )    Some  additional 
beneficiaries  with  hospital  bills  in  effect  received  as  much  or 
more  help  with  their  medical  costs  from  relatives  who  helped 
support  them  either  sharing  their  home  or  by  paying  other  regular 
living  expenses. 

The  Role  of  Hospital  Insurance 

Were  it  not  for  health  insurance — despite  the  limitations 
discussed  below  of  many  policies  held  by  the  aged — many  more 
would  have  had  to  turn  to  relatives  or  welfare  agencies,  or  both, 
to  meet  their  pressing  medical  needs. 

Data  just  becoming  available  from  the  National  Health 
Survey  reveal  that  for  half  the  hospital  stays  of  aged  persons, 
health  insurance  paid  no  part  of  the  bill.    On  the  other  hand, 
insurance  paid  some  part  of  the  hospital  costs  for  three-fourths 
of  the  stays  of  younger  persons. 

Even  when  insurance  is  available,  it  is  of  course  less 
effective  for  long  than  for  short  stays  (table  8).  Thus, 
three-fourths  or  more  of  the  hospital  bill  was  paid  by 
insurance  for  three-fifths  of  the  episodes  lasting  less  than 
a  month,  but  for  less  than  half  the  episodes  of  a  month  or 
longer. 

The  actual  proportion  of  hospital  bills  paid  in  some 
part  by  insurance  is  probably  smaller  than  shown,  because 
terminal  illness  cases  are  excluded,  and  those  at  the  older 
ages,  who  are  most  likely  to  die,  are  least  likely  to  have  any 
insurance.    It  is  not  feasible,  however,  to  try  to  quantify 
the  effect  of  this  exclusion  on  the  findings  as  they  relate  to 
length  of  stay. 
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Table  8. —Percentage  distribution  of  short- stay  hospital 

discharges  according  to  proportion  of  hill  paid  by- 
insurance,  by  length  of  stay,  July  1 958- June  i960 

(Civilian  noninstitutional  population  of  the  United  States) 


Age  and 
length 
of  stay 


65  and  over 

1-5    days. ...... 

6-lk  days  

15-30  days  

31  days  or  more « « 

Under  65  

1-5    days. ...... 

6-lk  days  

15-30  days  

31  days  or  more.. 


Total 
discharges 


100.0 

1*8.8 

100.0 

1*8.9 

100.0 

h6uk 

100.0 

1+9.8 

100.0 

5^.7 

100.0 

30.0 

100.0 

31.6 

100.0 

25.1 

100.0 

28.2 

100.0 

49.1 

Proportion  of  bill  paid  by  insurance 


None 
of 

bill 


Any  part  of  bill 


Less 
than 

i/a 


-te* 

5.3 
5.2 
7.2 


1/2 
to 

3A 


11.5 
11.9 
11.0 
15.8 

11.2 
11.1 
11.7 
12.3 
8.7 


3A  or 
more 


30.3 

33.1 
30.0 
21.  h 

52.7 
57.9 

34.7 


SOURCE:    Rational  Health  Survey,  unpublished  data. 


PRESENT  PROVISIONS  FOR  FINANCING  MEDICAL  CARE  FOR  THE  AGED 


VOLUNTARY  HEALTH  INSURANCE 


During  the  past  few  years  the  private  insurance  industry 
has  made  an  intensive  and  commendable  effort  to  develop  health 
insurance  policies  for  older  persons.    Until  quite  recently 
persons  aged  65  and  over  who  were  not  still  at  work  and  members 
of  an  employed  group,  had  limited  opportunity  to  purchase  health 
insurance.    An  increasing  proportion  of  the  persons  now  reaching 
age  65  are  able  to  carry  over  into  retirement  health  insurance 
coverage  which  they  obtained  in  their  younger  years,  although 
frequently  with  more  limited  protection  or  higher  premiums  or 
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both.    Blue  Cross,  Blue  Shield  and  many  commercial  insurance  companies 
have  developed  special  "Senior  Citizen  Certificates"  or  group  policies 
that  can  he  purchased  by  persons  aged  65  and  over  in  most  circumstances, 
although  coverage  of  pre-existing  conditions  may  be  limited. 

There  has  now  been  enough  experience  with  private  health 
insurance  for  the  aged  to  indicate  that  it  can  provide  useful  supple- 
mentary protection  but  also  to  demonstrate  why  private  insurance  alone 
cannot  and  should  not  be  expected  to  meet  the  basic  health  care  costs 
of  the  aged.    The  essential  factors  have  already  been  discussed.  The 
larger  medical  care  needs  of  the  aged  as  a  group  must  result  in 
higher  average  costs — in  insurance  terms,  higher  premiums.  These 
costs  are  beyond  the  ability  to  pay  of  large  numbers  of  older  persons. 
The  younger  members  of  society  must  in  one  way  or  another  pay  part  of 
these  costs  if  older  people  are  to  have  adequate  medical  care. 

Private  insurance  has  been  able  to  effectuate  some  cost-sharing. 
The  community- rated  premiums  of  Blue  Cross  plans  average  hospital 
costs  for  all  participants.    Coverage  of  many  persons  past  age  65 
has  been  achieved,  however,  only  by  the  development  of  special  policies 
with  their  own  (higher)  premium  rates.    Perhaps  three- fourths  of  all 
private  health  insurance  coverage  is  written  under  employee  benefit 
plans.    In  many  such  plans,  the  employer  carries  or  shares  in  the 
cost.    For  those  retired  employees  who  are  continued  under  a  group 
plan  with  no  change  in  premiums  or  benefits  or  with  the  employer 
paying  a  substantial  part  of  the  cost  of  their  benefits,  the  aged 
person's  health  costs  are  shared  by  other  age  groups.    But  the  number 
of  pensioners  in  this  situation  is  very  small  and  such  arrangements 
cannot  be  expected  to  apply  to  the  great  majority  of  retired  persons, 
because  of  worker  mobility,  limited  vesting,  and  the  fact  that  in 
general  it  is  only  the  larger  firms  that  have  such  plans. 

A  compulsory  social  insurance  program  offers  the  only  feasib3e 
basis  for  a  broad  spreading  of  the  costs  of  health  protection  for 
the  great  majority  of  older  persons. 

Aged  Persons  Having  Some  Kind  of  Health  Insurance 

No  more  than  half  of  all  persons  aged  65  and  over  have  any  kind 
of  health  insurance.    The  National  Health  Survey  found  that  in  the 
last  half  of  1959,  ^6  percent  of  those  65  and  over,  as  compared  with 
67  percent  in  the  population  as  a  whole,  had  some  form  of  health 
insurance. 8/    Other  estimates  confirm  these  general  magnitudes. 


8/    U.S.  Public  Health  Service  Publication  No.  584-B26,  Health 

Statistics;  Interim  Report  on  Health  Insurance,  United  States, 
July-December  1959 >  (December  I960). 
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Estimates  prepared  by  the  Health  Insurance  Council  on  total 
health  insurance  enrollment  are  somewhat  higher  than  those  derived 
from  household  surveys.    For  January  I960,  the  Health  Insurance  Council 
estimated  that  73  percent  of  the  total  population  (rather  than  67  per- 
cent) vere  covered.    The  Council's  estimates  are  built  up  from  reports 
from  individual  companies'  plans  and  may  well  make  too  little  allowance 
for  multiple  policy  holding.     On  the  other  hand,  household  interview 
surveys  may  miss  some  individuals.     Special  studies  are  now  under  way 
that  will  provide  a  better  basis  for  estimating  the  extent  of  multiple 
policy  holding.    In  any  event,  information  for  separate  age  groups 
is  available  only  from  household  interview  surveys. 

Perhaps  as  important  as  the  numbers  of  aged  persons  with 
health  insurance  are  the  characteristics  of  those  having  and  those 
not  having  such  protection.     In  general,  health  insurance  is  much  more 
likely  to  be  owned  by  aged  persons  still  in  the  labor  force,  by  those 
closest  to  age  65,  by  those  with  relatively  higher  incomes  and  by 
those  in  the  best  health.    These  factors  are,  of  course,  closely 
related  to  one  another. 

Income  and  coverage . --According  to  the  National  Health  Survey, 
when  the  total  family  income  of  the  person  65  or  over  (including 
both  his  own  income  and  that  of  all  other  family  members)  was  under 
$2, COO  only  33  percent  of  the  aged  had  hospitalization  insurance. 
When  the  family  income  was  $U,000  or  more,  59  percent  had  hospitaliza- 
tion insurance. 

The  survey  of  OASI  beneficiaries  in  1957  showed  a  similar 
relationship.    The  median  income  of  OASI  beneficiaries  with  no 
hospitalization  insurance  was  30  percent  lower  than  that  of  those 
with  insurance. 

Age  and  coverage. --According  to  the  National  Health  Survey, 
among  persons  aged  65  to  Ik,  53  percent  had  protection  against 
hospital  costs;  among  persons  aged  75  or  over,  32  percent  had 
protection  against  hospital  costs. 

Work  status  and  coverage. --Aged  persons  still  in  the  labor 
force  are  more  likely  than  those  fully  retired  to  have  some  health 
insurance  because  employment  means  higher  income,  the  less 
expensive  group  coverage  is  more  likely  to  be  available  to  those 
employed,  and  part  of  the  premium  is  frequently  paid  by  the 
employer.    Among  the  relatively  few  aged  reporting  themselves  as 
usually  working,  nearly  two  out  of  three  (6h  percent)  had  some 
hospital  insurance;  but  among  those  not  usually  working,  less 
than  half  (h2  percent)  had  hospital  insurance  in  the  latter  part 
of  1959. 
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Health  status  and  coverage . --Aged  persons  in  relatively  poorer 
health--at  least  by  their  own  designation--are  less  likely  to  have 
hospital  insurance. 

Of  those  reporting  themselves  in  the  National  Health  Survey 
as  having  no  chronic  conditions,  or  only  conditions  that  did  not  curtail 
activity,  53  percent  had  hospital  insurance;  of  those  reporting  them- 
selves unable  to  carry  on  their  major  activity,  only  30  percent  had 
hospital  insurance. 

Reasons  for  not  having  insurance .  --A  study  conducted  by  the 
National  Opinion  Research  Center  for  the  Health  Information  Foundation 
found  that  in  1957  about  half  the  aged  persons  without  health  insurance 
would  have  liked  to  be  covered,  just  over  one-quarter  had  not  thought 
about  it,  and  just  under  a  quarter  didn't  want  it._2/    Among  those  who 
wanted  coverage,  68  percent  couldn't  afford  it  and  32  percent  had  been 
refused  insurance  or  had  it  canceled. 

About  one-sixth  (l6  percent)  of  the  aged  surveyed  in  the  HIF-NORC 
study  had  formerly  been  covered  by  health  insurance  but  were  not 
covered  at  the  time  of  the  survey.    Among  the  reasons  given  for  not 
continuing  health  insurance  were: 

Could  no  longer  afford  it  (31  percent) 
Retired  or  gave  up  working  (26  percent) 
Dissatisfied  with  policy's  coverage  (2h  percent) 
Other  reasons: 

Company  discontinued  plan 

Did  not  feel  need 

Job  change  without  the  policy's  carrying  over 

A  similar  picture  emerges  from  the  responses  of  OASI 
beneficiaries  to  the  question  as  to  why  they  do  not  have  health  insur- 
ance.   According  to  the  1957  beneficiary  survey,  68  percent  of  the 
aged  beneficiaries  who  did  not  have  hospitalization  insurance  had 
never  had  such  insurance.    Thirty  percent  had  been  insured  at  one 
time,  but  the  policy  was  dropped  before  the  survey  year.    For  2  percent 
the  insurance  status  before  the  survey  year  was  unknown. 


2/    "Voluntary  Health  Insurance  Among  the  Aged,"  Progress  in  Health 
Services,  Health  Information  Foundation  (January  1959) • 
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The  reasons  given  for  not  having  insurance  were  as  follows: 


Percent 

AgeCL  oenei iciaries  never  insured 

uovllgl  nox  arrora. 

111 

4- J. 

never  unougnw  aoouw  xv 

nox  inheres  oeo. 

neiuBcQ  uy  insurance  company 

Q 

uiner  reason 

o 
c. 

lliDUX  CU    aw    yJLlsS     vXulsS  j    JJUXlLJf     Ui  UppcU 

TOO 

Could  not  afford 

39 

Group  policy  could  not  be  converted 

at  retirement 

29 

Not  interested 

Ik 

Canceled  by  insurance  company  or  terminated 

at  death  of  husband 

13 

Other  reason 

5 

Characteristics  and  Costs  of  Health  Insurance 

Of  the  aged  who  have  hospitalization  insurance,  according  to 
the  National  Health  Survey, 

^3  percent  are  covered  by  Blue  Cross  or  Blue  Shield, 
7  percent  have  a  "Blue"  plan  and  some  other  insurance, 

k$  percent  are  insured  through  a  commercial  insurer  or 
an  independent  plan, 
1  percent  are  of  unknown  type 

At  present,  there  are  some  1,200  insuring  organizations 
actively  in  the  health  field  in  the  United  States,  including  737 
insurance  companies,  78  Blue  Cross  plans,  68  Blue  Shield  plans,  and 
over  300  other  plans.    Most  of  these  provide  benefits  for  the  aged 
through  some  means,  if  only  through  carrying  persons  past  the  age  of 
65  within  groups  primarily  composed  of  younger  persons. 

Many  aged  persons,  however,  are  not  able  to  buy  health 
insurance  even  if  they  could  afford  it.    Persons  in  poor  health  or 
with  a  record  of  substantial  need  of  care  may  either  be  unable  to 
purchase  insurance  or  have  their  policies  canceled.    As  of  early 
1961,  only  about  half  the  Blue  Cross  plans  accepted  initial  nongroup 
enrollment  from  persons  over  65,  either  through  nongroup  certificates 
with  no  age  limit  or  through  senior  certificates  (table  9) • 
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Table  9. --Age  limits  on  initial  nongroup  enrollment  in  Blue  Cross 
hospitalization  plans,  early  I96I 


Age  limits 

Blue  Cross  plans 

Number 

Pefcent 

Total  1/ 

78 

100.0 

"Senior"  certificates 

21 

26.9 

16 

20.5 

2 

2.6 

2 

2.6 

2k 

30. 8 

1 

1.3 

10 

12.8 

2 

2.6 

1/    Does  not  include  Puerto  Rican  Blue  Cross  Plan. 


2/    Two  certificates  offered,  one  with  a  60-year  limit,  one  with 
a  65-year  limit. 

Insurance  policies  generally  available  to  the  aged  tend  to 
provide  more  limited  protection  as  well  as  to  have  higher  premiums 
than  policies  for  younger  persons.    Seventeen  of  the  21  Blue  Cross 
Senior  Certificates  provide  for  no  more  than  30  or  31  days  of  benefits 
and  many  provide  limited  allowances  ($7  to  $10  a  day)  toward  the  cost 
of  room  and  board,  or  provide  for  a  deductible  or  coinsurance.  All 
but  four  of  these  plans  require  that  a  health  statement  be  completed 
by  the  individual  applying  for  coverage.    Coverage  of  hospitalization 
for  pre-existing  conditions  varies  from  immediate  coverage  in  six 
plans  to  exclusion  for  life  in  four;  other  plans  provide  benefits 
after  waiting  periods  of  six  to  twenty-four  months.    The  annual 
premium  cost  of  the  Senior  Certificates  ranges  from  about  $40  to 
about  $66  per  person.    The  most  usual  Blue  Shield  Senior  Certificates 
with  maximum  surgical  fee  schedules  of  $200  to  $300  and  reimbursement 
for  inhospital  physician  visits  at  $3  to  $8  a  day  for  21  to  60  days 
cost  from  about  $20  to  $1*0  a  year  for  an  individual  and  $24  to  $64 
for  a  couple. 
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Commercial  health  insurance  policies  sold  to  aged  persons 
include  wide  variations  in  benefits  and  premium  costs.    One  of  the 
most  widely  advertised  and  widely  available  plans  is  the  65  Plus  Plan 
of  the  Continental  Casualty  Company.    This  plan  is  open  for  membership 
on  a  Statewide  basis  in  hQ  States  during  periodic  enrollment  periods. 
It  has  a  6-months  waiting  period  for  pre-existing  conditions,  but  no 
limitations  because  of  physical  conditions.    The  policies  can  be 
canceled  and  premiums  adjusted  only  on  a  Statewide  basis.    The  policy 
provides  up  to  $10  a  day  for  room  and  board  costs  for  a  maximum  of 
31  days,  up  to  $100  for  miscellaneous  hospital  extras,  and  the  cost 
of  surgery  up  to  a  maximum  of  $200.    The  annual  premium  is  $78* 

Aged  persons  in  normal  health  can  purchase  individual  health 
insurance  policies  that  are  guaranteed  renewable  for  life. 
Policies  providing  room  and  board  payments  of  $10  a  day  for  30  to 
60  days,  up  to  $50  or  $100  for  hospital  extras  and  surgical  expenses 
with  a  maximum  of  $200  to  $300,  were  available  in  early  I96I  at 
premiums  for  a  man  aged  65  ranging  from  $80  to  $92  a  year. 

Paid-up-at-retirement  policies . --There  has  been  considerable 
discussion  of  paid-up-at-retirement  policies .     Such  a  policy 
guarantees  that  a  specified  set  of  health  insurance  benefits  will  be 
available  to  the    policyholder  during  the  remainder  of  his  life. 
The  benefits  are  on  a  cash  indemnity  basis  (a  specified  number  of 
dollars  for  up  to  a  specified  number  of  days  of  care,  plus  an 
allowance  for  hospital  extras).    It  would  be  very  difficult  for  an 
insurance  company  to  estimate  the  future  cost  of  a  service  benefit 
(guaranteeing  up  to  a  specified  number  of  days  of  care).    This  is 
a  very  new  approach  and  very  little  of  this  type  of  coverage  has 
been  sold.    If  the  policy  is  not  purchased  until  the  date  of 
retirement,  the  initial  costs  are  high  ($700  to  $1,300  per  indi- 
vidual).   Similarly,  even  if  purchased  prior  to  retirement,  the 
annual  payments  required  for  persons  already  approaching  retirement 
would  be  substantial. 

If  the  costs  were  spread  over  the  full  working  life  of  the 
individual,  the  annual  payments  would  be  small,  and  might  be 
coupled  with  current  health  insurance  premium  payments  throughout 
his  working  life.    However,  assuming  the  insurance  were  acquired 
through  the  place  of  employment,  there  is  a  practical  barrier  to 
this  approach  in  that  few  persons  spend  their  entire  working  life 
with  one  employer.    Aside  from  the  uncertainty  as  to  whether  they 
will  still  be  with  the  same  employer  when  they  retire,  there  are 
other  factors  that  could  make  workers  reluctant  to  participate  in 
purchasing  this  form  of  insurance.    They  may  anticipate  that  their 
existing  health  insurance  coverage  will  continue  after  retirement 
or  they  may  fear  that  a  specified  set  of  cash  indemnity  health  bene- 
fits may  prove  inadequate  if  the  trend  of  rising  medical  costs 
continues. 
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Extent  of  Protection  for  Those  Having  Insurance 

It  will  "be  evident  from  this  description  of  generally  available 
hospital  insurance  policies  that  even  those  aged  persons  who  have 
health  insurance  may  have  to  pay  directly  a  considerable  share  of  any 
hospital  bill  they  incur. 

The  National  Health  Survey,  as  noted  above,  found  that  in  half 
of  all  hospital  stays  by  aged  persons  none  of  the  hospital  bill  was 
met  by  insurance.    Where  insurance  paid  part  of  the  bill,  it  covered 
less  than  half  the  total  in  18  percent  of  those  cases,  between  one- 
half  and  three-quarters  of  the  bill  in  23  percent  and  three-fourths  or 
more  in  59  percent  of  those  cases. 

For  persons  under  65,  on  the  other  hand,  in  only  30  percent  of 
the  cases  did  insurance  meet  no  part  of  the  bill.    And  it  covered 
three-fourths  or  more  of  the  total  bill  for  77  percent  of  those  cases 
in  which  there  were  any  insurance  payments. 

There  are  no  comparable  figures  on  the  proportion  of  all  medical 
expenditures  covered  by  insurance  for  different  age  groups.    For  the 
population  as  a  whole,  insurance  payments  in  1959  covered  25  percent 
of  all  private  medical  care  expenditures  and  58  percent  of  private 
expenditures  for  hospital  care. 

PUBLIC  PROGRAMS 

Publicly  administered  general  hospitals  in  many  localities 
provide  care  at  no  charge,  or  at  charges  related  to  income,  for 
persons  who  cannot  afford  to  pay  in  full.    Some  medical  care  programs 
notably  those  under  public  assistance  and  those  for  veterans' 
nonservice-connected  disabilities — are  open  only  to  the  needy.    Others - 
notably  those  for  veterans'  service-connected  disabilities,  or  for 
military  personnel  and  their  families- -provide  for  all  in  special 
population  groups  without  regard  to  income  or  ability  to  pay. 

Traditionally,  nongovernmental  hospitals  also  provide  some  free 
medical  care  to  the  needy.    Increasingly,  these  hospitals  are  being 
paid  for  their  services  to  the  needy  through  public  programs  and  public 
grants.    But  in  many  of  our  poorer  States,  much  of  the  burden  of  the 
care  of  the  aged  rests  on  the  hospitals  themselves.    Such  care  may 
be  financed  from  endowment  income  and  philanthropic  sources.  Often 
the  cost  of  free  or  part- pay  care  is  defrayed  by  higher  charges  to 
paying  patients. 
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In  privately- controlled  general  hospitals,  about  a  fifth  of  all 
patients  are  aged  65  or  over.    But  in  general  hospitals  of  State  and 
local  governments,  which  more  often  than  private  institutions  provide 
care  free  or  at  reduced  charges  to  those  not  able  to  pay  in  full,  every 
fourth  patient  is  at  least  65  years  of  age.     In  Veterans  Administration 
general  hospitals,  one  out  of  five  patients  is  at  least  aged  65. 

The  most  important  source  of  public  funds  for  medical  care  of 
aged  persons  is  nov  the  public  assistance  programs. 

Public  Assistance  Medical  Care 

From  the  beginning  of  the  Federal-State  old-age  assistance 
program  established  under  the  1935  Social  Security  Act,  costs  of 
medical  care  could  be  included  in  monthly  cash  payments  of  old-age 
assistance  recipients.    The  payments  were  subject  to  Federal  and 
State  maximums,  however,  which  very  much  limited  the  care  made 
available  in  most  States. 

In  1950,  the  Social  Security  Act  was  amended  to  permit  Federal 
matching  of  payments  for  medical  care  made  directly  to  suppliers. 
However,  these  vendor  payments  had  to  be  within  existing  maximums  on 
Federal  participation  in  individual  cash  payments.    In  1956,  old-age 
assistance  was  again  broadened  by  establishing  separate  Federal  matching 
for  medical  care  payments  over  and  above  the  cash  assistance  payment. 
In  1958>  "the  effective  ceiling  on  Federal  matching  was  increased. 

The  i960  amendments  to  the  Social  Security  Act  provided  two 
extensions  of  medical  care  for  the  aged  under  the  public  assistance 
program:    (l)  increased  Federal  matching  of  medical  care  payments 
under  old-age  assistance,  and  (2)  a  new  program  of  medical  assistance 
for  the  aged,  designed  to  provide  help  with  medical  bills  for  the  so- 
called  medically  indigent.    The  1961  amendments,  signed  by  the  President 
on  June  30,  included  a  slight  additional  liberalization  of  the  Federal 
matching  provisions  for  vendor  medical  payments  under  old-age  assistance. 

Public  Assistance  Medical  Care :    Old-Age  Assistance 

Fifty-four  jurisdictions  administer  old-age  assistance  (OAA) 
programs,  including  the  50  States,  the  District  of  Columbia,  Puerto  Rico, 
the  Virgin  Islands,  and  Guam.    Forty- three  of  tne  States  10/  provided 
some  medical  care  to  old-age  assistance  recipients  through  vendor 
payments  in  September  i960.    But  these  States  varied  widely  in  the 
content  of  their  medical  care  provisions.    Some  State  programs  included 
a  wide  range  of  medical  services,  covering  virtually  the  entire  gamut 
of  reeded  types  of  medical  care,  while  in  other  State  programs  medical 
care  provisions  were  extremely  limited  in  scope.    However,  there  was 
undoubtedly  some  room  for  improvement  of  medical  care  content  and 
coverage  in  nearly  all  State  old-age  assistance  programs. 

3.0/    The  word  "State"  in  Part  I  of  this  document  applies  equally  to  the 
50  States,  the  District  of  Columbia,  Guam,  Puerto  Rico,  and  the 
Virgin  Islands. 
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Changes  in  medical  care  under  old-age  assistance  since 
September  196Q.--The  i960  amendments  have  resulted  in  increases  in 
the  medical  care  provided  through  vendor  payments  under  old-age  assistance 
in  a  substantial  number  of  States.    According  to  information  received  by 
the  Bureau  of  Public  Assistance  by  May  31,  I96I;  of  the  ^3  States  providing 
vendor  payments  in  September  i960,  23  11/  had  taken  steps  by  that  time  to 
improve  the  content  or  coverage  of  their  medical  care  provisions  through 
old-age  assistance  vendor  payments. 

During  this  period,  three  States  reduced  medical  services 
provided  through  old-age  assistance  vendor  payments.     Two,  Massachusetts 
and  New  York,  moved  many  cases  formerly  receiving  medical  care  under 
old-age  assistance  to  the  new  medical  assistance  for  the  aged  program, 
under  which  the  recipients  will  continue  to  receive  the  same  care  as 
formerly.    The  third  State,  Colorado,  has  been  forced,  by  a  State 
constitutional  limitation  on  funds  expended  for  the  purpose,  to  reduce 
medical  care  paid  for  through  old-age  assistance  vendor  payments. 

Of  the  11  States  which  made  no  vendor  payments  for  costs  of 
medical  care  in  old-age  assistance  before  October  i960,  five  12/  have 
either  begun  to  make  vendor  payments  or  are  planning  to  do  so  sometime 
in  1961. 

Changes  in  vendor  payments:    September  i960  -  April  1961. --The 
above  information  is  based  on  the  States'  descriptions  of  medical  care  provided 
through  vendor  payments  under  State  old-age  assistance  plans.  Their 
expansion  of  medical  care  services  may  involve  the  addition  of  a  great 
deal,  a  moderate  amount,  or  very  little  in  the  way  of  an  actual  increase 
in  services  rendered.     In  some  States,  expansion  is  only  in  the  planning 
stage  and  may  not  actually  materialize.     In  some  States,  the  additional 
provision  represents  only  a  change  in  payment  method,  as  when  States 
have  begun  making  vendor  payments  for  services  that  were  previously 
provided  through  money  payments  to  recipients  (the  change  in  payment  method 
being  made  because  it  brings  increased  Federal  participation  in  the  assistance 
payments).    However,  this  change  of  method  may  mean  a  great  deal  to  the 


California 

District  of  Columbia 

Florida 

Idaho 

Indiana 

Iowa 

Louisiana 
Maine 


Maryland 

Michigan 

Missouri 

Nevada 

New  Mexico 

North  Carolina 

Ohio 

Oklahoma 


Tennessee 

Utah 

Vermont 

Virginia 

Virgin  Islands 

Washington 

West  Virginia 


12/    Alabama,  Kentucky,  Mississippi,  Puerto  Rico,  and  South  Dakota. 
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recipient  because  it  may  affect  his  money  payment  and  the  kind  and 
quality  of  medical  care  provided.    Since  many  States  have  maximums 
or  other  provisions  limiting  the  money  payment,  the  removal  of  the 
special  cost  of  medical  care  from  the  money  payment  permits  more  leeway 
in  meeting  the  recipiert's  subsistence  needs,  insofar  as  State  or  local 
funds  are  available.    In  addition,  the  cost  of  a  particular  medical 
service  paid  in  the  recipient' s  behalf  frequently  is  greater  than  could 
be  allowed  in  the  State's  money  payment. 

A  much  more  definite  indication  of  the  impact  of  the  i960 
legislation  on  old-age  assistance  vendor  payments  may  be  obtained  by 
comparing  average  vendor  payments  for  States  in  September  i960  with 
the  averages  for  April  196l,  the  latest  month  for  which  data  are 
available,  and  by  comparing  average  money  payments  for  the  same  months. 

In  September  i960,  the  average  vendor  payment  under  old-age 
assistance  for  all  States  combined  was  $10.75  per  recipient.    In  April 
196l,  it  was  $11.06  (table  10).    Specific  program  changes  in  Massachusetts 
and  New  York  partly  explain  the  fact  that  the  national  average  did  not 
rise  more  than  31  cents.    In  Massachusetts,  more  than  15,000  old-age 
assistance  nursing  home  and  other  institutional  cases  were  transferred 
to  the  State's  new  program,  medical  assistance  for  the  aged,  between 
September  and  April.    This  resulted  in  a  reduction  in  the  average  old-age 
assistance  vendor  payment  in  the  State  from  $1*5.86  in  September  to  $17.10 
in  April  (the  only  very  large  drop  occurring  in  any  State  during  the 
period).     In  New  York,  16,000  cases  were  transferred  from  old-age  assistance 
to  medical  assistance  for  the  aged  in  March  and  April,  and  the  average 
old-age  assistance  vendor  payment  dropped  from  $33*^5  in  September  to  $28.95 
in  April.    Excluding  Massachusetts  and  New  York,  the  remaining  52  States 
had  average  vendor  payments  of  $8.66  in  September  and  $10.3^  in  April, 
or  an  increase  of  $1.68  in  the  average  vendor  payment  over  the  7-month 
period. 

The  number  of  States  with  changes  in  average  vendor  payments  of 
specified  amounts  is  shown  in  table  11.    It  is  possible  that  some  of  the 
changes  in  State  averages  represent  random  month-to-month  fluctuation; 
however,  this  is  certainly  not  true  for  the  States  whose  average  vendor 
payments  increased  by  a  sizeable  amount  over  the  7-month  period. 

Increases  in  average  vendor  payments  have  come  to  some  extent 
at  the  expense  of  decreases  in  average  money  payments.    Under  the  revised 
formula  for  Federal  participation  in  old-age  assistance,  it  was  to  the 
advantage  of  some  States  that  formerly  had  low  average  vendor  payments 
to  begin  paying  for  additional  types  of  medical  care  through  vendor  payments 
rather  than  through  money  payments  to  recipients.    For  example,  in  some 
States  nursing  home  care  was  formerly  paid  for  through  money  payments.  It 
is  now  covered  through  vendor  payments,  and  the  shift  in  payment  method 
has  brought  a  drop  in  average  old-age  assistance  money  payments  together 
with  the  increase  in  average  vendor  payments.    Among  the  27  States  in  which 
the  vendor  payment  averages  had  increased  more  than  $1.00  by  April,  9 
States  decreased  their  money  payment  averages  by  more  than  $1.00,  while 
in  7  the  money  payment  average  increased  by  more  than  $1.00  (table  11). 
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Table  10. — Old-age  assistance:    Average  payment  per  recipient  for  all  assistance, 
for  money  payments  to  recipients,  and  for  vendor  payments  for  medical 
care,  September  i960  and  April  l<?6l,  and  changes  in  averages  from 
September  to  April,  by  State 

(corrected  to  June  22,  1961) 


September  i960 

April  1961 

Change,  Sept.  i960  -  April  1961 

Money 

Vendor 

Money 

Vendor 

Money 

Vendor 

State 

All  as- 

psymen ts 

payments 

All  as- 

p 3y~TQ€n  t  S 

payments 

All  as- 

payments 

payments 

to 

1  or 

to 

for 

to 

for 

sistance 

rccip™ 

medical 

sistance 

recip™ 

medical 

sistance 

recip- 

medical 

lents 

care 

lents 

care 

ients 

care 

tin  7ft 

$68.45 

$11 .06 

-$0 . 30 

-$o  61 

Total,  without  Massachusetts 

.7** 

8.66 

67  11 

7Q 

10.34 

-  n  4q 

u 

1 .68 

and  New  York., 

52.88 

52.87 

.01 

53.25 

50.85 

2.41 

.37 

-2.02 

2.4o 

64. 34 

64.34 

66.31 

66.31 

1  97 

1  Q7 

6l  .41 

6l  .41 

61 .00 

61.00 

-  .41 

-  .41 

52.63 

45 .95 

6.68 

52.31 

45.14 

7.17 

-  ,32 

-  .81 

49 

90.19 

80.43 

9.76 

90.43 

79.10 

11.33 

.24 

-1.33 

1.57 

100.55 

83.53 

17.02 

100.96 

82.63 

18.33 

.41 

-  90 

1 .31 

109.42 

90.56 

18.86 

110.91 

93.13 

17.77 

1.49 

2.57 

-I.09 

50.48 

50.48 

49.85 

49.8'i 

-  .63 

-  .63 

64.92 

56.52 

8.40 

66.01 

56.57 

9.44 

1  09 

Oft 

1 .04 

56.24 

50.21 

6.02 

60.01 

48.06 

11.96 

3.77 

*  —  j 

T  91 

47.26 

47.26 

--— 

47.07 

47.07 

-  .19 

-  .19 

29.24 

29.24 

25.20 

25.20 

-4.04 

-4.04 

63.42 

57.68 

5.74 

70.26 

61.81 

8.45 

6.84 

4.13 

2.71 

69.61 

60.19 

9.42 

84.75 

56.71 

28.04 

15.14 

-3.48 

18.62 

77.98 

43.83 

34.15 

78.IO 

43.93 

34.16 

.12 

.10 

.01 

64.90 

44.15 

20.75 

64.33 

44.44 

19.90 

-  .57 

•29 

-  .85 

82.05 

74.03 

8.02 

87.69 

52.46 

25.23 

5.64 

-11.57 

17.21 

80.24 

68.11 

12.13 

82.42 

68.95 

13.47 

2.18 

.84 

1.34 

50.34 

50.34 

50.28 

49.98 

.30 

-  .06 

-  .36 

.30 

71.19 

69.14 

2.05 

71.07 

68.70 

2.37 

-  .12 

-  .44 

.32 

66.39 

53.39 

13.00 

67.92 

46.92 

21.00 

1.53 

-6.47 

8.00 

62.41 

56.88 

5.53 

63.74 

57.49 

6.25 

1.33 

.61 

•72 

106.89 

61.03 

45.86 

86.81 

69.71 

17.10 

-20.08 

8.68 

-28.76 

76.59 

65.93 

10.66 

78.95 

66.23 

12.73 

2.36 

.30 

2.07 

89.46 

52.40 

37.06 

93.58 

52.23 

41.35 

4.12 

-  .17 

4.29 

34.61 

34.61 

34.49 

34.49 

-  .12 

-  .12 

60.12 

59.74 

.39 

61.43 

59.77 

1.66 

1.31 

.03 

1.27 

64.00 

63.74 

.27 

63.62 

63.44 

.18 

-  .38 

-  .30 

-  .09 

71.99 

47.04 

24.95 

75.88 

49.55 

26.33 

3.89 

2.51 

1.38 

74.96 

68.98 

5.97 

78.69 

71.07 

7.62 

3.73 

2.09 

1.65 

79.21 

62.ll 

17.10 

85.39 

68.01 

17.38 

6.l8 

5.90 

.28 

90.11 

55.05 

35.06 

92.51 

55.07 

37.44 

2.40 

.02 

2.38 

68.17 

59.64 

8.54 

67.55 

56.89 

10.66 

-.62 

-2.75 

2.12 

107.87 

74.42 

33.45 

94.03 

65.08 

28.95 

-13.84 

-9.34 

-4.50 

44.00 

41.72 

2.28 

44.94 

42.66 

2.28 

.94 

.94 

90.18 

55.41 

34.76 

92.40 

56.03 

36.37 

2.22 

.62 

1.61 

75.80 

65.01 

10.79 

76.58 

64.89 

11.68 

.78 

-  .12 

.89 

79.14 

67.16 

11.99 

87.58 

69.66 

17.92 

8.44 

2.50 

5.93 

80.21 

51.56 

28.65 

86.57 

52.86 

33.71 

6.36 

1.30 

5.06 

68.54 

64.69 

3.85 

67.42 

64.34 

3.08 

-1.12 

-  .35 

-  .77 

8.24 

8.24 

8.28 

8.28 

.04 

.04 

80.77 

65.77 

15.00 

81.11 

66.11 

15.00 

.34 

.34 

40.94 

38.05 

2.88 

41.75 

38.38 

3.37 

.81 

.33 

.49 

62.51 

62.51 

63.68 

63.68 

1.17 

1.17 

41.86 

41.26 

*6o 

43.94 

40.54 

3.40 

2.08 

-  .72 

2.80 

52.90 

52.90 

52.73 

52.73 

-  .17 

-  .17 

72.19 

67.20 

4.99 

71.14 

51.20 

19.95 

-1.05 

-16.00 

14.96 

64.98 

51 .48 

13.50 

70.87 

49.59 

21.28 

5.89 

-I.89 

7.78 

26.86 

26.36 

.50 

26.44 

26.44 

-  .42 

.08 

-  .50 

46.58 

37.52 

9.06 

53.56 

41 .46 

12.10 

6.98 

3.94 

3.04 

87.83 

57.30 

30.53 

87.27 

^6.98 

30.29 

-  .56 

-  .32 

-  .24 

39.07 

34.13 

4.93 

40.98 

34.05 

6.93 

1.91 

-  .08 

2.00 

84.01 

38.62 

45.39 

86.70 

37.90 

48.80 

2.69 

-  .72 

3.41 

71.06 

6I.87 

9.19 

76.11 

64.94 

11.17 

5.05 

3.07 

1.98 
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Table  11. — Old-age  assistance:    Distribution  of  States  by  amounts  of  increase 
or  decrease  in  average  money  payment  and  average  vendor  payment 
per  recipient  from  September  i960  to  April  1961 

(corrected  to  June  27,  196l) 


Change  in  average  money  payment 


Change  in 

a  \rc*  7*0  cro 

Decrease  of 

Change  of 

]  pec  "hVlfiTI 

Increase  of 

vendor  pay- 
ment 

Total 

More  than 

$>x 

$.20  to  $1 

$.20 

$.20  to  $1 

More  than 

X\j  wax 

5k 

11 

11 

12 

■J « i 

8 

12 

Decrease 
of  more 

thfiTl 

•3 
j 

1 

2 

$.20  to 
&1 

k 

2 

1 

1 

Change  of 
less  than 
$.20 

k 

1 

l 

2 

Increase 
of  $.20 
to  $1 

7 

3 

l 

2 

1 

More  than 
$1 

27 

9 

3 

5 

3 

7 

No  vendor 
payment , 
September 
or  April 

9 

1 

2 

k 

2 

States  with  relatively  high  average  vendor  payments  do  not  necessarily 
provide  comprehensive  and  high-quality  medical  care  for  old-age  assistance 
recipients,  nor  do  all  States  with  low  averages  have  inadequate  medical  care 
programs.    There  are  a  number  of  variables  other  than  the  scope  and  quality 
of  care  received  by  recipients  which  influence  the  level  of  average  vendor 
payments — variations  in  costs  of  medical  care,  availability  of  medical 
personnel  and  facilities,  access  of  recipients  to  other  medical  care  programs, 
provision  of  medical  care  through  money  payments  to  recipients,  etc.  But, 
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for  most  States,  the  amount  of  the  average  vendor  payment  does  tend 
to  reflect  the  relative  adequacy  of  medical  care  available  to  old- 
age  assistance  recipients;  the  increases  in  average  vendor  payments 
since  October  1,  19^0 >  perhaps  furnish  a  rough  gauge  of  the  improve- 
ments in  medical  care  for  the  recipients  since  that  date;  and  the 
large  number  of  States  still  remaining  with  relatively  low  average 
vendor  payments  may  roughly  indicate  the  improvements  still  needed 
in  medical  care  provisions  for  recipients  of  old-age  assistance. 

Public  Assistance  Medical  Care:    Medical  Assistance  for  the  Aged 

The  i960  amendments  provided  for  a  new  program  of  medical 
assistance  to  aged  people  who  do  not  qualify  for  old-age  assistance 
but  who  cannot  meet  the  cost  of  needed  medical  care.    The  program 
must  be  administered  by  the  same  State  agency  that  administers 
old-age  assistance. 

The  States  have  considerable  latitude  in  deciding  the  scope 
of  medical  assistance  for  the  aged  with  regard  to  both  the  definition 
of  persons  eligible  and  the  kind  and  extent  of  services  provided. 
However,  if  a  State  decides  to  have  such  a  program,  it  may  not  set 
an  age  limit  of  more  than  65  years,  a  citizenship  requirement  which 
excludes  any  citizen  of  the  United  States,  or  a  durational  residence 
requirement.    Nor  may  it  impose  a  lien  against  the  property  of  any 
individual  prior  to  his  death  on  account  of  medical  assistance 
properly  paid  in  his  behalf  nor  require  recovery  from  his  estate 
until  after  the  death  of  the  surviving  spouse,  if  any. 

In  addition,  there  must  be  a  provision  that  no  enrollment 
fee,  premium,  or  similar  charge  will  be  imposed  as  a  condition  of 
eligibility  by  the  agency  which  administers  medical  assistance  for 
the  aged.    There  is  specific  provision  in  the  statute  for  Federal 
financial  participation  in  State  expenditures  "for  insurance 
premiums  for  medical  or  any  other  type  of  remedial  care  or  the 
cost  thereof"  paid  as  medical  assistance  in  behalf  of  eligible 
individuals . 

In  defining  the  content  of  medical  care  to  be  provided  by 
a  State  for  medical  assistance  for  the  aged,  the  Federal  Act 
requires  that  there  be  some  institutional  and  some  noninstitutional 
care.    The  Federal  Government  participates,  according  to  a  specified 
formula,  in  amounts  paid  in  behalf  of  eligible  recipients,  that  is, 
payments  to  suppliers  of  medical  or  remedial  care.    The  program  does 
not  include  amounts  paid  directly  to  recipients. 
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Program  development. — The  medical  assistance  for  the  aged  program 
was  in  operation  in  10  States  13/  "by  the  end  of  June  I96I.    An  additional 
nine  States  Ik/  have  adopted  legislation  and  expect  to  have  a  program 
in  operation  by  November  1,  1961;  while  four  others  15/  have  legislation 
with  later  effective  dates.    As  of  mid- July  legislation  was  in  process 
in  seven  States .16/    It  appears  unlikely  that  the  remaining  2k  States 
will  implement  the  legislation  in  1961  or  early  1962. 

The  major  provisions  of  the  medical  assistance  for  the  aged 
programs  in  effect  or  enacted  in  each  of  the  17  States  for  which  such 
information  was  available  as  of  the  end  of  June  I96I  are  shown  in  the 
Appendix.    A  summary  analysis  of  the  provisions  in  the  10  State  programs 
that  were  in  operation  prior  to  July  1  is  presented  in  the  material 
which  follows. 

Financial  eligibility;    income. — In  determining  the  group  who 
will  be  eligible,  some  States  have  set  a  maximum  on  the  income  and 
assets  medical  assistance  for  the  aged  recipients  may  hold,  and  a 
person  who  possesses  more  than  these  value  amounts  is  ineligible. 
Other  States  say,  in  effect,  "A  certain  level  of  income  and  resources 
is  necessary  for  subsistence ;  any  amount  beyond  this  level  will  be 
evaluated  to  determine  its  availability  to  meet  medical  need.    If  the 
amount  available  is  still  not  enough  to  pay  for  the  person's  necessary 
medical  care,  he  is  eligible  for  medical  assistance  for  the  aged." 

Among  the  seven  States  using  the  system  of  maximums  on  income 
and  assets,  the  lowest  maximum  on  income  for  a  single  recipient  with 
no  dependents  is  $1,080;  the  highest  is  $1,500.    Varying  allowances 
are  made  for  dependents. 

Financial  eligibility:    assets. —All  10  States  with  a  medical 
assistance  for  the  aged  program  in  operation  before  July  I96I  exempt 
the  real  property  used  as  a  home  in  determining  eligibility.  They 
take  into  account  the  resource  value  of  other  real  estate,  although 
most  States  do  not  require  its  liquidation.    Most  of  the  States  exempt 
a  life-insurance  policy  with  a  small  cash- surrender  value.  Medical 
insurance  policies  and  similar  resources  designed  to  meet  medical  need 
are  also  considered  as  assets  to  be  taken  into  account  in  determining 
the  amount  to  be  paid  from  medical  assistance  for  the  aged  funds. 


13/    Kentucky,  Maryland,  Massachusetts,  Michigan,  New  York,  Oklahoma, 
Washington,  West  Virginia,  Puerto  Rico,  and  Virgin  Islands. 

Ik/    Arkansas,  Idaho,  Maine,  New  Hampshire,  North  Dakota,  Oregon, 
South  Carolina,  Tennessee,  and  Utah. 

15/    California,  Connecticut,  Hawaii,  and  Louisiana. 

16/  Bills  had  passed  both  houses  of  the  legislature  in  Illinois  and 
Vermont,  and  one  house  in  Alabama  and  Wisconsin;  bills  had  been 
introduced  but  not  passed  in  New  Jersey,  Ohio,  and  Pennsylvania. 
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A  small  reserve  of  cash  or  "resources  convertible  to  cash"  is 
specifically  permitted  in  8  of  the  10  States.    The  amount  permitted 
a  single  person  ranged  from  $300  in  one  State  (Maryland)  to  $5,000 
in  another  (West  Virginia).    However,  the  State  with  the  $300  limit 
permits  "liquid  resources"  reserve  of  $2,500  if  it  "represents  the 
only  resource  for  regular  living  expenses." 

Types  of  medical  care  covered* --All  10  States  operating 
medical  assistance  for  the  aged  prior  to  July  196l  provide  for 
inpatient  hospital  care.    The  length  of  the  hospital  stay  to 
be  paid  for  ranges  from  6  days  (Kentucky)  to  as  many  as  are 
necessary,  as  determined  by  the  physician's  statement  and  a  review 
by  the  staff  giving  medical  supervision  to  the  State's  program. 
Several  States  limit  hospital  care  to  acute,  life -endangering,  or 
traumatic  conditions  requiring  hospital  care;  all  others  provide 
it  as  recommended  by  the  physician.    Nursing  home  care  is  provided 
by  6  of  the  10  States.    In  West  Virginia  such  care  is  restricted  to 
posthospital  care. 

Physicians'  services  in  home  and  office  is  the  type  of 
noninstitutional  care  most  frequently  specified.    Nine  of  the  10 
States  provide  for  such  services.    Some  States  limit  the  services 
to  acute  conditions  or  treatment  necessary  to  prevent  the  recipi- 
ent's need  for  hospital  care.    Among  the  States  that  do  not  provide 
for  a  full  range  of  noninstitutional  services,  the  most  frequently 
covered  services,  in  addition  to  those  of  the  physician,  are  dental 
services  to  relieve  pain  or  treat  acute  infections,  and  prescribed 
drugs.    In  some  States,  the  latter  are  limited  to  those  drugs 
needed  for  the  treatment  of  acute  or  life -endangering  conditions. 

Of  the  10  jurisdictions  now  operating  medical  assistance 
for  the  aged,  5  (Massachusetts,  New  York,  Puerto  Rico,  Washington, 
and  West  Virginia)  provide  medical  care  services  covering  the  basic 
types  of  medical  care  needs  (hospital,  nursing  home  care,  physicians' 
services,  prescribed  drugs).    In  the  other  5  States,  one  or  more  of 
these  services  is  not  included. 

Persons  receiving  care. --Payments  of  almost  $6  million  were 
made  on  behalf  of  28,000  recipients  of  medical  assistance  for  the 
aged  in  April  196l,  in  seven  States  (table  12).    Of  the  remaining 
States  with  programs  in  operation  prior  to  July,  Puerto  Rico  and 
the  Virgin  Islands  have  not  reported  and  the  Maryland  program  did 
not  begin  until  June. 

The  term  "recipients"  means  the  number  of  persons  for  whom 
bills  from  suppliers  of  medical  care  were  paid  in  the  reporting 
month.    The  bills  generally  represent  services  provided  in  a 
preceding  month.    The  count  of  recipients,  therefore,  does  not 
necessarily  reflect  the  number  of  persons  actually  receiving  medical 
care  services  during  the  month  covered  by  the  report. 
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Table  12. --Medical  assistance  for  the  aged:     recipients  and  payments 
for  recipients,  by  State,  April  1961  1/ 


Payments  for 

recipients 

Number  of 

Total 

State 

recipients 

amount 

Average 

27,998 

$5,890,726 

$210 . 1+0 

1U 

508 

(2/) 

lU,722 

3,02^, 301^/ 

205.1+3 

3,585 

1,113,873 

310.70 

5,589i/ 

1,1+18,1+63^/ 

253. 8oi/ 

190 

1+2,302 

222.61+ 

281 

56,276 

200.27 

3,617 

235,003 

61+.  97 

1/  Figures  underlined  represent  program  under  State  plan  not  yet  approved 
by  the  Social  Security  Administration.    All  data  subject  to  revision. 


2/  Average  payment  not  computed  on  base  of  fever  than  SO  recipients. 

3/  Excludes  $93,71+0  in  money  payments  not  subject  to  Federal  participation. 

Persons  whose  cases  were  opened  for  medical  assistance  for 
the  aged,  October  1960-April  I96I. --Practices  in  opening  cases 
vary  among  the  10  States.    In  three  (Kentucky,  Virgin  Islands, 
and  West  Virginia)  persons  may  apply  in  advance  of  their  need  for 
medical  care.    When  their  eligibility  is  established,  they  are 
given  identification  cards  for  use  when  medical  care  becomes 
necessary.    At  the  time  medical  care  is  needed,  their  eligibility 
is  reviewed.    When  a  year  has  elapsed,  continuing  eligibility  for 
medical  care  assistance  is  redetermined  for  all  opened  cases. 

The  general  practice  in  the  other  seven  States  is  to  determine 
eligibility  at  the  time  the  need  for  medical  care  is  made  known. 
Financial  eligibility  is  directly  related  to  the  kind  and  cost  of  the 
medical  care  needed. 


-  ^3  - 


These  variations  in  practice  are  reflected  in  reports  on 
the  number  of  cases  opened.    Also  reflected  in  these  reports  are 
the  practices  of  the  States  with  respect  to  the  transfer  of  cases 
from  other  assistance  programs  to  medical  assistance  for  the  aged. 

Reports  on  the  number  of  cases  opened  have  been  received 
from  8  of  the  10  States  (table  13).    Of  the  G2,klk  persons  whose 
cases  had  been  opened  in  these  8  States  since  the  initiation  of 
the  program,  96  percent  were  in  Massachusetts,  Michigan,  New  York, 
and  Vest  Virginia.     In  New  York  and  Massachusetts,  almost  all  the 
cases  were  transfers  from  old-age  assistance;  in  Michigan,  about 
one-fourth  of  the  cases  formerly  received  old-age  assistance.  In 
contrast,  none  of  the  West  Virginia  cases  represented  transfers 
from  any  public  assistance  program. 

Program  costs  for  medical  assistance  for  the  aged. - -Program 
costs  for  medical  assistance  for  the  aged  have  been  increasing 
rapidly,  as  would  be  expected  with  a  new  program.    For  the  month 
of  May  196l,  they  were  $8  million,  an  increase  of  $2  million  over 
April,  and  $U  million  over  March  expenditures.    The  average  monthly 
expenditures  per  recipient  since  the  program's  inception  have 
ranged  around  .$200. 

As  with  any  new  and  growing  program,  estimating  future  costs 
or  costs  under  a  fully  developed  program  are  difficult.  The 
President's  budget  for  fiscal  year  I962  includes  $60  million  for 
the  Federal  cost  of  benefits  under  the  program,  based  upon  an 
estimated  total  program  cost  of  $116  million.    These  estimates 
appear  low  in  the  light  of  data  developed  by  a  recent  survey  of 
State  action  to  implement  medical  programs  for  the  aged,  conducted 
by  the  Senate  Special  Committee  on  Aging.    Twenty  States  and  two 
territories  estimated  their  costs  for  a  year's  operation  of  a 
medical  assistance  for  the  aged  program,  based  on  the  situation 
as  of  March  31,  1961.    The  22  jurisdictions  include  all  those  with 
programs  in  operation,  all  except  3  of  those  which  anticipate 
programs  by  early  19&2,  and  3  which  do  not  anticipate  an  operating 
program  by  that  time.    The  expected  total  cost  for  1  year's  services, 
as  estimated  by  the  22  jurisdictions,  is  $331  million.    Of  this 
$172.3  million  would  be  Federal  funds,  $98.5  million  State  funds, 
and  $60.2  million  local  funds. 

There  is  no  satisfactory  way  to  project  from  these  data 
costs  for  the  program  of  medical  assistance  for  the  aged  if  all 
States  were  to  participate.    However,  assuming  similar  benefit 
levels  and  eligibility  requirements  in  the  remaining  States,  the 
cost  might  be  about  $650  to  $700  million,  of  which  about  $360  to 
$390  million  would  probably  be  required  from  Federal  funds.  This 
assumes  medical  care  prices  at  the  present  level.    With  the  probable 
increase  in  these  prices  and  with  a  general  expansion  of  the  program 
toward  comprehensive  benefits  and  lowered  eligibility  requirements, 
the  cost  would  become  substantially  greater. 
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PART  II 


THE  ADMINISTRATION  PLAN  OF  HEALTH  INSURANCE  FOR  THE  AGED 

THE  ESSENCE  OF  THE  PLAN 

The  social  security  benefits  to  which  95  percent  of  the  aged 
will,  in  the  long  run,  be  entitled  cannot  offer  an  adequate  basis 
for  their  security  so  long  as  they  must  continue  to  fear  that  the 
costs  of  serious  illness  in  old  age  may  reduce  them  to  destitution. 
Normal  budgeting  from  cash  benefits  and  other  income  resources  cannot 
remove  this  threat  to  the  independence  of  those  who  will  become  old 
in  the  future,  as  well  as  those  who  are  already  aged.    The  only  way 
to  remove  this  threat  is  through  providing  the  aged  with,  in  addition 
to  a  basic  monthly  cash  benefit,  basic  insurance  protection  against 
large  health  costs. 

Adequate  health  insurance  protection  can  be  paid  for  by  the 
aged  only  if  they  make  contributions  during  their  working  years  for 
their  protection  in  old  age.    Such  a  spreading  of  cost  over  a  long 
period  of  time  for  this  purpose  is  not  feasible  under  private 
insurance  except  on  a  very  limited  basis.    A  requirement  that  private 
insurance  premiums  be  paid  over  a  working  lifetime  means  that  no  one 
could  obtain  protection  until  several  decades  have  gone  by  and,  when 
the  lifetime  of  payments  have  been  made,  the  best  plans  for  adequate 
paid-up  health  benefits  may  be  insufficient  if  medical  costs  have 
risen  greatly.    Another  system  for  helping  the  aged  acquire  insurance 
is  through  community  rating.    However,  community  rating  has  weakened 
the  competitive  position  of  plans  using  it  and  experience  rating  is 
increasingly  replacing  community  rates. 

Social  security  contributions  are  paid  during  entire  working 
lifetimes,  vary  with  earnings  levels  and  are  shared  by  employers  and 
employees.    Such  an  arrangement  for  prepaying  the  costs  of  health 
insurance  is  not  available  under  private  programs.    Under  private  pro- 
grams low  income  groups  have  considerable  difficulty  in  prepaying  the 
cost  of  their  old-age  protection  and  employer  practices  in  sharing 
costs  differ  widely. 
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The  social  insurance  mechanism  offers  a  truly  conservative 
approach  to  meeting  basic  costs  of  illness  in  old  age.    The  scope  of 
the  health  insurance  protection  provided  would  be  clearly  defined  and 
limited  by  law,  the  long-run  cost  of  making  health  insurance  payments 
would  be  actuarially  calculated,  and  revenue  sufficient  to  finance 
these  benefit  payments  would  be  provided.    Through  such  means  the 
States,  whose  finances  are  already  hard  pressed,  would  be  spared  a 
burden  on  their  general  revenues.    Furthermore,  use  of  the  existing 
OASDI  administrative  machinery  would  make  it  possible  to  carry  out  the 
Administration's  plan  with  operating  costs  of  about  3  percent  of 
benefit  costs  because  the  necessary  tax-gathering,  record- keeping, 
claims-processing  and  much  of  the  other  administrative  machinery  is 
already  in  existence  and  operating  smoothly  in  carrying  out  the  existing 
OASDI  program. 

THE  ROLES  OF  OTHER  PROGRAMS 

Neither  private  insurance  nor  public  assistance  can  serve  as 
the  primary  means  of  protecting  the  aged  against  the  expenses  of  a 
costly  illness.    However,  both  would  play  an  important  role  in 
complementing  the  basic  health  insurance  protection  that  would  be 
afforded  the  aged  under  the  Administration  plan.    Many  of  the  aged  who 
now  have  some  insurance  against  the  cost  of  health  care  would  no 
doubt  carry  supplemental  protection.    Also,  some  aged  people  who  are 
now  without  any  protection  because  they  know  they  cannot  safeguard 
themselves  against  financial  catastrophe  resulting  from  illness  would 
obtain  additional  coverage  from  private  sources  when  real  security  becomes 
possibility.    As  the  basic  cash  benefits  under  social  insurance  have 
been  so  successfully  complemented  by  pensions  and  annuities  under 
private  plans,  so  we  would  expect  basic  social  security  health  insurance 
to  be  complemented  by  private  health  insurance. 

If  the  proposed  program  is  enacted  public  assistance  would  serve 
as  a  backstop--filling  in  for  the  smaller  and  smaller  group  of  aged 
persons  who  cannot  qualify  for  social  insurance  protection  or  whose 
benefits  do  not  fit  their  needs.     This  of  course  is  the  accepted  role 
of  public  assistance  in  the  area  of  income  maintenance.     In  fact, 
enactment  of  the  proposal  would  enable  the  States,  without  taking  on 
too  great  a  burden,  to  move  in  the  direction  of  more  meaningful  and 
effective  medical  assistance  programs  for  the  persons  who  would  still 
need  State  help  in  meeting  their  health  costs.    Just  as  during  the  last 
decade  improvements  in  the  OASDI  program  have  enabled  the  public  assistance 
programs  to  do  a  better  job  in  supplementing  the  basic  social  insurance 
program,  it  is  expected  that  enactment  of  the  health  insurance  program 
would  relieve  the  States  of  part  of  their  present  financial  burden  and 
enable  them  to  provide  more  adequate  programs  of  medical  assistance  for 
the  aged. 
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THE  RELATION  OF  SOCIAL  INSURANCE  TO  MEDICAL  PRACTICE 

The  main  premise  behind  the  proposal  that  health  insurance 
for  the  aged  "be  provided  as  a  "basic  part  of  the  social  insurance 
system  is  that  the  aged  require  an  improvement  in  the  method  through 
which  they  pay  for  their  health  care.     The  only  way  of  providing 
this  improvement  involves  the  use  of  payment  over  the  working 
lifetime  for  basic  protection  in  old  age  and  such  payment  is 
feasible  for  the  great  majority  of  the  population  only  under  social 
insurance. 

No  part  of  the  plan  proposes  to  interfere  with  the  practice 
of  medicine.     The  Administration's  plan  has  been  drawn  with  care 
to  avoid  Federal  interference.    What  is  proposed  is  a  means  of 
financing  hospital  care  and  certain  related  or  alternative  services. 
Aside  from  the  difference  in  the  method  of  collecting  contributions 
and  the  population  group  affected,  what  is  proposed  is  very  much  like 
what  Blue  Cross  plans  have  been  doing  for  many  years,  paying  hospital 
bills  without  interfering  in  hospital  operation. 

The  proposal  would  not  limit  the  patient's  freedom  of  choice 
of  doctor  or  hospital  but,  on  the  contrary,  would  remove  economic 
barriers  that  can  restrict  the  exercise  of  that  freedom. 

THE  SPECIFICATIONS  OF  THE  PLAN 

On  February  9,  196l,  the  President  sent  to  the  Congress  a 
Special  Message  on  Health  and  Hospital  Care  which  contained  a 
proposal  to  provide  persons  aged  65  and  over  with  health  insurance 
protection  through  the  OASDI  program  and  the  railroad  retirement 
system.    Two  bills  (H.R.  ^222,  King,   California,  and  S.  909,  Anderson, 
New  Mexico)  to  carry  out  the  President's  recommendation  were  subsequently 
introduced  on  behalf  of  the  Administration.  1/ 


1/    Cosponsors  of  S.  909  are  Senators  Douglas  (Illinois),  Hartke  (Indiana), 
McCarthy  (Minnesota),  Humphrey  (Minnesota),  Jackson  (Washington), 
Long  (Hawaii),  Randolph  (West  Virginia),  Engle  (California),  Magnuson 
(Washington),  Pell  (Rhode  Island),  Burdick  (North  Dakota), 
Mrs.  Neuberger  (Oregon),  Morse  (Oregon),  Long  (Missouri),  Moss  (Utah), 
and  Pastore  (Rhode  Island).    Eight  bills  identical  to  H.R.  *+222  have 
been  sponsored  by  Congressmen  Dingell  (Michigan),  Karsten  (Missouri), 
Machrowicz  (Michigan),  Green  (Pennsylvania),  Ullman  (Oregon),  McFall 
(California),  Pucinski  (Illinois),  O'Neill  (Massachusetts),  and 
Santangelo  (New  York).    Twelve  additional  bills  which  would  use  the 
old-age  and  survivors  insurance  approach  have  been  introduced  in  the 
Congress. 
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ELIGIBILITY 


Under  the  Administration  plan,  health  insurance  protection 
would  be  provided  under  the  OASDI  program  for  all  persons  who  are 
aged  65  and  over  and  entitled  to  monthly  old-age  or  survivors  insurance 
benefits.    The  same  health  insurance  protection  as  that  provided  for 
old-age  and  survivors  insurance  benericiaries  would  be  provided  at 
age  65  for  persons  entitled  to  an  annuity  under  the  Railroad  Retirement 
Act.    Under  the  proposal,  an  individual  would  be  eligible  for  health 
insurance  protection  at  age  65  even  though  his  monthly  cash  benefits 
are  being  withheld  because  of  earnings  from  work. 

Part  I  of  this  report  spells  out  in  detail  the  fact  that  after 
age  65  serious  illness  is  more  frequent,  health  care  costs  are  higher, 
and  income  is  lower.    Furthermore,  age  65  is  generally  the  point  at 
which  persons  begin  experiencing  the  greatest  difficulty  in  obtaining 
adequate  health  insurance. 

Since  eligibility  for  health  insurance  benefits  would  be 
based  on  entitlement  to  old-age  and  survivors  insurance  or  railroad 
retirement  benefits  as  well  as  age,  persons  who  have  not  worked  in 
covered  employment  and  self-employment  long  enough  to  be  insured 
would  not  qualify.    In  1963>  'the  first  full  calendar  year  in  which 
the  proposed  program  would  be  in  effect,  the  total  population  aged  65 
and  over  is  expected  to  be  about  17  3A  million.    Of  these,  lU  l/l+  million- 
about  80  percent  of  the  aged — would  be  eligible  for  benefits  under  the 
proposed  legislation  as  a  result  of  their  entitlement  to  old-age  and 
survivors  insurance  benefits  (13  3/^  million)  or  to  an  annuity  under 
the  Railroad  Retirement  Act  (l/2  million).    Furthermore,  a  high  pro- 
portion of  those  aged  persons  who  could  not  qualify  for  health  insurance 
benefits  will  be  recipients  under  other  public  programs  which  provide 
help  in  meeting  the  costs  of  health  care.    One-quarter  million  aged 
persons  will  be  beneficiaries  under  Federal  Government  staff  retirement 
systems  and  will  be  eligible  for  health  benefits  under  special  plans. 
More  than  half  of  the  remaining  3  lA  million  aged  would  be  eligible 
for  care  in  Veterans  Administration  hospitals  or  for  such  payment  of 
medical  costs  as  the  public  assistance  programs  provide.    Others  will 
be  receiving  care  in  State  and  local  mental  or  tuberculosis  hospitals 
and  in  other  public  institutions. 
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IN  1963,  14-1/4  OUT  OF  THE  APPROXIMATELY  17-3/4  MILLION  AGED 
WOULD  HAVE  HEALTH  INSURANCE  UNDER  THE  PROPOSAL 


With  about  nine  out  of  ten  persons  in  paid  employment  covered 
by  OASDI  since  the  mid-1950' s,  the  percentage  of  persons  protected  at 
retirement  age  will  increase  as  the  program  grows  to  maturity.  The 
percentage  of  the  people  in  the  aged  population  who  would  have  health 
insurance  protection  will  be  80  percent  in  19^3  and  wiH  eventually 
reach  95  percent. 

This  pattern  of  immediate  protection  for  those  who  had  worked 
under  the  program  in  the  past,  with  growth  in  the  proportion  protected 
in  the  future  until  ultimately  practically  all  are  protected,  is  the 
tradition  that  has  been  followed  from  the  beginning  of  the  program. 
When  cash  benefits  for  the  aged  were  first  payable  in  19^0,  benefits 
were  made  immediately  available  for  those  who,  though  already  old,  had 
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demonstrated  attachment  to  covered  work  after  the  program  started  in 
1937*    When  disability  insurance  benefits  were  first  paid  in  1957  to 
people  aged  50  and  over,  those  already  disabled  who  were  between  the  ages 
of  50  and  6k  and  who  previously  had  worked  substantial  periods  in  covered 
employment  and  self- employment  were  made  eligible  for  benefits.    In  this 
way  the  work-related  character  of  the  benefits  was  established  and 
maintained  while  at  the  same  time  the  provisions  were  given  immediate 
effect  to  the  extent  that  it  seemed  practical  to  do  so  within  the  frame- 
work of  a  work-related  program.    At  the  same  time,  both  at  the  very 
beginning  of  the  program  and  with  its  extension  to  the  additional  risk 
of  disability,  public  assistance  programs  have  been  relied  on  to  meet 
the  needs  of  those  who  had  not  earned  eligibility  under  social  insuranceo 
Under  the  Administration  plan,  this  pattern  would  be  followed. 

SCOPE  OF  PROTECTION 

The  Administration  plan  would  provide  payments  for  inpatient 
hospital  services,  follow-up  skilled  nursing  home  services,  certain 
organized  home  health  care  services  and  hospital  outpatient  diagnostic 
services .    The  chart  on  the  next  page  lists  the  specific  kinds  of  health 
care  for  which  payments  could  be  made  and  those  which  would  not  be 
covered. 

Under  the  plan,  health  insurance  payments  would  generally  cover 
any  hospital  services  and  supplies  of  the  kind  ordinarily  furnished  by 
the  hospital  and  which  are  necessary  in  the  care  and  treatment  of  its 
patients.    Thus,  as  hospitals  acquire  new  plant  and  equipment,  adopt 
new  health  practices  and  improve  their  services  and  techniques,  the 
additional  operating  costs  resulting  from  such  changes  would  be  included 
in  the  proportionate  share  of  hospital  costs  that  would  be  covered  under 
the  present  proposal. 

Inpatient  hospital  services  are  appropriate  for  coverage  under 
the  proposed  health  insurance  program  because  of  the  great  financial 
strain  placed  on  persons  who  must  go  to  the  hospital.    Medical  expenses 
for  aged  persons  who  are  hospitalized  are  about  five  times  greater  than 
the  medical  bills  of  aged  people  who  are  not  hospitalized.    Also,  of 
course,  hospitalization  is  a  common  occurrence  among  the  aged.    It  is 
estimated  that  nine  out  of  every  ten  persons  who  reach  age  65  will  be 
hospitalized  at  least  once  before  they  die;  two  out  of  three  will  be 
hospitalized  two  or  more  times.    As  Part  I  of  this  report  shows,  hospital 
costs  contribute  greatly  to  the  size  of  the  inordinately  high  health 
bills  the  aged  hospital  patient  must  face. 

The  Administration  plan  would  provide  payments  for  skilled  nursing 
home  care  in  cases  where  a  hospital  inpatient  is  transferred  to  a  skilled 
nursing  home  to  receive  skilled  nursing  care  needed  in  connection  with 
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a  condition  for  vhich  he  was  hospitalized.     The  requirement  that  the 
nursing  home  patient  have  been  transferred  from  a  hospital  would  tend 
to  restrict  nursing  home  benefits  to  persons  who  are  in  the  post-acute 
stage  of  an  illness  which  nevertheless  requires  skilled,  although  less 
intensive,  care  than  that  provided  by  hospitals.     In  addition  to  the 
kinds  of  services  specifically  listed  in  the  bill,  payment  could  also 
be  made  for  such  other  services  as  are  generally  provided  by  skilled 
nursing  facilities. 

Health  insurance  payments  would  be  made  for  visiting  nurse 
services  and  for  other  related  home  health  services  only  when  furnished 
by  a  public  or  nonprofit  agency  in  accordance  with  a  plan  for  the 
patient's  care  that  is  established  and  periodically  reviewed  by  a  phy- 
sician.    Since  the  nature  and  extent  of  the  care  a  patient  would  receive 
would  be  planned  by  a  physician,  medical  supervision  and  control  over 
the  utilization  of  home  health  services  would  be  assured. 

In  the  case  of  outpatient  hospital  diagnostic  services,  payment 
could  generally  be  made  for  tests  and  related  services  which  are 
customarily  furnished  by  a  hospital  to  its  outpatients  for  the  purpose 
of  diagnostic  study. 

The  Administration  plan  provides  payments  for  the  specified 
combination  of  services  in  order  to  promote  the  economical  use  of 
hospital  inpatient  services.    In  doing  so,  the  proposed  legislation 
would  support  the  efforts  of  the  health  professions  to  use  hospital 
beds  for  the  care  of  the  acutely  ill  who  need  the  intensive  care  that 
only  a  hospital  can  furnish.    For  example,  the  availability  of  pro- 
tection against  the  costs  of  outpatient  hospital  diagnostic  tests  would 
avoid  providing  an  incentive  to  use  inpatient  hospital  services  in 
order  to  obtain  coverage  of  the  cost  of  diagnostic  services.  The 
availability  of  this  protection  would  also  give  support  to  preventive 
medicine  by  meeting  part  of  the  costs  of  procedures  that  are  essential 
in  the  early  detection  of  disease.     Similarly,  the  availability  of 
health  insurance  payments  for  skilled  nursing  home  care  and  home  health 
services  would  encourage  the  use  of  these  less  expensive  services  rather 
than  hospital  care  where  the  alternatives  are  medically  appropriate. 

While  the  plan  would  by  no  means  provide  protection  against  all 
of  a  beneficiary's  health  costs,  it  can  be  expected  that  once  what 
might  be  described  as  the  basic  health  insurance  needs  are  met  under 
OASDI,  many  beneficiaries  could  afford  to  make  their  coverage  more 
nearly  complete  by  purchasing  supplemental  protection  (against  the 
costs  of  physicians'  services,  drugs,  etc.)  from  nonprofit  and  commercial 
insurance  carriers. 
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INCLUDED  AND  EXCLUDED  SERVICES 

Under  the  Administration  plan,  payment  for  health  services 
would  "be  limited  to  those  which  are  essential  elements  of  services 
provided  by  hospitals.    Since  the  primary  purpose  of  the  proposal 
is  to  provide  health  insurance  protection  against  hospital  expenses, 
and  a  major  reason  for  the  coverage  of  other  services  is  to  provide 
economical  substitutes  for  hospitalization,  the  proposed  legislation 
is  framed  to  permit  payment  for  skilled  nursing  home,  home  health, 
or  outpatient  diagnostic  services  only  to  the  extent  that  they  could 
be  paid  for  if  furnished  to  a  hospital  inpatient.    Thus  the  outer 
limits  on  what  the  proposed  program  would  pay  for  are  set  by  the 
general  scope  of  inpatient  hospital  services  for  which  payment  could 
be  made.    Generally,  services  covered  outside  the  hospital  are  more 
limited  than  those  in  the  hospital.    Following  is  a  description  of 
the  various  health  services  for  which  payment  would  be  made  under 
the  proposal: 

Room  and  Board 

Payments  would  be  made  for  room  and  board  in  hospital  and 
skilled  nursing  home  accommodations.    Generally  speaking,  accomodations 
for  which  payment  would  be  made  would  consist  of  rooms  containing  from 
two  to  four  beds.    Payments  could  also  be  made  for  more  expensive 
accommodations  where  their  use  is  medically  required.    Where  private 
accommodations  are  furnished  at  the  patient's  request,  health  insurance 
benefits  would  cover  the  seraiprivate    room  rate  and  the  hospital  would 
bill  the  patient  for  the  difference  between  the  private  and  the 
semiprivate  rate. 

Nursing  Services 

Payments  would  cover  all  hospital  nursing  costs,  but  not  private 
duty  nursing.    The  nursing  services  provided  by  hospitals  and  skilled 
nursing  homes  which  would  participate  in  the  program  should  almost 
always  adequately  meet  the  nursing  needs  of  their  patients. 

Payments  for  home  health  services  would  only  cover  part-time 
or  intermittent  nursing  care  such  as  that  provided  by  visiting  nurses. 
Where  more  or  less  continuing  skilled  nursing  care  is  needed,  an 
institutional  setting  is  more  economical  and  generally  more  suitable. 

Physicians'  Services 

The  cost  of  a  physician's  services  would  not  be  paid  for  under 
the  proposal  except  for  the  services  of  hospital  interns  and  residents- 
in-training,  and  for  the  professional  component  of  ancillary  hospital 
services  described  below  under  "Other  Health  Services." 
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The  Administration  plan  would  cover  the  cost  of  the  services 
that  interns  and  residents  furnish  while  they  are  participants  in 
teaching  programs  that  are  approved  by  the  American  Medical  Association's 
Council  on  Medical  Education  and  Hospitals  (or  any  equivalent  organization). 
This  policy  is  in  agreement  with  the  generally  accepted  principle  of 
hospital  payment  that  third  parties  should  contribute  a  fair  share  toward 
the  hospital  costs--in  large  part  consisting  of  educational  costs --of 
interns  and  residents. 

Drugs 

Under  the  proposal,  payment  could  be  made  for  drugs  furnished 
to  hospital  and  skilled  nursing  home  patients  for  their  use  while 
inpatients.    The  Administration  plan  follows  the  practice  of  most  Blue 
Cross  plans  and  other  insurers  by  providing  payment  for  drugs  which  are 
listed  in  the  United  States  Hiarmacopoeia,  National  Formulary,  and  New 
and  Non-Official  Drugs.    A  hospital's  drugs  must  meet  the  standards 
established  by  these  drug  listings  in  order  for  the  hospital  to  be 
accredited  by  the  Joint  Commission  on  Accreditation. 

The  drugs  prescribed  for  a  patient  as  part  of  his  home  health 
care  would  not  be  paid  for  by  health  insurance  benefits.    The  decision 
to  exclude  the  cost  of  drugs  from  home  health  service  payments  is  part 
of  the  more  basic  decision  not  to  provide  coverage  of  drug  and  other 
outpatient  therapeutic  costs  under  the  program.    Also,  the  coverage  of 
all  drugs  would  add  greatly  to  the  cost  of  the  program  and  would  present 
exceedingly  difficult  problems  in  preventing  abuses.    The  payment  for 
drugs  for  home  health  patients  only  might  have  the  effect  of  providing 
drug  payments  for  the  aged  generally  and  expose  physicians  to  demands 
that  they  prescribe  home  health  services  for  patients  needing  expensive 
drugs . 

Supplies  and  Appliances 

Under  the  proposal,  payment  would  be  made  for  supplies  and 
appliances  which  are  provided  as  part  of  the  treatment  provided  in 
connection  with  covered  health  services.     For  example,  the  cost  of 
the  use  of  a  wheelchair,  crutches  or  prosthetic  appliances  could  be 
paid  for  as  part  of  hospital,  nursing  home  or  home  health  services  but 
payments  would  not  be  provided  for  the  patient's  use  of  these  items 
upon  discharge  from  the  institution  or  upon  completion  of  the  home 
health  plan. 

Medical  Social  Services 

Health  insurance  payments  would  cover  the  cost  of  the  medical 
social  services  customarily  furnished  in  a  hospital,  as  well  as  such 
services  in  a  nursing  home,  or  as  part  of  a  home  health  plan. 
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Other  Health  Services 

Payment  would  be  made  for  the  various  ancillary  services  customarily 
furnished  as  a  part  of  hospital  care,  including  various  laboratory 
services  and  X-ray  services  and  use  of  hospital  equipment  and  personnel. 
Among  the  covered  services  also  would  be  physical,  occupational,  and 
speech  therapy.    While  these  services  are  rendered  in  large  part  by 
laymen,  payments  for  ancillary  services  would  include  the  costs  of 
services  rendered  by  physicians  in  four  specialty  fields — anesthesiology , 
radiology,  pathology  and  physiatry  (physical  medicine) — where  the 
physician  furnishes  his  services  to  an  inpatient  as  an  employee  of  the 
hospital  or  where  he  furnishes  them  under  an  arrangement  with  the 
hospital  which  governs  the  provisions  of  the  services. 

All  hospitals  must  have  at  least  minimal  laboratory  and  X-ray 
services  readily  available,  and  the  larger  hospitals  generally  provide 
a  wide  range  of  services.    The  head  of  each  of  these  departments  is 
a  physician,  and  except  in  some  very  small  hospitals  is  ordinarily  a 
specialist  in  the  appropriate  field.    The  pathologist  or  radiologist 
assumes  over-all  responsibility,  performs  personally  some  of  the  most 
difficult  procedures  and  makes  needed  medical  interpretations,  but  the 
greater  volume  of  the  work  is  done  by  nonmedical  personnel  who  typically 
are  salaried  employees  of  the  hospital.    Arrangements  between  the 
hospitals  and  the  specialists  who  head  the  departments  vary  widely. 
Sometimes  the  specialist  is  on  salary  from  the  hospital;  more  frequently, 
the  hospital  and  the  specialist  have  agreed  on  a  percentage  division  of 
gross  or  net  receipts  for  the  services,  with  the  hospital  hiring  and 
paying  the  nonmedical  personnel,  and  the  parties  dividing  in  various 
ways  the  responsibility  for  equipment,  supplies  and  other  items.  In 
some  instances  the  specialist  may  operate  the  department  as  a  concession, 
hiring  and  paying  his  lay  assistants,  with  the  hospital's  percentage  of 
gross  or  net  representing  little  more  than  rental.    Sometimes  a  firm 
of  radiologists  or  pathologists  assumes  the  responsibility  of  service 
to  a  hospital,  the  members  of  the  firm  rotating  among  several  hospitals 
or  between  a  hospital  and  a  private  clinic  or  office.    Under  all. these 
percentage  arrangements  the  charges  to  the  patients  are  usually  fixed 
by  agreement  between  the  hospital  and  the  specialist.    The  billing  is 
ordinarily  done  by  the  hospital;  under  percentage  arrangements  the 
hospital  sometimes  bills  in  the  name  of  the  specialist. 

The  Administration  proposal  provides  for  reimbursing  hospitals 
for  X-ray  and  laboratory  services  to  inpatient  beneficiaries  and  for 
diagnostic  tests  furnished  to  outpatient  beneficiaries,  whether  these 
services  are  furnished  directly  by  the  hospital  or  under  arrangements 
made  by  the  hospital.    This  provision  is  intended  to  make  available, 
and  to  pay  the  hospital  for,  the  same  radiology  and  pathology  services 
that  are  regularly  furnished  to  all  other  patients  (under  whatever  the 
local  arrangement  may  be)  in  the  particular  hospital,  provided  that  the 
billing  and  collection  are  handled  by  the  hospital. 
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The  administration  of  anesthesia  is  carried  out  in  part  by- 
anesthesiologists,  in  part  by  other  physicians,  and  in  part  by  nurse 
anesthetists  who  are  hospital  employees  and  who  act  under  the  supervision 
of  the  operating  surgeons.    Anesthesiology  as  a  medical  specialty  is  a 
recent  development,  and  arrangements  for  providing  the  service  vary 
widely.    Many  accredited  hospitals,  however,  and  some  others  assume 
responsibility  for  the  availability  of  anesthesia  service  at  all  times, 
discharging  this  responsibility  through  an  anesthesia  department  headed 
by  one  or  more  anesthesiologists  who  are  either  on  salary  or  under 
contractual  arrangements  with  the  hospitals.    The  Administration  proposal 
would  provide  payment  for  the  services  of  nurse  anesthetists,  and  also 
of  those  anesthesiologists  who  have  assumed  the  responsibility  for 
hospital  service  and  who  have  agreed  that  the  hospitals  should  bill, 
or  collect  the  bills,  for  their  services. 

Physiatry  services,  unlike  radiology,  pathology  and  anesthesia 
services,  are  available  in  only  a  limited  number  of  hospitals- -generally, 
those  that  have  undertaken  to  provide  an  organized  program  of  rehabili- 
tation.   Where  such  a  program  exists  the  physiatrist  is  ordinarily 
either  on  salary  or  under  contract  with  the  hospital,  and  heads  a 
department  of  physical  medicine  in  which  much  of  the  service  is  rendered 
by  lay  technicians.    Thus,  in  the  typical  situation  where  billing  is 
handled  by  the  hospital,  the  Administration  proposal  would  cover  the 
complete  service,  both  professional  and  nonprofessional,  rendered  by 
such  a  department. 

In  addition,  health  services,  including  physical  therapy, 
furnished  by  a  skilled  nursing  home  would  be  covered  if  they  are  of  a 
type  generally  provided  by  such  homes.    Payment  for  home  health 
services  which  are  not  specifically  covered  or  excluded  could  only 
be  made  if  specifically  permitted  by  regulations  prescribed  by  the 
Secretary  of  Health,  Education,  and  Welfare. 
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LIMITATIONS  ON  PAYMENT 

As  the  chart  on  the  next  page  shows,  the  Administration's 
plan  would  place  a  number  of  limitations  on  the  payment  of  health 
insurance  benefits,  primarily  because  of  considerations  of  cost  and 
priorities  of  need. 

Duration  of  Benefits 

The  maximum  number  of  days  of  inpatient  hospital  care  for  which 
payment  could  be  made  - -90  days  per  benefit  period- -would  cover  the 
entire  hospital  stay  of  95  percent  or  more  of  aged  beneficiaries. 
Since  some  persons  need  an  extended  period  of  skilled  nursing  care 
after  a  period  of  the  more  intensive  hospital  treatment,  a  maximum 
of  180  days  of  ski  lied  nursing  home  care  is  provided  for  each  spell 
of  illness.     The  proposal  also  places  an  over-all  limitation  of 
"150  units"  on  the  duration  of  services  covered  during  a  benefit 
period:    one  "unit"  is  equal  to  a  day  of  inpatient  hospital  services 
or  two  days  of  inpatient  nursing  home  services.     This  "two-for-one" 
provision  is  designed  to  provide  an  incentive  to  use  nursing  home 
facilities  rather  than  hospitals  where  medically  appropriate.  If 
the  transfer  from  a  hospital  to  a  nursing  home  is  as  early  as 
possible  (and  before  he  has  used  or  received  90  days  of  hospital 
care),  the  patient  would,  of  course,  be  eligible  for  hospital 
treatment  (within  the  limits  for  a  benefit  period)  while  an 
inpatient  in  the  nursing  home  or  after  his  discharge. 

The  deductible  provision  and  the  other  limitations  on  inpatient 
hospital  and  skilled  nursing  home  payments  are  applied  on  a  "benefit 
period"  basis.     In  general,  the  "benefit  period"  would  coincide  with 
the  beneficiary's  episode  of  illness;  that  is,  it  would  begin  with 
the  first  day  in  which  the  patient  receives  inpatient  hospital 
services  for  which  health  insurance  payments  could  be  made  and  would 
end  after  the  close  of  a  9° -day  period  during  which  he  was  neither  an 
inpatient  in  a  hospital  nor  a  skilled  nursing  home.    Blue  Cross  plans 
and  commercial  insurers  generally  relate  their  "benefit  period"  to 
an  episode  of  illness  in  this  manner. 

Unlike  the  institutionalized  patient,  people  receiving  home 
health  services  do  not  receive  health  care  on  a  full-time  basis. 
Home  health  services  involve  periodic  visits  to  the  patient's  home 
by  therapists,  nurses,  and  other  professional  personnel.    The  limi- 
tations placed  on  the  payment  of  home  health  benefits  is  written  in 
terms  of  "visits"  rather  than  "days"  so  that  the  amount  of  home  health 
service  which  is  covered  would  be  unaffected  by  whether  a  variety  of 
services  is  offered  on  the  same  day  or  different  days. 

Under  the  proposal,  as  many  as  2hO  home  health  visits  could 
be  paid  for  in  a  calendar  year.    The  larger  amount  of  service  which 
may  be  covered  is  related  to  the  fact  that  home  health  services  are 
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far  lower  in  cost  than  is  hospital  and  nursing  home  care a    The  over- 
all limitation  of  150  units  does  not  apply  to  home  health  services 
because  that  limit  has  no  significant  effect  on  the  cost  of  those 
services  and  because  of  the  difficulty  beneficiaries  would  have  in 
understanding  how  the  over-all  limitation  applied  to  three  kinds  of 
health  care  in  combination. 

Deductible 

Under  the  proposal,  health  insurance  payments  for  inpatient 
hospital  services  would  be  subject  to  a  deductible  amount  of  $10  a 
day  for  each  of  the  first  nine  days  of  a  person's  stay  in  a  benefit 
period,  with  a  minimum  deductible  amount  of  $20.    The  inclusion  of 
a  deductible  provision  in  the  proposal,  which  would  apply  only  to 
inpatient  and  outpatient  hospital  services,  results  in  a  substantial 
reduction  (about  0.2  percent  of  payroll)  in  benefit  costs,  thus  making 
it  possible  to  provide  greater  protection  against  the  cost  of 
catastrophic  illness  and  a  broader  range  of  benefits.     It  is  expected 
that  most  aged  beneficiaries  would  be  able  to  budget  for,  or  have 
modest  resources  available  to  meet  these  small  "first  dollar"  costs 
to  which  the  deductibles  apply.    There  is  also  a  point  of  view  which 
holds  that  the  deductible  might  tend  to  discourage  unnecessary 
hospital  utilization. 

A  deductible  amount  of  $20  is  also  applied  against  health 
insurance  payments  for  outpatient  diagnostic  studies — primarily  to 
reduce  costs  and  to  avoid  processing  a  large  volume  of  small  claims. 
Thus  the  program  provides  protection  against  the  cost  of  the  more 
expensive  procedures — not  only  the  single  expensive  test  but  the 
series  of  tests  whose  costs  add  up  to  large  amounts.    Since  the 
deductible  amount  applicable  to  outpatient  diagnostic  services  is 
equal  to  the  minimum  deductible  on  inpatient  care,  there  would  be 
no  financial  incentive  to  use  the  hospital's  more  expensive  inpatient 
facilities  in  cases  where  the  required  diagnostic  study  could  be 
performed  on  an  outpatient  basis. 

CONDITIONS  FOR  PARTICIPATION  FOR  PROVIDERS  OF  HEALTH  SERVICES 

One  of  the  keys  to  determining  the  nature  of  the  health 
services  which  would  be  paid  for  under  the  proposal  is  the  type 
of  institution  which  may  participate  in  the  health  insurance 
program.    Therefore,  the  question  as  to  what,  for  purposes  of 
the  proposed  program,  is  a  hospital,  a  skilled  nursing  facility, 
or  a  home  health  agency  is  of  considerable  significance.  There 
are  no  universally  accepted  definitions  of  the  various  health 
facilities.    The  type  of  institution  providing  health  services 
on  which  there  is  closest  agreement  on  definition  is,  of  course, 
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the  hospital.    Even  in  the  case  of  hospitals  there  is  considerable 
variance  in  definition.    For  example,  where  the  States  count  8,000 
institutions  as  meeting  their  various  definitions  of  hospital,  the 
American  Hospital  Association  counts  only  6,000  institutions  as 
meeting  the  definition  it  applies.    The  definition  of  a  health 
institution  includes  within  it  elements  related  to  the  quality 
and  adequacy  of  the  services  which  the  institution  provides.  For 
example,  one  of  the  conditions  an  institution  must  meet  to  satisfy 
the  American  Hospital  Association  requirements  for  listing  as  a 
hospital — the  same  condition  would  have  to  "be  met  before  an 
institution  could  participate  under  the  program — is  provision  of 
24-hour  nursing  service  rendered  or  supervised  by  registered 
professional  nurses.    This  is  one  of  the  characteristics  that 
differentiates  a  hospital  from  other  institutions;  in  addition, 
of  course,  an  institution  which  does  not  meet  this  condition 
cannot  offer  adequate  services  as  a  hospital. 

The  Administration  bill  therefore  lists  the  conditions  that 
an  institution  must  meet  in  order  to  participate  in  the  program. 
These  conditions  offer  some  assurance  that  participating  institu- 
tions have  the  facilities  necessary  for  the  provision  of  adequate 
care.    Also,  the  inclusion  of  these  conditions  is  a  precautionary 
measure  designed  to  prevent  the  program  from  having  the  effect  of 
undercutting  the  efforts  of  the  various  professional  accrediting 
organizations  sponsored  by  the  medical  and  hospital  professions, 
Blue  Cross  plans,  and  State  agencies  to  improve  the  quality  of  care 
in  hospitals  and  nursing  homes.    To  provide  payments  to  institutions 
for  services  of  quality  lower  than  are  now  generally  acceptable 
might  provide  an  incentive  to  create  low  quality  institutions  as 
well  as  an  inducement  for  existing  facilities  to  strive  less  hard 
to  meet  the  requirements  of  other  programs. 

Under  the  bill,  the  Secretary  would  have  authority  to 
prescribe,  in  the  case  of  any  one  type,  or  in  the  case  of  all  types 
of  participating  providers  of  services,  conditions  in  addition  to 
those  specifically  listed  where  such  additional  conditions  are 
found  to  be  necessary  in  the  interest  of  the  health  and  safety  of 
beneficiaries.    This  authority  is  proposed  to  be  given  to  the 
Secretary  because  it  would  be  inappropriate  and  unnecessary  to 
include  in  a  Federal  law  all  of  the  precautions  against  fire 
hazards,  contagion,  etc.,  which  should  be  required  of  institutions 
to  make  them  safe.    According  to  reports  of  State  agencies,  about 
10  percent  of  the  hospital  beds  and  about  kO  percent  of  the  skilled 
nursing  home  beds  are  unacceptable  because  of  "fire  and  health 
hazards."    Payment  for  services  in  such  institutions  could  seriously 
undermine  the  efforts  of  State  health  departments  and  professional 
groups  to  eliminate  dangerous  conditions  in  health  care  institutions. 
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The  conditions  could  also  be  varied  for  different  areas  and 
classes  of  institutions  and  could,  at  the  request  of  a  State,  be 
higher  for  institutions  in  that  State  than  for  those  in  other  States. 
There  would  be  uniform  national  minimum  requirements.    But  in  addition, 
in  States  where  requirements  are  higher  than  the  prescribed  minimum, 
the  program  would  at  the  request  of  a  State  follow  the  higher  State 
requirements.    If  a  State  decided,  for  example,  that  all  nursing  homes 
within  its  jurisdiction  should  provide  high  health  and  safety  standards 
and  requested  that  the  requirements  under  the  program  with  respect  to 
institutions  within  its  boundaries  conform  to  this  level,  the  Secretary- 
could  cooperate  to  the  full  extent  of  his  authority.    This  flexibility 
in  the  Federal  program  would  give  further  support  to  the  various  States 
in  their  efforts  to  improve  conditions  in  institutions.  Furthermore, 
the  States  would  apply  either  uniform  requirements  or  the  higher  ones 
which  they  might  recommend.    In  this  way,  the  States  would  not  only 
be  responsible  for  areas  of  the  program  in  which  local  conditions  must 
be  taken  into  account  but  also  would  have  opportunity  to  coordinate 
their  present  efforts  in  the  broad  field  of  health  care  with  their 
functions  under  the  proposal. 

The  conditions  in  the  Administration  bill  are  framed  so  that 
medically  supervised  rehabilitation  facilities  can  qualify  as 
providers  of  services.    Some  rehabilitation  facilities  are  for  all 
intents  and  purposes  hospitals,  and  in  fact  some  are  licensed  as 
hospitals.    Others  are  more  like  skilled  nursing  homes  in  the  extent 
of  their  medical  supervision,  staffing,  and  scope  of  service.  An 
institution  of  either  type,  which  conducts  a  program  of  rehabilitating 
disabled  people,  could  participate  in  the  program  by  meeting  the 
conditions  specified  in  the  bill  for  hospitals  or  nursing  homes. 

Under  the  bill,  institutions  providing  care  primarily  for 
mental  or  tuberculosis  patients  are  excluded  from  participation. 
The  primary  reason  for  this  exclusion  is  that  these  institutions 
are,  for  the  most  part > supported  by  public  funds.    A  similar 
exclusion  exists  in  most  other  prepayment  health  insurance  programs 
and  in  the  program  of  medical  assistance  for  the  aged  enacted  last 
year. 

Conditions  for  Hospitals 

In  addition  to  the  health  and  safety  requirements  to  be 
established  by  the  Secretary,  an  institution,  to  meet  the  definition 
of  a  hospital,  must  (a)  be  primarily  engaged  in  providing  diagnostic 
and  therapeutic  services  or  rehabilitation  services,  (b)  maintain  adequate 
medical  records,  (c)  have  by-laws  in  effect  for  its  medical  staff, 
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(d)  provide  24-hour  nursing  service  rendered  or  supervised  by- 
registered  professional  nurses,  (e)  have  a  hospital  utilization 
committee  or  meet  alternative  requirements  to  be  provided  in 
regulations,  and  (f )  be  licensed  under  the  applicable  local  law. 

These  specified  conditions  provide  a  basic  definition  of  a 
hospital  and  embody  minimum  requirements  of  safety,  sanitation, 
and  quality.    As  such,  they  are  fully  in  accord  vith  the  established 
principles  and  objectives  of  professional  hospital  organizations. 
The  requirement  that  there  be  by-laws  for  an  organized  medical  staff-- 
included  at  the  specific  suggestion  of  representatives  of  the 
American  Hospital  Association — is  intended  to  assure  that  the 
hospital's  staff  of  physicians  be  organized  in  a  manner  usual  in 
most  hospitals  and  required  for  accredited  hospitals.     Such  a 
requirement  will  encourage  the  fullest  contribution  by  medical 
staff  to  the  operation  of  the  hospital  and  to  the  quality  of  medical 
services  by  the  individual  staff  members.    One  of  the  responsibilities 
which  the  health  insurance  proposal  would  place  upon  the  medical 
staff,  through  the  requirement  that  the  hospital  have  a  utilization 
committee,  would  be  to  consider  the  appropriateness  of  the  utiliza- 
tion of  hospital  services. 

The  hospital  utilization  committee  would  review  the 
admissions  of  patients  to  the  hospital,  the  durations  of  stay 
therein  and  the  medical  services  furnished  to  the  patients. 
Provision  for  such  a  committee,  as  a  self-governing  unit  of  a 
hospital,  has  been  recommended  in  many  studies  of  health  insurance 
in  the  United  States.     It  is  better,  as  is  provided  under  the  plan, 
to  take  precautions  against  over-utilization  of  services  through 
self-screening  and  evaluation  of  practices  by  the  professional  staff 
of  the  hospital  than  through  investigations  by  outside  organizations. 
The  idea  of  a  utilization  committee  originated  with  hospitals  and 
has  received  widespread  recognition  as  a  promising  technique  for 
encouraging  the  most  efficient  use  of  hospital  services.     It  has 
been  urged  upon  hospitals  by  State  insurance  commissioners,  advocated 
by  private  study  groups  in  New  York  and  Indiana,  and  recommended  by 
a  State  medical  society  which  has  actively  participated  in  the 
formulation  of  such  committees  in  hospitals  within  its  State. 

Conditions  for  Nursing  Homes 

To  meet  the  definition  of  a  "skilled  nursing  facility"  an 
institution  (or  a  distinct  part  of  an  institution)  must  (a) 
primarily  provide  skilled  nursing  care  for  patients  requiring  planned 
medical  or  nursing  care,  or  rehabilitation  services,  (b)  have 
medical  policies  established  by  a  professional  group  (including 
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physicians)  vlth  a  requirement  that  each  patient  be  under  a 
physician's  care,  (c)  be  under  a  physician's  or  registered 
professional  nurse's  supervision,  (d)  maintain  adequate  medical 
records,  (e)  provide  2^-hour  nursing  service,  (f)  operate  under 
a  nursing  facility  utilization  plan,  and  (g)  be  licensed  under 
applicable  local  law.    Nursing  facilities  must  also  meet  such 
conditions  essential  to  health  and  safety  as  may  be  prescribed 
by  the  Secretary.     Some  nursing  homes  are  not  engaged  primarily 
in  the  furnishing  of  skilled  nursing  care  for  patients  who  require 
planned  medical  or  nursing  care.     However,  if  a  nursing  or 
infirmary  section  were  a  "distinct"  part  of  such  a  home  and  were 
primarily  engaged  in  providing  skilled  nursing  care,  and  met  the 
other  conditions  for  participation,  this  section  of  the  home  would 
be  treated  as  a  "skilled  nursing  facility." 

As  in  the  case  of  hospitals,  these  conditions  describe  the 
essential  elements  necessary  for  an  institutional  setting  in  which 
adequate  skilled  nursing  services  are  provided.    Generally  institu- 
tions which  provide  skilled  nursing  services  to  patients  who  require 
continuing  planned  nursing  care  would  be  able  to  meet  these  conditions. 
While  many  existing  nursing  homes  could  not  meet  these  conditions 
because  they  generally  provide,  exclusively  or  primarily,  domiciliary 
or  custodial  care  and  not  skilled  nursing  care,  the  provisions  of 
the  bill  would  encourage  such  homes  to  take  the  necessary  steps  to 
qualify. 

Like  the  hospital  utilization  committee,  a  nursing  facility 
utilization  plan,  required  under  the  Administration's  bill,  is  one 
which  provides  for  review  of  need  for  admission,  length  of  stay, 
and  services  furnished.    The  plan  may  be  developed  by  the  facility 
itself,  or  it  may  be  developed  through  consultation  between  the 
facility  or  a  group  of  such  facilities,  community  agencies  and  the 
appropriate  State  agency.    For  example,  a  nursing  home  affiliated  with 
a  hospital  might  use  the  hospital's  utilization  committee  to  evaluate 
the  nursing  home's  practices,  or  it  might  use  a  community-based 
utilization  plan  developed  by  a  State  health  department  for  skilled 
nursing  facilities.    The  nursing  facility  utilization  plan  would 
have  to  be  approved  by  the  public  health  authorities  of  the  State  in 
which  the  facility  is  located,  but  the  Secretary  could  provide  this 
approval  if  the  State  does  not  accept  the  responsibility.  This 
approval  procedure  is  required  in  the  case  of  nursing  homes  because 
usually  they  do  not  have  professional  medical  staffs  which  can  take 
full  responsibility  for  such  activities.    In  many  nursing  homes  full 
direction  of  operation  is  in  the  hands  of  the  owner -operator  who  may 
not  be  professionally  qualified. 
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The  requirement  that  a  nursing  facility  have  a  utilization 
plan  would,  as  in  the  case  of  hospitals,  help  to  safeguard  against 
the  unnecessary  use  of  covered  services.    The  additional  require- 
ment that  payment  cannot  he  made  for  nursing  home  services  unless 
the  patient  is  transferred  from  a  hospital  would,  of  course, 
provide  an  added  safeguard. 

Conditions  for  Home  Health  Agencies 

To  meet  the  definition  of  a  home  health  agency  an  organization 
must  (a)  be  a  public  agency  or  nonprofit  organization  exempt  from 
Federal  taxation  under  Section  501  of  "the  Internal  Revenue  Code  of 
195^>  (b)  be  primarily  engaged  in  providing  skilled  nursing  or  other 
therapeutic  services,  (c)  have  medical  policies  established  by  a 
professional  group  (including  physicians),  (d)  maintain  adequate 
medical  records,  and  (e)  be  licensed  under  applicable  local  law.  As 
in  the  case  of  hospitals  and  nursing  homes,  home  health  agencies 
would  also  have  to  meet  any  further  conditions  that  the  Secretary 
may  find  necessary  in  the  interest  of  the  health  and  safety  of  the 
patients . 

The  conditions  for  home  health  agencies  are  designed 
primarily  to  provide  assurance  that  agencies  participating  in  the 
program  are  basically  suppliers  of  health  services.    The  plan  would 
cover  agencies  specifically  established  to  provide  a  wide  range  of 
organized  home  health  services.    The  provision  of  services  under 
such  agencies  is  now  only  in  the  initial  stage    of  development. 
The  services  covered  are  based  on  the  practices  of  the  pioneer 
agencies  now  in  existence.    These  agencies,  while  few  and  generally 
of  recent  origin,  have  established  excellent  records  of  operation 
so  that  it  seems  appropriate  to  expect  that  new  providers  of  these 
services  will  adopt  the  pattern  of  organization  found  successful 
thus  far.    Home  health  service  agencies  which  may  participate 
include  in  addition  approximately  1,000  agencies  which  now  provide 
a  more  limited  range  of  home  health  services,  which  include  nursing 
or  therapeutic  services.    These  home  health  service  agencies  primarily 
provide  visiting  nurse  services.    More  than  half  of  the  cities  of 
25,000  or  more  population  have  such  care  available  at  the  present  time. 
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PAYMENT  TO  PROVIDERS 

Under  the  bill,  payments  to  providers  of  service  would  be 
made  on  the  basis  of  the  reasonable  cost  of  services  furnished. 
The  bill  authorizes  the  Secretary  to  develop  a  method  or  methods 
of  determining  costs  and  to  provide  for  payment  on  a  per  diem, 
per  unit,  per  capita,  or  other  basis,  as  most  appropriate  under  the 
circumstances.    In  the  case  of  hospital  services,  the  principles 
for  reimbursing  hospitals  developed  by  the  American  Hospital 
Association  provide  a  basis  for  determining  how  costs  would  be 
computed.    However  since  the  elements  of  cost  are,  to  some  extent, 
different  for  different  types  of  providers  of  health  services,  a 
number  of  alternative  methods  of  computing  costs  are  permitted  so 
that  variations  in  practices  may  be  taken  into  account.  In 
computing  reimbursement  on  a  "reasonable  cost"  basis,  the  program 
would  be  following  practices  already  well  established  and  accepted 
by  hospitals  in  their  dealings  with  other  Federal  programs. 

If  a  person  gets  services  at  his  own  request  for  which  full 
payment  cannot  be  made  because  the  services  are  more  expensive  than 
those  usually  offered  to  other  patients,  the  person  would  bear  the 
additional  cost  involved.    The  purpose  of  this  limitation  is  to 
exclude  payment  for  luxury  items. 

No  payment  would  be  made  to  a  Federal  hospital,  except  for 
emergency  services,  unless  it  is  providing  services  to  the  public 
generally  as  a  community  hospital — a  rare  situation  but  its 
exclusion  would  be  a  hardship  to  beneficiaries  in  the  localities 
involved.    Also,  payment  would  not  be  made  to  any  provider  for 
services  it  is  obligated  to  render  at  public  expense  under  Federal 
law  or  contract .    The  purpose  of  this  exclusion  is  to  provide 
assurance  that  Federal  hospitals  would  not  be  used  to  furnish 
care  under  the  program  as  well  as  to  avoid  payment  for  services 
which  are  furnished  under  other  Government  programs  to  veterans, 
military  personnel,  etc. 

Payment  could  be  made  to  nonparticipating  hospitals  for 
emergency  inpatient  hospital  services  if  the  hospital  agrees,  with 
respect  to  the  emergency  services  for  which  payment  is  provided, 
not  to  make  any  charges  to  the  beneficiary  for  these  services. 

AGREEMENTS  BY  PROVIDERS 

Any  eligible  provider  may  participate  in  the  proposed  program 
if  it  files  an  agreement  not  to  charge  any  beneficiary  for  covered 
services  and  to  make  adequate  provision  for  refund  of  erroneous 
charges .    Of  course,  a  provider  could  bill  a  beneficiary  for  the 
amount  of  the  deductible,  and  for  the  portion  of  the  charge  for 
expensive  accommodations  or  services  supplied  at  the  patient's 
request  and  not  paid  for  under  the  proposal. 
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An  agreement  may  be  terminated  by  either  the  provider  of 
service  or  the  Secretary.    The  Secretary  may  terminate  an  agreement 
only  if  the  provider  (a)  does  not  comply  vith  the  provisions  of  lav 
or  the  agreement,  (b)  is  no  longer  eligible  to  participate,  or 
(c)  fails  to  provide  data  to  determine  benefit  eligibility  or  costs 
of  services,  or  refuses  access  to  records  for  verification. 

A  provider  may  be  represented  by  an  agent  in  negotiations 
with  the  Federal  Government  about  the  terms  of  participation.  In 
developing  this  provision  it  was  contemplated  that  providers  of 
service  might  wish  to  use  their  associations-- for  example,  Blue 
Cross  or  hospital  associations-- for  this  purpose. 

STATES,  PRIVATE  ORGANIZATIONS  AND  HEALTH  INSURANCE 
BENEFITS  ADVISORY  COUNCIL 

The  bill  provides  for  considerable  participation  by 
professional  experts  outside  the  Federal  Government  in  establishing 
administrative  policy  and  in  carrying  out  some  of  the  administrative 
steps,  where  this  is  appropriate.    The  bill  provides  for  an  Advisory 
Council  consisting  of  a  chairman  and  13  members  appointed  by  the 
Secretary  who  are  not  otherwise  employees  of  the  Federal  Government. 
The  Advisory  Council  would  advise  the  Secretary  on  matters  of 
general  policy  in  connection  with  administration  of  the  plan.  To 
assure  representation  of  the  health  professions,  four  or  more 
members  of  the  Advisory  Council  would  be  persons  outstanding  in 
hospital  or  other  health  activities. 

The  bill  also  provides  for  use,  by  the  Secretary,  of  State 
agencies  to  perform  the  important  administrative  function  of  deter- 
mining which  providers  of  services  are  eligible  to  participate  in 
the  program  and  to  render  consultative  services  to  the  providers 
to  assist  them  in  becoming  eligible  to  participate.    As  indicated 
previously,  the  proposal  also  authorizes  providers  to  use  private 
organizations  as  agents  to  represent  them  in  their  dealings 
with  the  Government.    More  detailed  discussion  of  the  functions 
that  these  various  State  and  private  organizations  would  perform 
is  included  in  a  following  section  of  this  report. 

FEDERAL  SOCIAL  INSURANCE  TRUST  FUND 

The  bill  creates  a  Federal  Social  Insurance  Trust  Fund  under 
title  II  of  the  Social  Security  Act,  and  establishes  three  accounts 
in  the  new  trust  fund — an  OASI  account,  disability  insurance  account, 
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and  a  health  insurance  account.    Thus,  the  financing  of  the  social 
security  program  would  be  carried  on  through  one  fund  with  three 
separate  accounts  rather  than  two  funds,  as  now,  plus  a  provision 
for  health  insurance.    Each  account  will  be  credited  with  its 
portion  of  the  taxes  collected  and  will  be  charged  with  the  costs 
of  the  benefits  payable  from  the  account.    Through  this  modified 
provision,  all  the  safety  involved  in  separation  of  the  cost  and 
income  experience  of  the  three  parts  of  the  program  would  be 
preserved  but  at  the  same  time  the  funds  could  be  invested — all 
in  Government  bonds- -in  combination. 

RAILROAD  RETIREMENT  COORDINATION 

Under  the  bill,  beneficiaries  of  the  railroad  retirement 
system  would  be  entitled  to  the  same  health  insurance  benefits  as 
beneficiaries  under  the  old-age  and  survivors  insurance  program.  At 
age  65,  annuitants  and  pensioners  (and  certain  dependents  of  railroad 
workers  who  are  not  beneficiaries  under  the  railroad  program  but  who 
would  be  beneficiaries  under  the  OASDI  program  if  the  worker's  employ 
ment  had  been  covered  under  the  OASDI  program  instead  of  under  the 
railroad  program)  would  be  eligible  for  health  insurance  benefits. 

The  bill  provides  a  slightly  different  definition  of  providers 
of  services  to  whom  payment  may  be  made  in  the  case  of  the  railroad 
retirement  provisions  from  those  for  old-age  and  survivors  insurance 
beneficiaries.    In  the  case  of  old-age  and  survivors  insurance 
beneficiaries  services  provided  outside  the  United  States  would  not 
be  covered  but  for  railroad  retirement  annuitants  payments  would  be 
permitted  for  the  costs  of  services  furnished  in  Canadian  hospitals. 
This  provision  takes  into  account  the  fact  that  some  employment  in 
Canada  (in  connection  with  railroads  that  have  operations  on  both 
sides  of  the  border)  is  covered  under  the  Railroad  Retirement  Act. 
The  other  difference  in  railroad  retirement  cases  is  that  services 
provided  to  railroad  retirement  annuitants  by  railroad  hospitals 
having  an  agreement  with  the  Railroad  Retirement  Board  would  be 
covered  even  though  these  hospitals  might  not  have  an  agreement  with 
the  Secretary  of  Health,  Education,  and  Welfare. 

The  bill  prohibits  duplication  of  payments  for  health  services 
in  cases  where  an  eligible  individual  is  covered  under  both  the  rail- 
road retirement  and  OASDI  programs;  that  is,  one  or  the  other  program 
would  make  payment,  but  not  both. 

As  part  of  the  present  coordination  of  the  railroad  retirement 
and  OASDI  programs,  the  Railroad  Retirement  Act  provides  for  cost 
adjustments  to  place  the  social  security  trust  funds  in  the  position 
they  would  have  been  in  if  railroad  employment  had  been  covered  under 
OASDI  since  1937.    The  OASDI  system  in  effect  receives  from  the 
railroad  retirement  system  the  OASDI  contributions  with  respect  to 
railroad  services  and  pays  the  additional  OASDI  benefits  resulting 
from  such  service. 
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These  same  financial  arrangements  would  apply  to  health  insurance 
benefits.    The  railroad  contributions  for  health  insurance  benefits 
would  be  transferred  to  the  Federal  Social  Insurance  Trust  Fund. 
In  some  cases,  payment  of  these  benefits  would  be  made  directly  by 
the  OASDI  system.    In  cases  where  the  Railroad  Retirement  Board 
made  payment  of  health  insurance  benefits,  there  would  be  a  transfer 
from  the  Federal  Social  Insurance  Trust  Fund  to  the  Railroad  Retirement 
Account  equal  to  the  amount  of  the  benefits.    However,  these  arrange- 
ments would  not  apply  to  health  insurance  benefits  provided  in  Canadian 
hospitals.    The  cost  of  such  benefits  would  be  borne  by  the  Railroad 
Retirement  Account. 

THE  COST  AND  FINANCING  OF  THE  PLAN 

In  order  to  provide  the  same  assurance  as  for  other  elements 
of  the  OASDI  program  that  contributions  provided  for  will  meet  the 
benefit  costs,  careful  study  has  been  given  to  estimating  the  costs 
of  the  proposed  health  insurance  benefits. 

The  kind  of  extensive  operating  experience  derived  from  the 
OASDI  portion  of  the  program  is,  of  course,  not  available  in  the  case 
of  health  insurance.    Also,  it  is  recognized  that  there  is  the 
possibility  of  variation  in  costs  of  health  benefits  as  medical 
practices  change  in  the  future.    The  approach  taken  in  estimating 
the  costs  of  health  benefits  allows  for  the  possibility  of  future 
changes  which  will  result  in  considerably  increased  use  of  hospital 
and  auxiliary  facilities  above  that  of  the  present  aged  population. 

When  the  Administration  bill  was  introduced  in  February  1961 
the  long-term  level-premium  cost  had  been  estimated  at  0.60  percent 
of  payroll.    The  estimated  cost  of  the  program  would  have  been  met  by 
the  proposed  increase  in  the  tax  rate  of  1/^4-  of  one  percent  each  for 
employers  and  employees  and  by  3/8  of  one  percent  for  self-employed 
persons,  effective  in  19o3>  together  with  the  net  gain  to  the  system 
resulting  from  the  proposed  increase  in  the  taxable  earnings  base 
from  $*i-,800  to  $5,000  a  year. 

Since  the  introduction  of  the  bill  there  has  been  opportunity 
to  do  a  full  re-evaluation  of  the  cost  estimates.    The  original 
estimates  of  the  short-run  costs  generally  and  of  the  short-run  as 
well  as  long-run  cost  of  the  hospital  services  for  which  payment  would 
be  made  have  been  confirmed.    Previous  long-term  estimates  have  been 
slightly  revised  as  a  result  of  a  re- examination.    The  estimates  for 
nursing  home  and  home  health  services  allow  for  a  substantial  increase 
in  the  use  of  these  services  that  would  be  covered  under  the  bill.  A 
change  of  this  magnitude  may  not  occur  but  sufficient  funds  will  be 
available  to  make  payment  for  increased  use  of  the  services,  if  this 
change  does  occur,  without  further  increases  in  the  contribution  rate. 
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Since  the  major  coat  of  the  proposal  involves  payment  for  hospital 
services,  generally  the  revision  is  not  of  large  magnitude.  Fur- 
thermore, the  upward  revisions  of  nursing  home  and  home  health 
service  costs  are  partially  offset  "by  a  reduction  in  hospital  utili- 
zation as  the  use  of  other  services  increases  and  "by  a  slight  reduction 
in  costs  associated  vith  outpatient  diagnostic  services.    The  cur- 
rent estimates  take  into  account  the  enactment  of  the  Social  Security 
Amendments  of  I96I  which  make  about  100,000  persons  aged  65  and  over 
eligible  for  benefits  in  I962  as  a  result  of  the  liberalization  of  the 
insured  status  requirements.    This  change  has  a  slight  effect  on  the 
short-term  estimates,  hut  no  change  on  the  long-term  estimates  because 
it  will  not  affect  significantly  the  size  of  the  beneficiary  rolls 
over  the  long  run. 

Shown  below  are  the  original  and  revised  estimates  of  the 
level-premium  costs  on  an  intermediate  cost  basis  of  the  various  types 
of  benefits  (plus  administrative  expenses): 


Original 

Revised 

Type  of  benefit 

estimate 

estimate 

Hospitalization 

•  52# 

Skilled  nursing  home 

.01 

.08 

Home  health 

.01 

.05 

Outpatient  hospital  diagnostic 

.02 

.01 

Total 

.60 

.66 

The  outgo  for  benefit  payments  and  accompanying  administrative 
expenses  in  the  first  12  months  of  operation  for  each  of  the  four  types 
of  benefits,  taking  into  account  the  actual  price  and  earnings-level 
situation    (rather  than  the  long-range  assumptions  in  theBe  respects), 
is  shown  in  the  following  table  for  the  revised  cost  estimates: 


Amount 

Percent  c 

Type  of  benefit 

(millions) 

payroll 

Hospitalization 

$1,015 

.U^ 

Skilled  nursing  home 

25 

.01 

Home  health 

10 

.004 

Outpatient  hospital  diagnostic 

10 

.004 

Total 

$1,060 

As  shown  above,  with  a  $5,000  earnings  base,  the  cost  of  the 
health  benefits  is  estimated  at  0.66  percent  of  taxable  payroll.  Of 
this  cost,  .10  percent  would  be  met  by  the  net  additional  revenue  to 
the  entire  system  resulting  from  the  increase  in  the  earnings  base 
from  $4,800  to  $5,000;  the  remaining  cost  of  .56  percent  would  be 
only  partially  met  by  the  increase  of  0.5  percent  in  the  contribution 
rate,  leaving  a  deficit  of  0.06  percent. 
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If  the  earnings  base  is  increased  to  $5,200,  the  cost  of  the 
health  benefits  in  terms  of  dollars  is  unchanged,  but  in  relation  to 
the  larger  taxable  payroll  it  is  decreased- -from  .66  percent  to  .65 
percent.     Of  this  .65  percent  cost,   .16  is  met  by  the  net  additional 
revenue  to  the  entire  system  resulting  from  the  increase  in  the  base 
from  $4,800  to  $5,200;  the  remaining  cost  of  .49  percent  is  met  fully 
by  the  l/2  percent  contribution  rate  increase  (with  .01  percent  left 
over) . 

The  figures  below  show  the  estimated  progress  of  the  Health 
Insurance  Account  by  calendar  years,  according  to  the  intermediate- cost 
estimate,  into  the  long-range  future.    The  cost  of  the  health  insurance 
proposal  under  the  revised  estimates  could  be  fully  financed  by 
increasing  the  earnings  base  to  $5,200,  rather  than  $5,000  as  in  H.R; 
4222,  and  retaining  the  same  increase  in  contribution  rate  as  provided 
for  in  the  bill.     It  will  be  noted  that  even  under  the  financing 
provisions  in  the  original  proposal  and  under  the  revised  cost  estimates 
the  health  insurance  account  would  not  be  exhausted  for  almost  60  years-- 
until  the  year  2017 . 


Estimated  progress  of  Health  Insurance  Account  under  H.R.  4222 
Revised  intermediate  cost  estimate 
(in  millions ) 


Calendar 
year 

Contributions 
allocated  1/ 

Benefit  payments  and 
administrative  expenses 

Interest  on 
account  2/ 

Account  at 
end  of  year 

1962 

$  180 

$  152 

$  28 

1963 

1,150 

1,062 

$  2 

118 

1964 

1,365 

1,098 

8 

393 

1965 

1,395 

1,13* 

17 

671 

1970 

1,5*8 

1,361 

61 

1,97** 

1975 

1,677 

1,557 

89 

3,102 

1980 

1,805 

1,803 

113 

3,872 

1990 

2,096 

2,308 

117 

,  3,898 

2000 

2,436 

2,640 

77 

2,515  3/ 

l/  Based  on  allocations  of  0.6b  percent  of  payroll  derived  from  an 
increase  in  contributions  of  0.5  percent  of  payroll  and  the  net 
additional  revenue  from  an  increase  in  the  earnings  base  to  $5,000. 


2/    Based  on  varying  interest  rate  estimated  to  be  earned  by  0ASDI 
trust  funds,  ultimately  leveling  off  at  3*02  percent  on  total 
assets  (3*10  percent  on  invested  assets). 

3/    Fund  exhausted  in  year  2017. 

A  full  statement  of  the  assumptions  and  methods  used  in  estimating 
the  cost  of  the  Administration's  proposal  is  included  in  "Actuarial  Cost 
Estimates  for  Health  Insurance  Bill,"  Actuarial  Study  No.  52. 
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PROPOSED  PLAN  OF  ADMINISTRATION 

Basically,  the  benefits  provided  by  the  Administration 
health  insurance  proposal  are  service  benefits  to  be  secured  by 
the  individual  from  a  provider  of  his  choice  and  paid  for  through 
a  third  party  payment  mechanism.    The  essential  pattern  for 
administering  such  benefits  is  well  established  through  a  variety 
of  third  party  payment  programs — private,  nonprofit,  and  governmental. 
The  procedures  that  are  required  flow  quite  naturally  from  the  basic 
relationships  established — i.e.,  eligible  individuals  are  provided  with 
identification,  qualified  providers  who  wish  to  participate  are  identified, 
an  agreed-upon  basis  of  reimbursement  is  arrived  at  to  cover  the  cost  of 
services,  and  records  of  utilization  are  kept. 

This  section  describes  a  proposed  plan  for  carrying  out  the 
various  functions  involved  in  the  health  insurance  proposal.  This 

plan  is,  of  course,  tentative.     It  could  readily  accommodate 
modifications  and  procedural  alternatives,  as  may  be  suggested 
by  providers  of  service  and  interested  groups  and  associations. 

Administration  of  the  health  insurance  proposal  for  old-age 
and  survivors  insurance  beneficiaries  would  involve: 

— assigning,  to  existing  Federal  and  State  organizations, 

responsibility  for  managing  the  program; 
— providing  information  and  explanations  to  providers  of 

service  on  particulars  in  the  health  insurance  bill; 
— identifying  providers  of  services  meeting  conditions  of 

participation; 

— developing  policies  and  formulas  for  reimbursing  providers; 
— formulating  systems  and  procedures  for  prompt  payment  of 

providers'  bills; 
— operating  procedures  for  identifying  beneficiaries 

and  for  keeping  records  of  utilization. 


MANAGEMENT  OF  THE  HEALTH  INSURANCE  BENEFITS  PROGRAM 

Over-All  Responsibility 

A6  in  the  case  of  other  benefits  to  which  persons  under  the 
social  security  system  can  become  entitled,  over-all  responsibility 
for  administration  of  the  health  benefits  would  re6t  with  the  Secretary 
of  Health,  Education,  and  Welfare.    Similar  responsibility  for  railroad 
retirement  annuitants  rests  with  the  Railroad  Retirement  Board.  Agreements 
by  hospitals  and  other  providers  with  the  Secretary  would  be  made  on  behalf 
of  both  the  Secretary  and  the  Board. 
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An  Advisory  Council  would  be  established  to  advise  the 
Secretary  on  policy  matters  in  connection  with  administration.  The 
Secretary  would  also  consult  with  appropriate  State  agencies, 
national  and  State  associations  of  providers  of  services,  and  recognized 
national  accrediting  bodies.    These  efforts  would  be  especially  oriented 
to  the  development  of  policies,  operational  procedures  and  administrative 
arrangements  of  mutual  satisfaction  to  all  parties  interested  in  the 
program.    This  consultation  at  the  local  and  national  level  would  also 
provide  additional  assurance  that  varying  conditions  and  impacts  of 
local  and  national  significance  are  taken  into  account. 

There  are  other  programs,  not  directly  related  to  the  administration 
or  financing  of  the  proposed  health  insurance  program  for  old-age  and 
survivors  insurance  beneficiaries,  in  which  the  Secretary  has  major 
responsibilities  for  providing  both  financial  and  technical  assistance 
to  States,  for  example,  in  the  construction  and  improvement  of  health 
facilities.    Through  coordinated  consultative  activities  with  State 
agencies,  the  Secretary  would  be  able  to  exercise  leadership  in 
encouraging  States  to  correlate  their  own  activities  in  relation  to 
providers  of  services  under  the  health  insurance  program  with  activities 
related  to  planning  for  the  development  of  community  health  facilities 
and  services.    This  approach  would  provide  an  orderly  way  of  seeing 
that  new  facilities  and  services  are  developed  where  most  needed  to 
assure  a  progressively  more  equitable  availability  of  health  insurance 
benefits  for  all  eligible  beneficiaries.    Accordingly,  certain  important 
aspects  of  medical  policy,  including  those  pertinent  to  the  direction 
and  planning  of  activities  carried  out  by  State  health  agencies,  would 
be  handled  by  the  Surgeon  General,  thus  providing  a  focal  point  for 
medical  policy  and  for  professional  advice  in  the  Public  Health  Service. 

Operating  Responsibilities  of  the  Bureau  of  Old-Age  and  Survivors  Insurance 

Within  the  framework  of  Social  Security  Administration  responsibility 
for  the  health  insurance  program,  administrative  responsibility  over  systems, 
procedures,  and  the  day-by-day  execution  of  policies  relating  to  bene- 
ficiaries and  providers  of  services  would  be  delegated  to  the  Bureau  of 
Old-Age  and  Survivors  Insurance  (BOASl) .    This  Bureau  has  had  extensive 
experience  with  large-scale  claims  operations  applying  to  a  general 
insured  population  and  with  State-Federal  administration  on  a  contractual 
basis.    Additionally,  it  provides  a  reservoir  of  trained  manpower  and  the 
facilities  that  can  be  readily  used  in  and  adapted  to  the  needs  of  the 
health  insurance  program. 

BOASI  can  make  available  for  the  operations  of  the  health  insurance 
program  the  facilities  and  manpower  of  a  nation-wide  network  of  approxi- 
mately 600  district  offices,  3,600  contact  stations  and  a  trained  field 
staff  of  15,000  claims  and  administrative  personnel  engaged  in  direct 
service  to  the  public,  readily  accessible  in  all  population  centers. 
District  offices  and  other  Bureau  offices  are  now  being  linked  by  a  high- 
speed nation-wide  telecommunications  network  to  improve  service  in  processing 


-  7*  - 


old-age,  survivors,  and  disability  claims;  this  network  will  be  fully 
operational  by  July  1962.    Advance-type  electronic  computer  operations 
have  been  installed  in  the  seven  BOASI  payment  centers  which  service 
claims  on  a  nation-wide  basis,  to  speed  up  the  processing  of  claims 
information  and  to  expedite  payments.    Thus,  in  terms  of  trained 
personnel,  experience,  facilities  available  to  the  public,  automatic 
data  processing  equipment,  and  the  high-speed  communications  network, 
the  BOASI  is  well  prepared  to  carry  out  the  additional  operating 
responsibilities  of  the  magnitude  inherent  in  the  health  insurance 
proposal. 

The  telecommunications  network  and  the  computer  operations  would 
be  available  and  utilized  fully  in  the  health  insurance  operations. 
These  facilities  can  readily  be  adapted  to  assure  speedy  and  accurate 
processing  of  health  insurance  actions,  issuance  of  identification  cards 
to  beneficiaries  to  be  shown  to  providers  of  services  as  notice  of  the 
beneficiary's  eligibility  to  health  insurance  benefits,  and  payment  of 
provider  bills. 

The  establishment  and  maintenance  by  BOASI  of  necessary  records 
for  the  health  insurance  program  offers  major  advantages.    BOASI  would 
keep  controls  on  beneficiary  eligibility  and  on  utilization  of  health 
insurance  benefits,  despite  interstate  movement  of  beneficiaries — 
whether  the  movement  results  from  change  of  residence,  election  to 
secure  medical  services  away  from  home,  or  emergency  circumstances  while 
visiting  or  traveling  in  another  State.    The  mobility  of  the  beneficiary 
population  is  significant  in  that  it  affects  recordkeeping,  identification, 
and  service  to  providers.    Also,  BOASI  beneficiary  rolls  contain  accounts 
for  many  beneficiaries  who  are  not  yet  aged  65,  and  hence  would  not  be 
immediately  eligible  for  health  insurance  benefits;  the  Bureau's  computers 
would  identify  these  beneficiaries  as  they  attain  age  65  and  become 
eligible  for  health  insurance  benefits,  and  would  enable  the  Bureau  to 
notify  those  beneficiaries  promptly  of  their  eligibility. 

The  operations  of  the  health  insurance  program  would  follow  the 
pattern  established  for  title  II  claims.    This  decentralized  configuration 
of  operations  would  assure  the  ready  availability  and  accessibility  of 
Bureau  staff  to  State  agencies,  to  providers  and  their  representatives, 
and  to  health  insurance  beneficiaries.    Trained  personnel  knowledgeable 
in  the  health  insurance  program — like  experts  in  other  aspects  of  OASDI 
programs — would  be  available  at  selected  field  installations  to  deal  with 
providers  and  beneficiaries  on  a  face-to- face  basis. 
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To  assure  effective  administration,  the  local  operations  of 
the  health  insurance  program  would  "be  integrated  to  the  fullest  extent 
feasible  within  the  present  framework,  resources  and  facilities  of 
BOASI.    This  would  include: 

— the  taking  of  claims  and  the  development  of  evidence 
to  support  entitlement  to  health  insurance  benefits 
would  be  handled  in  the  58k  BOASI  district  offices 
as  an  added  function  to  their  regular  claim  activities 
under  title  II  of  the  Social  Security  Act; 

— similarly,  the  review  of  these  claims  and  the 
certification  of  the  claimant's  entitlement  to 
health  insurance  benefits  would  be  handled  in  the 
Bureau's  present  payment  centers; 

--the  establishment  and  maintenance  of  the  beneficiary's 
record  of  entitlement  to  health  insurance  benefits 
and  of  the  status  of  his  entitlement  to  health  benefits 
during  a  period  of  hospitalization  (or  other  use  of 
provider  services)  would  be  processed  as  part  of  the 
payment  centers'  data  processing  system,  utilizing 
computer  facilities; 

— the  national  telecommunications  network  now  being 
installed  for  regular  Bureau  claims  operations  would 
accommodate  and  accelerate  the  transmission  of 
appropriate  traffic  relating  to  the  health  insurance 
benefits  program. 

Participating  Roles,  States  and  Private  Organizations 

Significant  participating  roles  in  the  program  are  provided 
in  the  bill  for  State  agencies  and  private  organizations.    These  are 
over  and  beyond  the  consultative  roles  to  the  Federal  Government, 
as  mentioned  above.    These  organizations  would  be  utilized  to  the 
fullest  extent  consistent  with  the  roles  assigned  to  them  by  the 
legislation. 

Role  of  States. — Under  the  Administration  proposal  the  Secretary 
is  authorized  to  use  State  agencies  to  perform  certain  administrative 
functions.    The  Secretary  would  expect  to  exercise  this  authority  fully, 
and  it  is  believed  that  all  States  would  be  willing  and  able  to  assume 
these  responsibilities.    State  agencies  would  be  used  in: 

a.  determining  whether  and  certifying  to  the  Secretary  that 

a  provider  meets  conditions  for  participation  in  the  health 
insurance  program;  and 

b.  rendering  consultative  services  to  providers  to  assist  them 
in  meeting  the  conditions  for  participation,  in  establishing 
and  maintaining  necessary  fiscal  records  and  in  providing 
information  necessary  to  derive  operating  costs  so  as  to 
determine  amounts  to  be  paid  for  the  provider's  services. 
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In  varying  degrees,  States  have  established  standards  for  the 
types  of  providers  of  service  described  in  the  bill.    These  standards 
are  based  on  the  State's  authority  to  license  or  supervise  health 
facilities.    Under  the  Administration  proposal,  licensure  under  applicable 
State  (or  local)  law  is  a  prerequisite  for  participation  in  the  program 
by  a  provider  of  service.    Some  States,  through  programs  or  standards- 
setting  authority  that  is  additional  to  licensing  authority,  have 
established  or  may  plan  to  make  improvements  in  their  standards  for 
medical  institutions.    Although  the  proposed  Federal  program  doe6  not 
govern  the  question  of  what  services  a  provider  may  offer  to  the  general 
public,  it  should  not,  through  its  conditions  of  participation,  detract 
from  efforts  on  the  part  of  a  State  to  set  higher  requirements  for  health 
or  safety,  consistent  with  local  experience  and  needs.  Accordingly, 
State  standard- setting  activities  are  safeguarded  by  a  provision  that  a 
State  could  recommend  higher  conditions  of  participation  for  providers 
of  health  insurance  benefits  within  that  State  than  in  other  States. 

State  agencies  would  be  reimbursed  for  the  costs  of  activities 
they  perform  in  the  health  insurance  benefits  program.    As  in  the 
cooperative  arrangements  with  State  agencies  in  the  BOASI  disability 
program,  reimbursement  to  State  agencies  for  health  insurance  benefits 
activities  would  meet  the  agency's  related  costs  of  administrative 
overhead  as  well  as  of  staff. 

What  is  contemplated  is  a  Federal-State  relationship  under  which 
each  governmental  entity  performs  those  functions  for  which  it  is  best 
equipped  and  most  appropriately  suited.    State  governments  license  health 
facilities  and  State  public  health  authorities  generally  supervise  these 
facilities.    In  addition,  State  programs  purchase  care  from  providers  of 
health  services.    On  the  basis  of  experience  and  function,  State  agencies 
should  assist  the  Federal  Government  in  determining  which  providers  of 
nealth  services  conrorm  to  prescribed  conditions.    Furthermore,  where  an 
institution  or  organization  that  has  not  yet  qualified  needs  consultative 
services  in  order  to  determine  what  steps  may  be  appropriately  taken 
to  permit  qualification,  such  consultative  services  should  be  furnished 
by  the  State  health  or  other  appropriate  State  agency.    Other  types  of 
consultative  services  closely  related  to  conditions  of  the  health  benefits 
program  or  similarly  related  to  State  programs  and  requirements  should 
logically  be  provided  for  or  coordinated  in  the  State  agency.    There  may, 
of  course,  be  situations  where  a  State  is  unwilling  or  unable  to  perform 
some  or  all  of  these  certifications  and  consultative  services.    In  any 
such  situation,  the  Secretary  will  have  to  make  other  provisions  for 
these  activities. 

Role  of  Private  Organizations. — Upon  enactment  of  a  health 
program  of  this  type  it  is  expected  that  organizations  of  providers 
would  cooperate  in  facilitating  the  administration  of  the  program.  For 
example,  State  and  national  associations  of  providers  would  make  known 
to  the  Secretary  the  needs  and  viewpoints  of  their  members,  and  would 
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impart  information  on  the  program  to  their  members.    Moreover,  the 
Secretary  could  secure  existing  data  and  information  from  these 
organizations  or  contract  with  them  to  produce  necessary  data  which 
would  facilitate  program  operations.  For  example,  it  is  anticipated 
that  accreditation  bodies  would  provide  data  that  would  greatly 
simplify  the  identification  of  qualified  providers  of  services  and 
periodic  information  that  would  permit  maintenance  of  up-to-date 
lists  of  eligible  providers,  thus  reducing  the  need  for  inspection 
activities  by  State  agencies.    Similarly,  for  purposes  of  audit  and 
cost  analysis,  it  is  expected  that  nonprofit — mainly  Blue  Cross — 
or  other  organizations  regularly  in  this  business,  could  make  avail- 
able cost  information  that  would  avoid  duplication  of  Federal,  State, 
and  nongovernmental  activity  in  the  collection  and  analysis  of  fiscal 
information  from  providers. 

It  is  also  expected  that  some  providers  or  groups  Of  providers 
would  elect  to  use  an  agent  in  their  dealings  with  the  Secretary.  Such 
an  arrangement  is  authorized  in  the  Administration  proposal.     If  a 
provider  elects  to  use  a  private  organization,  such  as  a  State  or  national 
hospital  association,  or  Blue  Cross,  or  similar  nonprofit  organizations, 
as  its  agent,  the  agent  could  represent  the  provider  in  negotiation  of 
terms  of  participation.    Also,  where  the  agent  has  high-speed  communication 
links  with  the  providers,  the  possibility  exists  and  needs  to  be  explored 
whether  the  agent  would  serve  as  the  focal  point  for  transmitting  and 
receiving  messages  as  to  a  patient's  eligibility  for  and  utilization  of 
health  insurance  benefits.    Additionally,  to  the  extent  necessary,  the 
agent  could  assist  providers  in  completing  the  health  insurance  form 
for  payment  of  provider  bills.    The  provider's  request  for  payment  would 
be  prepared  on  a  standard  health  insurance  form,  tailored  to  the  needs 
of  the  program  and  to  the  operating  practices  prevailing  generally  in 
participating  institutions. 

Selection  of  an  agent  would  not  bar  the  provider  from  a  direct 
contact  with  the  Secretary,  when  the  provider  so  desires.    Nor  would  the 
provider-agent  relationship  preclude  direct  contact  by  the  Secretary  when 
necessary  for  the  audit  of  provider  records  or  for  other  essential  program 
purposes. 

To  some  extent,  the  use  of  agents  by  providers  might  increase  the 
total  costs  of  the  health  insurance  program  in  that  they  might  result 
in  additional  operating  costs  for  the  provider.    However,  under  some 
arrangements  these  added  costs  could  be  offset  by:    a  smoother  trans- 
mission of  data  between  the  Secretary  and  providers,  easier  communications 
between  providers  and  the  Secretary,  accelerated  agreements  with  providers, 
and  adding  the  least  possible  administrative  and  operational  burden 
on  the  providers  of  service. 
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Lead  Time  to  Have  Health  Insurance  Benefits  Program  Fully  Operational 

The  effective  dates  in  the  Administration  proposal  are  designed 
to  provide  a  lead  period  of  at  least  one  year  between  enactment  of  the 
statute  and  the  first  month  for  which  benefits  would  be  payable.  This 
one-year  period  would  be  sufficient  for  the  "tooling  up"  necessary  to 
get  the  program  into  effective  operation. 

"Tooling  up"  includes  the  development  and  implementation  of 
policies  and  procedures  for  administering  the  program;  arranging  for 
operational  participation  of  State  agencies  and  private  organizations; 
creation  of  and  discussions  with  advisory  boards;  orientation  of  State 
and  Federal  employees  in  present  jobs  to  new  duties  generated  by  the 
health  insurance  program;  and  recruitment,  training,  aad  housing  of 
new  personnel. 

Additionally,  this  lead  period  would  enable  the  BOASI  to  identify 
and  register  all  persons  eligible  for  benefits  under  the  new  program. 
This  would  be  a  two-pronged  effort  of: 

--obtaining  claims  from  all  aged  persons  eligible  for 
health  insurance  benefits  who  had  not  yet  filed  a 
claim  for  old-age  and  survivors  insurance  benefits,  and 

--preparing,  recording,  and  issuing  on  or  shortly  before 
the  effective  date  to  each  person  then  entitled  to  health 
insurance  benefits  (estimated  at  14,000,000  beneficiaries) 
an  identification  card  to  serve  as  notice  to  providers  of 
service  of  the  entitlement  of  the  card-holder. 

IDENTIFYING  PROVIDERS  MEETING  CONDITIONS  OF  PARTICIPATION 

To  assure  a  common  understanding  throughout  the  country  of 
what  hospitals,  skilled  nursing  facilities  and  home  health  agencies 
are,  for  the  purpose  of  this  program,  definitions  are  provided.  These 
are  broad  in  nature  and  reflect  what  is  the  current,  generally-accepted 
understanding  of  the  essential  features  that  characterize  each  kind  of 
institution. 

Conditions  of  participation  by  hospitals  can  readily  be  met  by 
institutions  that  fulfill  the  standards  established  by  accreditation 
bodies.    No  special  administrative  problems  are  anticipated,  therefore, 
in  obtaining  agreements  by  providers  of  service  who  are  both  accredited 
and  licensed.    The  Secretary  would  have  authority  to  find  that  accredita- 
tion by  a  recognized  national  accreditation  body  provides  reasonable 
assurance  that  some  or  *T 1  of  the  conditions  for  participation  in  the 
program  are  met,  and  accreditation  could  accordingly  be  accepted  as 
evidence  of  such  qualification. 
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There  are,  however,  some  hospitals  that  lack  accreditation- - 
because  of  small  size  or  for  other  reasons.    There  are  also  hospitals 
and  nursing  homes  that  may  be  exempt  from  licensure  or  be  licensed 
under  circumstances  where  it  is  not  clear  that  the  standards  of  licensure 
provide  adequate  assurance  that  the  institution  qualifies  under  the 
defined  concepts  of  the  program.    Moreover,  there  is  not  yet  a  functioning 
national  accreditation  program  in  the  nursing  home  field,  and  in  many 
localities  such  homes  may  be  licensed  without  meeting  the  conditions 
necessary  for  operation  of  a  skilled  nursing  facility.    For  these 
reasons  the  program  would  operate  under  the  general  requirement  that 
institutions  or  organizations  wishing  to  participate  must  meet  such 
additional  conditions  (beyond  those  specified  by  law)  as  the  Secretary 
may  find  necessary  in  the  interest  of  the  health  and  safety  of 
beneficiaries. 

In  establishing  any  such  additional  conditions  the  Secretary 
would  be  required  to  consult  the  Health  Insurance  Benefits  Advisory 
Council,  appropriate  State  agencies,  and  recognized  national  listing 
or  accreditation  bodies.    Moreover,  the  Secretary  would  also  be 
authorized  in  this  regard  to  specify  higher  requirements  for  participation 
at  the  request  of  a  State  for  a  given  area  or  a  class  of  institution 
within  the  State.    This  feature  of  the  program  would  make  it  possible 
for  the  Secretary  to  cooperate  with  the  programs  of  national  accrediting 
bodies  and  State  licensing  agencies  by  establishing  more  specific  require- 
ments as,  with  the  passage  of  time,  technical  changes  or  other  developments 
indicate  a  need  in  any  area  or  with  respect  to  any  class  of  institutions. 

Certifying  Eligibility  of  Providers  to  Participate 

In  determining  and  certifying  the  eligibility  of  providers  to 
participate  in  the  program,  State  health  agencies  would  be  utilized 
and  they  would  be  paid  for  the  cost  of  services  they  rendered  to  the 
Federal  program.    The  Secretary  would  enter  into  agreements  with 
appropriate  agencies  in  those  States  willing  to  assume  the  responsibility 
of  applying  the  conditions  for  provider  participation  and  to  provide  the 
consultative  services  necessary  to  assist  institutions  to  qualify.  While, 
from  a  legal  point  of  view,  the  Secretary  would  retain  review  authority 
and  final  decision-making  responsibility,  he  would  be  authorized  by  law 
to  accept  as  conclusive  the  findings  of  the  contracting  State  agency. 

This  inspection  and  certification  workload  would  be  reduced 
greatly  by  the  accrediting  activities  of  the  Joint  Commission  on 
Accreditation  of  Hospitals. 
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For  unaccredited  hospitals  and  nursing  homes  wishing  to  participate 
in  the  program,  the  actual  amount  of  inspection  in  each  State  would  depend 
upon  the  extent  to  which  State  licensure  requirements  are  already  as  high 
as,  or  higher  than,  the  conditions  for  participation  in  the  health 
benefits  program,  and  on  the  scope  and  extent  of  inspections  that  have 
been  conducted  by  the  State  as  prerequisites  to  licensing.     In  the  case 
of  skilled  nursing  homes  other  considerations  could  apply,  for  example, 
the  extent  to  which  the  particular  home  has  affiliation  or  receives 
medical  supervision  from  an  accredited  hospital.     Subject  to  these 
considerations,  each  participating  State  agency  would  inspect  institutions 
or  would  certify  to  the  Secretary  those  that  meet  the  requirements  for 
entering  into  an  agreement  to  receive  reimbursement  for  services  rendered. 

There  may  be  some  situations  in  which  a  provider  meets  substantially 
all  of  the  conditions  of  participation.     Depending  on  the  nature  and 
degree  of  the  unsatisfied  conditions  (but  not  with  respect  to  conditions 
specified  by  the  law),  the  Secretary  could  authorize  a  certification  valid 
only  for  a  limited  period,  for  example,  one  year,  within  which  time  the 
provider  would  be  expected  to  upgrade  services  and  facilities  so  as 
to  satisfy  completely  all  the  required  conditions.    Failure  to  so 
comply  would  preclude  renewal  of  the  certification. 

As  part  of  a  continuing  operation,  contracting  State  agencies 
would  inspect  new  providers  and  nonparticipating  institutions  as  they 
register  a  desire  to  participate.    Also,  State  agencies  would  re-examine 
and  re-evaluate  the  status  of  institutions  previously  denied  certification, 
at  the  request  of  any  such  institution.     Periodically,  these  contracting 
State  agencies  would,  as  necessary,  reinspect  and  recertify  to  the 
Secretary  the  status  of  an  institution  previously  certified. 

REIMBURSEMENT  POLICIES  AND  FORMULAS 

Reimbursement  formulas  would  not  be  developed  until  there 
has  been  full  opportunity  for  consultation  with  experts  in  financial 
accounting  and  administration  of  hospitals,  nursing  homes  and  home 
health  care  services.    In  this  effort,  the  Secretary  would  have  the 
counsel  of  the  Health  Insurance  Benefits  Advisory  Council  and  would 
also  consult  with  other  nationally  representative  professional 
organizations.    Groups  having  direct  experience  with  reimbursement 
practices  and  formulas  include  hospital  associations,  Blue  Cross 
and  other  prepayment  plans,  State  agencies  and  other  Federal  agencies 
administering  similar  programs.    The  Secretary  would  draw  upon  this 
considerable  experience  in  applying  standard  cost-accounting  princi- 
ples to  develop  equitable  reimbursement  formulas. 

Providers  of  services  would  be  paid  on  the  basis  of  reasonable 
cost  incurred  in  furnishing  health  services  to  old-age  and  survivors 
insurance  beneficiaries.    The  formula  of  payment,  based  on  standard 
cost -accounting  principles,  would  be  established  for  specific 
application  to  particular  types  of  service.    The  amount  and  method  of 
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payment  to  all  providers  of  services  should  be  such  as  to  reimburse 
them  fairly  and  adequately  for  the  services  rendered.  Adequate 
payment  is  necessary  to  permit  them  to  maintain  essential  services, 
to  support  good  patient  care,  and  to  encourage  the  development  of  the 
kind  of  service  required  to  meet  the  needs  of  the  community.  The 
"reasonable  cost"  basis  of  reimbursement  contemplates  that  the 
providers  of  services  would  be  reimbursed  the  full  cost  incurred  by 
them  in  providing  quality  care.    On  the  other  hand,  "reasonable  cost" 
would  not  require  reimbursement  for  luxury  services  or  for  costs 
unreasonably  out  of  line  on  account  of  factors  unrelated  to  hospital 
care. 

The  reimbursement  formula  for  inpatient  hospital  services 
could  be  expected  to  follow  the  general  principles  that  have  been 
formulated  and  published  by  the  American  Hospital  Association  in 
the  Association's  manual,  "Principles  of  Payment  for  Hospital  Care." 
Under  this  approach,  reasonable  variations  of  per  diem  costs  will 
exist  as  between  hospitals  in  the  same  city,  between  various 
sections  of  the  country,  and  for  providers  offering  various  levels 
of  service. 

After  the  formulas  have  been  developed  and  approved,  a 
standard  form  (with  implementing  instructions)  would  be  made 
available  to  each  qualified  provider  of  services  wishing  to 
participate  in  the  program.    For  hospitals,  for  example,  one 
possibility  is  that  the  form  and  procedure  could  be  patterned, 
with  appropriate  modifications,  after  the  governmental  Joint 
Hospital  Form  1  (Hospital  Statement  of  Reimbursable  Cost).  This 
form  is  used  by  Children's  Bureau,  Office  of  Vocational  Rehabili- 
tation, Division  of  Indian  Health  (PHS),  and  the  Veterans 
Administration  in  purchasing  hospital  care.    Larger  hospitals 
should  not  have  any  difficulty  in  executing  such  a  form  since 
practically  all  have  had  experience  in  completing  Joint  Hospital 
Form  1.    Smaller  hospitals  would  not  necessarily  be  experienced 
with  this  form,  but  hospitals  in  many  areas  are  familiar  with 
this  type  of  reimbursement  pattern  through  Blue  Cross  and  State 
program  requirements.    For  outpatient  diagnostic  services,  more 
information,  or  a  different  approach,  may  be  required  than  is 
currently  reflected  by  the  principles  of  Joint  Hospital  Form  1. 

For  skilled  nursing  home  facilities  and  home  health  agencies, 
separate  procedures  would  be  devised,  perhaps  quite  different  from 
those  developed  for  hospitals.     Experience  in  applying  reimbursable 
cost  formulas  to  nursing  homes  in  general  is  rather  limited.    As  a 
result,  greater  difficulty  can  be  expected  both  in  the  formulation 
of  reimbursement  formulas  and  in  the  application  of  reimbursement 
principles  to  these  homes  than  to  hospitals.    Quite  extensive  audit 
operations  or  consultative  services  on  accounting  and  cost  records 
may  be  needed  for  some  nursing  homes.    This  difficulty  might  be 
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offset  by  the  availability  of  a  longer  lead  time  as  proposed  in 
the  bill  for  nursing  homes,  i.e.,  nine  months  after  the  effective 
date  for  hospital  benefits.    However,  the  well  organized  nursing 
homes  with  established  cost  accounting  systems  (e.g.,  the  larger 
nonprofit  or  the  hospital -based  nursing  homes  which  more  generally 
provide  the  kind  of  skilled  nursing  services  encompassed  in  the 
bill)  should  not  have  difficulty  in  developing  and  furnishing  cost 
data.    Likewise,  organized  home  health  agencies,  whether  they  be 
public  agencies  or  private  nonprofit  organizations,  should  be  able 
to  furnish  necessary  cost  data. 

AGREEMENTS  BY  QUALIFIED  PROVIDERS 

As  soon  as  possible  in  the  lead  period — i.e.,  the  time 
between  enactment  and  effective  date — arrangements  would  be  made 
for  the  distribution  through  private  as  well  as  governmental 
channels  of  the  detailed  information  that  hospitals  and  other 
providers  would  need  to  have.    By  utilizing  the  services  of 
agents  of  providers,  and  the  cooperative  efforts  of  provider 
associations  (e.g.,  American  Hospital  Association,  local  hospital 
councils),  the  initial  contacts  would  be  facilitated.  Providers 
could  also  obtain  assistance  and  information  from  participating 
State  agencies. 

The  lead  period  in  the  bill  should  be  adequate  to  permit 
timely  consummation  of  agreements  with  qualified  providers  of 
services  that  want  to  participate  in  the  program.    The  signing 
of  agreements  by  providers  is  expected  to  be  accelerated  to  the 
extent  that  groups  of  providers  have  previously  arranged  for  a 
hospital  association  or  other  agent  to  represent  them  in 
establishing  the  terms  for  participation. 

The  agreements  to  be  signed  by  the  qualified  provider  and 
filed  with  the  Secretary  would  indicate  that  in  participating  in 
the  program,  the  provider  will  not  charge  any  individual  for 
services  covered  under  the  program  and  will  make  adequate  pro- 
vision for  the  refund  of  charges  incorrectly  collected  from  such 
individual.    This  agreement  would  permit  the  provider  to  bill  a 
beneficiary  for  the  amount  of  the  deductible,  and  for  the  applicable 
part  of  the  charge  for  expensive  accommodations  supplied  at  the 
beneficiary's  request  and  not  payable  under  the  program. 

ADMINISTRATIVE  AND  OPERATING  PROCEDURES 

Identification  of  Individuals  Entitled  to  Health  Insurance  Benefits 

Each  person  entitled  to  health  insurance  benefits  would  be 
issued  an  identification  card  by  BOASI.    Persons  entitled  under  the 
Railroad  Retirement  Act  would  be  issued  their  cards  by  the  Railroad 
Retirement  Board.    These  cards  would  be  presented  to  hospitals  and 
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other  providers  of  services  as  evidence  that  the  individual  is  en- 
titled to  health  insurance  benefits,  just  as  hospitals  now  accept 
Blue  Cross  and  other  prepayment  plan  identification  cards. 

To  identify  eligible  persons  already  on  the  benefit  rolls, 
BOASI  would  screen,  by  electronic  computer,  the  records  of  all  of 
its  beneficiaries  to  locate  those  meeting  the  age  requirements. 
Each  beneficiary  would  receive  his  identification  card  and 
informational  literature  before  the  effective  date  of  the  program. 
No  action  would  need  to  be  taken  by  these  beneficiaries  to 
establish  entitlement  to  health  insurance  benefits  and  they  would 
be  so  informed. 

Beneficiaries  who  first  file  claims  after  the  program's 
effective  date  would  receive  their  identification  card  from  the 
BOASI  payment  center  simultaneously  with  their  notification 
that  their  claim  for  benefits  has  been  approved.  Positive 
steps  would  be  undertaken  during  the  lead  period  to  reach  all 
eligible  individuals  who  have  not  filed  applications  to  establish 
their  entitlement  to  old-age  and  survivors  insurance  benefits. 
These  would  number  about  13  percent  of  the  total  number  of  persons 
eligible  for  protection  under  the  health  insurance  proposal. 
BOASI  offices  would  be  staffed  to  accommodate  this  additional 
workload  and  to  process  these  claims  expeditiously  so  that  each 
claimant's  entitlement  to  health  benefits  could  be  established 
before  he  might  need  to  use  the  benefits  of  the  program.    On  a 
continuing  basis  after  the  effective  date  for  benefits,  BOASI 
would  use  its  electronic  computers  to  identify  those  OASDI 
beneficiaries  under  age  65,  as  they  attain  age  65,  so  as  to 
issue  cards  promptly  to  this  group  also. 

Establishing  and  Maintaining  Beneficiary  Records 

In  addition  to  establishing  an  initial  record  for  each 
person  entitled  to  health  insurance  benefits  who  has  received  his 
identification  card,  all  data  affecting  status  and  utilization 
would  be  maintained  by  BOASI  on  a  current  basis.    Any  event 
affecting  the  beneficiary's  continued  right  to  benefits  or  change 
of  address  processed  in  regular  computer  updating  operations  for 
old-age  and  survivors  insurance  purposes  would  automatically  also 
be  used  to  update  the  health  insurance  benefit  record. 

When  requests  for  verification  of  eligibility  were  received 
from  a  hospital  or  other  providers  of  services,  xne  current  status 
could  automatically  be  certified  from  a  magnetic  tape  record.  Ax. 
the  same  time,  the  record  would  be  updated  to  show  the  date  of 
admission,  hospital  code,  and  other  required  identification  or 
status  information.    Thereafter,  when  the  provider's  bill  was 
subsequently  processed  for  payment,  the  necessary  utilization 
information  would  also  be  recorded  on  magnetic  tape.    That  tape 
would  then  be  used  to  update  the  master  health  insurance  record, 
from  which  it  would  always  be  possible  to  tell  promptly  the 
status  of  an  individual's  account. 
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The  maintenance  and  updating  of  utilization  data  on  BOASI 
electronic  equipment  would  make  it  possible  to  obtain  by-product 
information  for  a  variety  of  important  statistical  and  adminis- 
trative purposes. 

The  records  would  reflect  not  only  health  service 
utilization  but  also  other  data  offering  valuable  information 
for  analysis  of  program  operations  as  well  as  for  more  general 
health  studies  by  the  Public  Health  Service,  State  agencies, 
and  professional  organizations. 

Admission  Procedures  for  Providers  of  Services 

Methods  could  be  worked  out  to  the  satisfaction  of  hospitals 
and  other  providers  for  notifying  them  of  a  patient's  entitlement  to 
health  insurance  benefits.    Such  procedures  could  closely  parallel 
current  Blue  Cross  and  commercial  insurance  practices. 

BOASI  would  explore  the  feasibility  of  supplying  to  each 
beneficiary,  following  each  use  of  services,  a  statement  of  the 
service  for  which  the  program  has  made  payment.    If  this  system  is 
adopted,  then  when  a  beneficiary  requests  health  services  from  a 
hospital,  skilled  nursing  home,  or  home  health  agency,  he  would 
present  to  the  provider  his  identification  card  and  the  BOASI 
notice  of  prior  services  received.    Otherwise,  the  identification 
card  in  itself  would  serve  as  notice  of  the  beneficiary's  eligibility. 
The  provider  of  service  would  use  the  information  from  these  documents 
and  from  the  questions  routinely  asked  during  the  admission  inter- 
views to  complete  a  request  that  payment  be  made  to  the  provider  for 
the  health  services.    The  patient  would  sign  a  portion  of  the  form 
unless,  of  course,  he  is  incapable  of  doing  so,  and  the  provider  would 
retain  the  form  until  it  is  time  to  submit  a  bill. 

Upon  admission  to  a  hospital  as  an  inpatient,  a  recommended 
procedure  would  be  for  the  hospital  to  request  BOASI  to  certify 
the  inpatient's  eligibility  for  payment  for  service.    This  request 
would  be  handled  through  the  BOASI  local  district  office  and  trans- 
mitted to  the  appropriate  Bureau  records  office  via  the  BOASI 
nationwide  telecommunications  network  which  will  link  all  district 
offices  with  records  centers.    The  reply,  as  previously  noted, 
would  be  generated  in  a  computer  process  and  delivered  promptly 
through  the  telecommunications  network  to  the  hospital.  This 
BOASI  certification  would  cover  the  number  of  days  of  care  for 
which  payment  may  be  made  as  well  as  the  amount  of  deductibles 
already  paid  in  the  benefit  period.    Where  groups  of  hospitals 
and  a  Blue  Cross  organization  wished  to  explore  the  possibilities, 
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it  might  be  advantageous  to  them  and  to  the  Government,  to  link  a 
local  Blue  Cross  wire  network  into  the  BOASI  telecommunications 
system.     Several  large  Blue  Cross  plans  have  already  installed, 
or  have  plans  to  install,  wire  communications  between  member 
hospitals  and  the  Blue  Cross  offices.    By  tying  in  the  Blue  Cross 
office  to  the  BOASI  network,  a  hospital  request  for  certification 
of  a  beneficiary' s  health  insurance  entitlement  could  be 
electronically  handled  from  initiation  of  the  request  to  receipt 
of  the  certification  at  the  hospital. 

In  the  case  of  outpatient  diagnostic  services,  the  hospital 
could  generally  rely  on  the  beneficiary's  identification  card  as 
evidence  of  entitlement  without  requesting  certification  of  entitle- 
ment from  BOASI.     This  difference  in  procedure  between  inpatient 
and  outpatient  cases  would  seem  to  be  warranted  by  these  consider- 
ations arising  from  the  provisions  of  the  proposed  program: 

--the  diagnostic  study  would  usually  be  completed  before 

a  certification  could  be  transmitted  to  the  hospital; 
--there  is  no  statutory  limitation  on  the  number  of 

diagnostic  studies; 
--the  cost  per  outpatient  diagnostic  study,  especially 

with  a  $20  deductible,  is  comparatively  small  in 

contrast  to  inpatient  costs; 
--the  deductible  amount  is  fixed,  being  pegged  to  each 

study,  rather  than  to  a  specified  number  of  days,  as 

in  inpatient  cases;  and 
--entitlement  would  be  affected  only  by  an  event  that 

terminated  the  individual's  entitlement  to  monthly 

benefits  under  title  II,  such  as  divorce,  or 

remarriage  of  widow  to  a  nonbenef iciary,  both  rare 

occurrences  for  people  over  age  65. 

Since  transfer  from  a  hospital  to  a  skilled  nursing  home  is 
a  condition  of  skilled  nursing  home  service  benefits,  the  home 
would  often  know  in  advance  when  a  patient  is  to  be  admitted. 
While  these  transfer  arrangements  are  being  made,  the  home  could 
ask  BOASI  for  information  on  the  patient's  eligibility  and  the 
number  of  days  of  skilled  nursing  home  care  available  to  the 
beneficiary.    This  request  from  the  home  would,  as  for  hospital 
inpatient  admissions,  be  handled  through  the  BOASI  local  office, 
transmitted  to  the  appropriate  BOASI  records  office  via  the  BOASI 
telecommunications  network  and  the  reply  from  BOASI  would  be 
transmitted  promptly  to  the  nursing  home. 

A  home  health  agency  could  accept  the  beneficiary's  health  in- 
surance benefits  identification  card  as  evidence  of  his  entitlement  to 
home  health  services .    The  agency  could  then  obtain  through  the  BOASI 
local  office,  a  current  record  of  the  number  of  home  health  visits 
for  which  payment  could  be  made  in  the  current  year. 
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Payment  of  Provider  Bills 

On  the  basis  of  consultation  with  representatives  of 
hospitals  and  other  interested  parties,  methods  could  readily  be 
established  for  presentation,  review  and  payment  of  provider  bills, 
patterned  on  similar  practices  and  procedures  now  followed  by 
hospitals  and  prepayment  plans.    Procedures  would  assure  prompt 
payment  of  bills  and  the  least  possible  burden  of  paperwork  on  the 
provider. 

Upon  discharge  of  an  eligible  patient,  or,  at  appropriate 
times  in  conjunction  with  its  normal  billing  cycle,  providers 
participating  in  the  program,  or  their  agents,  would  submit  bills 
to  the  appropriate  office  for  review  and  payment.    After  review 
to  assure  that  the  supporting  documentation  is  complete  and  that 
there  are  no  inconsistencies  in  the  bills  which  need  to  be 
reconciled  before  payment  can  be  made, the  payment  office  would 
apply  the  appropriate  reimbursement  formula  and  deductible 
provisions  to  compute  the  amount  due  to  the  particular  provider, 
and  authorize  the  Treasury  Disbursing  Office  to  issue  a  check. 
If  feasible,  notice  of  payment  of  the  bill,  including  a  summary 
statement  of  the  current  status  of  his  health  benefits  record,  would 
be  sent  to  tha  beneficiary;  he  would  be  asked  to  present  this  notice 
together  with  his  identification  card  to  a  provider  if  he  again 
required  additional  health  services. 

In  an  emergency  admission  to  a  nonparticipating  hospital, 
the  hospital  would  submit  a  bill,  evidence  of  the  emergency,  and 
documentation  establishing  the  identity  and  entitlement  of  the 
patient.     Since  generally  no  cost  data  would  have  been  collected 
for  nonparticipating  hospitals,  this  bill  which  would  be  required 
to  be  on  a  cost  basis  would  have  to  be  examined  and  reviewed  for 
general  conformance  to  the  level  of  reimbursement  to  similar 
hospitals  in  the  same  locality.     In  some  instances,  cost  data 
used  by  Blue  Cross  or  by  a  State  program  may  be  available  for 
comparison  purposes.    Where  the  amount  billed  is  beyond  a 
reasonable  tolerance  limit,  the  nonparticipating  hospital  could 
be  requested  to  supply  sufficient  information  to  support  a 
finding  that  the  amount  billed  is  the  reasonable  cost  for  the 
services  rendered. 

Audit  of  Provider  Records 

At  the  time  of  agreement  and  periodically  thereafter, 
accounting  data  would  be  obtained  from  providers  in  sufficient 
detail  to  permit  a  computation  of  average  cost  per  unit--patient 
day,  or  other  unit  as  required  under  the  applicable  reimbursement 
formula.    Reimbursement  on  a  cost  basis  requires  assurance  of 
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proper  audits  of  the  records  of  hospitals  and  other  providers. 
Such  audits  would  assure  equity  to  both  the  purchaser  of  care 
and  the  providers  of  service  and  in  general  would  contribute 
to  sound  management  of  the  program.     Audit  data  would  also  be 
used  to  determine  the  need  for  adjustment  of  reimbursement 
formulas  and  rates  and  would  contribute  to  appraisal  of 
reimbursement  policies  and  procedures. 

Many  hospitals  have  their  books  audited  annually  by 
independent  accounting  firms.    To  a  much  lesser  degree  this 
auditing  practice  may  be  followed  by  some  other  types  of 
providers.     In  some  cases,  audits  of  the  records  of  providers 
of  health  services  are  being  performed  by  nonprofit  organizations 
(such  as  the  Hospital  Cost  Analysis  Service,  Inc.,  in  Maryland) 
and  by  State  agencies. 

Where  independent  auditing  staffs  perform  an  effective 
audit  or  cost  analysis  of  provider  records,  the  Secretary  could 
contract  to  use  the  results  in  connection  with  the  health  benefits  program . 
For  providers  having  inadequate  accounting  systems  or  lacking  out- 
side audits,  the  Federal  program  would  make  arrangements  to  have 
audits  performed. 

Review  and  Reconsideration  of  Unfavorable  Decisions 

Applicants  for  health  benefit  services  would  be  entitled  to 
appeal  unfavorable  determinations  in  the  same  manner  as  now  provided 
under  the  OASDI  program.    The  applicant  could,  if  found  not  entitled 
to  benefits,  obtain  reconsideration  by  BOASI,  hearing  and  appeal  by 
the- Office  of  Hearings  and  Appeals,  and  Federal  court  review. 
Beneficiary  complaints  concerning  the  content  or  quality  of  service, 
however,  would  not  be  subject  to  such  review,  but  would  be  directed 
to  the  appropriate  State  agency,  medical  and  hospital  groups  for 
their  attention. 

The  procedures  for  resolving  beneficiary  appeals  are 
statutorily  provided  for,  as  a  concomitant  to  the  beneficiary's 
statutory  right  to  benefits.    The  rights  of  a  provider  under  the 
program  would  be  of  an  entirely  different  nature,  and  the  pro- 
cedures provided  for  beneficiaries  would  not  be  appropriate  for 
providers.    Instead,  provisions  for  administrative  review  and 
resolution  of  provider  complaints  would  be  established. 

Safeguards  Against  Overutilization  of  Services 

Utilization  of  hospital  and  other  health  benefits  would  be 
safeguarded  by  the  admission  procedures  of  the  providers  of 
services,  by  the  self-governing  utilization  mechanisms  established 
by  hospitals  (and  in  the  case  of  nursing  homes,  established  by  or 
for  a  nursing  home  and  approved  by  public  health  authorities  of 
the  State)  and  by  the  opportunities  afforded  to  State  agencies  and 
professional  organizations  for  analysis  and  study  of  by-product 
statistical  data  reflecting  utilization  practices. 
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With  respect  to  each  kind  of  health  services  provided, 
arrangements  could  be  made  for  certification  by  a  physician  that 
the  service  was  required  for  defined  reasons  of  medical  treatment. 
The  primary  assurance  of  proper  utilization,  therefore,  rests  with 
the  admitting  physician  as  it  does  generally  in  other  cases  where 
third-party  payment  is  involved  in  meeting  the  costs  of  a  medical 
service.    A  great  deal  of  reliance  would  be  placed  upon  effective 
utilization  reviews  by  appropriate  utilization  review  groups  which 
are  essentially  self-governing.    In  addition  to  the  review  of 
cases  from  the  standpoint  of  admission,  duration  of  stays  and 
services  furnished,  there  would  become  available  with  the  passage 
of  time  statistical  utilization  data  which  could  be  made  available 
to  these  utilization  committees.    Under  the  proposed  legislation, 
the  utilization  committees  would  not  be  required  to  review  all 
cases  or  to  submit  reports  of  individual  cases  to  either  the 
State  agencies  or  to  the  Federal  Government  but  they  rather  would 
be  expected  to  have  such  organization  and  to  maintain  such 
evidence  of  self-review  of  the  services  they  provide  as  to  give 
assurance  that  determinations  have  been  made  by  them  with  respect 
to  the  need  for  the  services  rendered  by  the  institution.    In  the 
case  of  inpatient  hospital  services  and  skilled  nursing  home 
services  involving  extended  stays  there  would  be  a  further 
requirement  that  a  determination  has  been  made  by  the  appropriate 
utilization  mechanism  that  there  is  or  was  a  need  for  such 
utilization  in  excess  of  a  30-day  period. 

While  the  proposed  legislation  does  not  specify  what  a 
"nursing  facility  utilization  plan"  shall  encompass,  recommended 
specifications  would  be  provided  after  consultation  with  State 
agencies,  appropriate  advisory  boards  and  representative  associa- 
tions of  these  providers.    The  broad  definition  in  the  bill 
includes  the  requirement  that  the  plan  be  approved  by  the  public 
health  authorities  of  the  State  in  which  the  facility  is  located, 
thus  making  it  possible  for  States  to  establish  plans  based  on 
community-wide  professional  consultation  and  in  coordination  with 
local  health  authorities. 

Coordination  with  Railroad  Retirement  Board 

The  bill  covers  railroad  retirement  beneficiaries  as  well 
as  old-age  and  survivors  insurance  beneficiaries.    It  provides 
that  agreements  by  the  providers  of  services  or  their  agents  will 
be   entered  into  also  on  behalf  of  the  Railroad  Retirement  Board. 
Coverage  for  railroad  beneficiaries  would  include  services 
secured  in  railroad  hospitals  which,  otherwise,  may  not  be 
participating  under  the  program,  and  services  in  Canadian 
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hospitals,  which  for  old-age  and  survivors  insurance  beneficiaries 
are  excluded  from  the  program.     In  the  case  of  individuals  who  may 
be  entitled  to  monthly  benefits  under  both  programs  the  limitations 
on  number  of  days,  units  of  care  and  the  deductible  provisions  would 
be  applied  as  if  the  individuals  were  covered  under  a  single  program. 

The  administration  of  present  law  requires  close  coordination 
between  the  Railroad  Retirement  Board  and  the  BOASI  in  recordkeeping 
and  claims  processes.    There  has  been  continuing  and  extensive 
experience  between  these  agencies  in  the  kinds  of  coordination  that 
would  be  required  under  a  health  benefits  program.    Where  individuals 
are  entitled  under  both  programs,  agreement  would  be  reached  on  which 
organization  will  issue  the  identification  card.     Railroad  hospitals 
and  Canadian  hospitals  would  send  their  requests  for  verification  of 
eligibility  direct  to  the  Railroad  Retirement  Board.     Hospitals  in 
the  United  States,  other  than  railroad  hospitals  which  do  not  have 
an  agreement  with  the  Secretary,  would  accept  either  card  and  a 
common  procedure  would  be  established  for  requesting  verification 
of  eligibility.    The  Railroad  Retirement  Board  could  be  linked  with 
the  BOASI  wire  communications  system.    Bills  could  be  paid  under 
uniform  policies  and  procedures,  and  the  trust  funds  of  the  two 
programs  could  be  adjusted  periodically  through  the  financial  inter- 
change provisions  of  the  Railroad  Retirement  Act. 


APPENDIX 


MEDICAL  ASSISTANCE  FOR  THE  AGED 
Selected  Characteristics  of  State  Plans 

Plans  in  effect  prior  to  July  1,  196l: 

Kentucky 
Maryland 
Massachusetts 
Michigan 
New  York 
Oklahoma 
Puerto  Rico 
Virgin  Islands 
Washington 
West  Virginia 

Plans  (for  which  information  is  available)  as 

proposed  to  go  into  effect  before  end  of  I96I : 

Arkansas 
Idaho 

North  Dakota 
Oregon 

South  Carolina 

Tennessee 

Utah 


KENTUCKY 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    January  1,  1961 
(Revisions  effective  June  1,  1961) 


Department  of  Economic  Security 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income:    Maximum  annual  gross  income 
for  single  person,  $1,200;  for  appli- 
cant and  spouse,  $1,800.  (Special 
procedure  for  determining  income  from 
self -employment  or  farming  operations.) 

B.  Assets: 

1.  Real  property  -  homestead  is  exempt. 
Nonincome -producing  real  property 
other  than  the  home  is  limited  to 
$5,000.    Real  property  which  is 
producing  income  is  taken  into 
consideration  from  the  standpoint  of 
income  derived. 

2.  Personal  property  -  (defined  as  "cash 
on  hand,  money  in  the  "bank,  stocks, 
"bonds,  and  other  resources  that  can  be 
converted  into  liquid  assets", 
excluding  cash  surrender  value  of  life 
insurance)  limited  to  $750  for  single 
person,  $1,000  for  applicant  and 
spouse.    Cash  surrender  value  of  life 
insurance  is  limited  to  $3,000. 
Excluded  from  consideration  as 
personal  property  is  tangible  personal 
property  not  listed  above. 

Availability  of  health  insurance  is  to 
be  determined. 


A.  Institutional: 

Hospitalization  -  for  "acute, 
emergency,  and  life -endangering 
illness,  . . .  requiring  admission 
to  the  hospital;"  available  in 
hospitals  licensed  under  the  laws 
of  the  State  which  elect  to 
participate  in  the  plan,  signifying 
such  election  by  a  written  agree- 
ment.   Limited  to  6  days. 

B.  Noninst  itut  i  onal : 

1.  Physicians'  services  -  home 
and  office  calls  limited  to  2 
visits  per  month  per  patient. 
($3  office;  $5  home.) 

2.  Dental  services  -  for  relief  of 
pain  and  treatment  of  acute 
infections  -  up  to  a  maximum  of 
$16  per  recipient  per  calendar 
month  and  limited  to  §kQ  per 
recipient  per  annum. 

3.  Drugs  -  according  to  established 
list  and  fee  schedules. 


C.  Financial  eligibility:    Exists  for  a 
12 -month  period,  subject  to  reinvesti- 
gation.   Person  is  issued  an  identifica- 
tion card,  which  is  to  be  reissued 
periodically. 


MARYLAND 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    June  1,  1961 


Department  of  Public  Welfare 


I.  Financial  eligibility 


A.  Income :    Regular  income  not  to  exceed 

1.  in  6  larger  counties  -  single  person, 
$1, lkO;  applicant  with  1  dependent, 
$1,560; 

2.  in  18  other  counties  -  single  person, 
$1,080;  applicant  with  1  dependent, 
$1,500.    Income  scale  rises  with 
number  of  persons  dependent  upon 
applicant.     Income  includes  that  of 
spouse  living  with  applicant  and  of 
any  other  person  claimed  as  a  depend- 
ent.   Scale  for  value  of  income-in- 
kind  is  provided. 

B.  Assets : 

1.  Real  property  -  home  is  exempt;  real 
property  other  than  the  home  is  in- 
cluded with  the  other  resources 
convertible  to  cash. 

2.  Personal  property  -  resources  con- 
vertible to  cash  (savings,  insurance, 
real  property  other  than  the  home, 
etc.)  may  not  exceed  (l)  $300  if  it 
is  in  addition  to  the  regular  monthly 
income  or  (2)  $2,500  cash  value  if  it 
"represents  the  only  resource  for 
regular  living  expenses." 

A  person  is  ineligible  who  has  any 
insurance  or  other  benefit,  the  terms 
of  which  provide  for  payment  for  the 
medical  care  items  included  in  the  plan. 

C.  Financial  eligibility:    Determined  on 
the  basis  of  the  certificate  of  the 
Department  of  Public  Welfare,  the  Health 
Department  issues  a  medical  care  card 
valid  for  one  year.  Reinvestigation 
and  recertification  are  then  made. 


II.  Medical  care  provided 

A.  Institutional : 

Hospitalization  -  general 
hospital  care. 

B.  Noninstitutional : 

1.  Physicians'  services  -  in 
home,  office,  or  clinic. 

2.  Special  medical  care  clinics 

3.  Laboratory  services 
k.  X-rays 

5.  Minor  surgery  -  in  private 
office  facility  or  accident 
room. 

6.  Drugs  and  limited  medical 
supplies  -  when  prescribed 
by  a  physician. 

7.  Restorative  dental  care 

8.  Prescribed  eyeglasses  -  for 
patients  who  have  had  a 
cataract  operation. 
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MASSACHUSETTS 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    October  1,  i960 


Department  of  Public  Welfare 


I.  Financial  eligibility 


II.  Medical  care  provided 


Group  One:     "For  persons  in  licensed  nursing 
homes,  licensed  chronic  hospitals,  and  public 
medical  institutions. . .or  persons  needing 
such  care",  with  defined  exceptions. 

A.  Income : 

1.  For  persons  having  need  of  a  place  of 
residence  apart  from  a  licensed  chronic 
hospital,  nursing  home,  etc.,  there 
shall  be  excluded  from  consideration — 

a.  $150  a  month  if  unmarried,  or  if 
married  and  the  applicant  is  the 
husband; 

b.  $225  a  month  combined  income  of 
husband  and  wife,  if  married  and 
the  applicant  is  the  wife. 

All  other  income  is  taken  into  con- 
sideration in  determining  need  for 
medical  assistance  for  the  aged. 

2.  For  person  having  no  need  of  a  place  of 
residence  apart  from  a  licensed  chronic 
hospital,  nursing  home,  etc.,  the 
amount  of  income  and  resources. .. shall 
be  determined  by  rule  and  regulation 

of  the  Department.  The  first  $15  of 
any  monthly  income  shall  be  retained 
by  the  recipient  for  personal  needs. 

B.  Assets : 

1.  Real  property  -  real  estate  used  as  a 
home  does  not  disqualify;  ownership 
of  any  interest  in  other  real  estate 
disqualifies. 

2.  Personal  property  -  (includes  bank 
deposits,  securities,  cash  on  hand, 
and  similar  assets;  excludes  cash 
surrender  value  of  insurance) 
maximums  are: 

-continued- 


A.  Institutional: 

1.  Hospitalization  -  in- 
patient hospital  services. 

2.  Skilled  nursing  home 
services 

B.  Noninstitutional : 

1.  Physicians'  services 

2.  Outpatient  hospital  or 
clinic  services 

3.  Home  health  care  services 

k.  Private  duty  nursing 
services 

5.  Physical  therapy  and 
related  services 

6.  Dental  services 

7.  Laboratory  and  X-ray 
services 

8.  Prescribed  drugs 

9.  Eyeglasses,  dentures,  and 
prosthetic  devices  -  as 
prescribed. 

10.  Diagnostic  screening  and 
preventive  services 

11.  Any  other  medical  or 
remedial  care  recognized 
under  the  law  of  the 
Commonwealth  and  in 
accordance  with  the 
Department  medical  plan 
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MASSACHUSETTS 
-continued- 


I.  Financial  eligibility 


a.  $2,000  if  person  is  unmarried, 
or  is  married  and  applicant  is 
the  husband; 

b.  $3,000  if  married  and  the 
applicant  is  the  wife,  includes 
the  combined  ownership  of 
husband  and  wife. 

Group  Two:    The  eligibility  of  other  persons 
"whose  income  and  resources  are  insufficient 
to  meet  the  costs,  of  necessary  medical 
services"  shall  be  determined  by  the  rules 
and  regulations  of  the  Department  of  Public 
Welfare . 


MICHIGAN 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    October  1,  i960  Department  of  Social  Welfare 


I.  Financial  eligibility 

II.  Medical  care  provided 

A.  Income:    Maximum  annual  income  for  single 
person  (immarried  or  not  living  with 
spouse)  is  $1,500;  if  married  and  living 
with  spouse,  not  more  than  $2,000,  includ- 
ing the  annual  income  of  the  spouse. 
"Income"  must  include  contributions  which 
son,  daughter,  or  estranged  spouse  should 
be  making  to  applicant,  according  to 
agency  standards  or  court  determination, 
except  that  such  contributions  are  not 
included  in  computing  income  during  first 
30  days  of  each  separate  period  recipient 
is  hospitalized. 

B.  Assets: 

1.  Real  property  -  value  of  property  used 
as  a  home  is  excluded.    Value  of  other 
real  property  must  be  included  in 
limits  on  marketable  assets  specified 
below. 

2.  Personal  property,  i.e.,  "liquid  or 
marketable  assets"  -  may  be  held  with 
value  of  not  more  than  $1,500  for  single 
person,  $2,000  for  married  applicant 
and  spouse.    Excluded  in  making  this 
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hold  effects;  cash  surrender  value  (not 
value  of  matured  policies)  of  life 
insurance;  and  not  to  exceed  $1,000  of 
fair  market  value  of  personal  property 
used  in  earning  income.    All  other 
property,  real  and  personal,  must  be 
evaluated  in  determining  eligibility 
under  the  $1,500  or  $2,000  limitation 
specified. 

A.  Institutional : 

Hospitalization  -  inpatient 
care  not  to  exceed  services 
furnished  under  Blue  Cross 
(M-75)  as  of  September  1, 
i960. 

B.  Nonin6titutional: 

Physicians'  services  -  not 
to  exceed  those  services 
furnished  by  Michigan  Medical 
Service  under  Blue  Shield 
plan  as  of  September  1,  I960; 
may  be  in  office,  medical 
care  facility,  or  in  out- 
patient clinic  of  approved 
hospital  (no  home  calls); 
limited  to  emergency  treat- 
ment and  specified  tests. 

NEW  YORK 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    April  1,  1961 


Department  of  Social  Welfare 


I.  Financial  eligibility 


II.  Medical  care  provided 


All  income  and  resources  shall  be  deemed 
available  to  meet  costs  of  medical  care 
except  as  indicated  below: 

A.  Income: 

1.  In  medical  or  nursing  institutions  for 
chronic  care  -  up  to  $10  a  month  for 
personal  care  items;  annual  premiums 
for  health  insurance  policy  up  to  $150 
for  single  recipient  or  $250  for  married 
recipient  if  policy  covers  spouse;  if 
married,  up  to  $1800  a  year  for  support 
of  spouse,  including  any  income  of 
spouse. 

2.  Not  in  facility  for  chronic  care  -  $1800 
for  single  applicant;  $2600  for  married 
applicant  living  with  spouse;  health 
insurance  policy  premiums  up  to  $150 
per  year  for  single  recipient  or  $250 
if  married  and  policy  includes  spouse. 
(See  reserves,  below.) 

B.  Assets : 

1.  Real  property  -  home  is  exempt;  other 
real  property  not  used  as  home  must  be 
utilized  to  apply  to  costs  of  care. 

2.  Personal  property  -  clothing  and  house- 
hold effects  are  exempt;  may  have  life 
insurance  with  cash  surrender  value  of 
not  more  than  $500  for  single  person  or 
for  couple.    Insurance  in  excess  of  this 
amount  and  nonessential  personal  proper- 
ty must  be  utilized. 

3.  Cash  reserve  for  person  not  living  in  a 
medical  facility  may  be  permitted  up  to 
$900  for  single  person  or  $1300  for 
married  couple.    If  value  of  non-home 
real  estate,  nonessential  personal  prop- 
erty, and  excess  insurance  together  with 
cash  or  liquid  assets  does  not  exceed 
this  reserve  limit,  such  resources  need 
not  be  utilized  to  be  applied  to  costs 
of  care. 


A.  Institutional : 

1.  Hospitalization  -  in- 
patient services. 

2.  Nursing  home  services 

B.  Noninstitutional :  (not  as 
extensive  as  provided  for 
OAA) 

1.  Physicians'  services  - 
M. D.  and  doctors  of 
osteopathy  only;  services 
of  dentists,  podiatrists, 
and  optometrists  are  not 
included  in  the  MAA 
program. 

2.  Nursing  services 

3.  Outpatient  hospital  or 
clinical  services 

k.  Drugs 

5.  Home  health  care 

6.  Prosthetic  appliances 

7.  Physical  therapy 


OKLAHOMA 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    October  1,  i960 


Department  of  Public  Welfare 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income:    (as  amended  April  18,  196l)  Maxi- 
mum for  single  person,  $1,500  annual 
income;  for  man  and  wife,  $2,000  annual 
income. 

B.  Assets : 

1.  Real  property  -  may  have  equity  of 
$8,000  in  home  owned  and  occupied  as 
home;  equity  above  this  amount  is  con- 
sidered among  "other  resources".  Home 
not  occupied  as  such,  or  to  which 
recipient  or  spouse  has  no  feasible 
plans  to  return  is  no  longer  "con- 
sidered an  exemption". 

2.  Personal  property  - 

a.  Insurance  -  single  person,  cash  value 
of  first  $1,000  face  value;  married, 
cash  value  of  first  $2,000  face 
value;  married,  living  together  and 
have  separate  policies,  cash  value 
of  first  $1,000  face  value  for  each. 

b.  Equity  in  tools  with  which  he  earns 
a  living,  up  to  $1,500. 

c.  Equity  in  small  business  which  he 
operates,  up  to  $2,500,  including 
building,  ground,  equipment,  and 
invoice  of  stock. 

d.  "Other  resources"  (cash,  stocks, 
bonds,  notes,  mortgages,  automobiles, 
excess  of  value  of  items  listed  in 
(a)  and  (b)  above,  excess  equity  of 
home,  or  property  of  any  kind  which 
can  be  made  available  for  the  use  of 
recipient  or  spouse)  limited  to  $700 
for  single  person,  $1,000  for  married 
couple. 
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A.  Institutional : 

1.  Hospitalization  -  general 
hospital  care  for  life- 
endangering  or  sight- 
endangering  conditions  as 
determined  by  the  attending 
physician;  not  to  exceed  21 
days  per  single  admission; 
provision  for  readmission 
for  defined  conditions 
within  10  days  after  date 
of  discharge. 

2.  Nursing  care  in  nursing 
home  -  up  to  6  months  in 
a  12-month  period. 

B.  Noninstitutional : 

1.  Physicians'  services  -  in 
home  of  patient  approved 
for  nursing  care  in  own 
home;  2  visits  per  month. 

2.  Nursing  care  -  in  own  home 
for  "bedfast  or  chair  fast 
patients. . . ". 

3.  Diagnostic  services  -  to 
determine  need  of  nursing 
care  and  physician's  serv- 
ices in  patient's  home. 

k.  Outpatient  therapeutic 

radiology  -  prescribed  while 
patient  was  in  the  hospital. 

5.  Ambulance  -  under  defined 
conditions. 

6.  Blood  banks  -  use  of  under 
specified  limitations. 

7.  Services  of  dentists  or  oral 
surgeons  -  "for  services 
performed  in  a  licensed  gen- 
eral hospital  when  a  patient 
is  admitted  for  life-endan- 
gering conditions  involving 
fractures,  infections,  or 
tumors  of  the  mouth." 


PUERTO  RICO 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    October  1,  i960 


Division  of  Public  Welfare 
Department  of  Health 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income :    Individual  annual  income  and 
available  resources  may  not  exceed  maxi- 
mum of  $1,500. 

B.  Assets :    (as  amended  April  5,  196l) 

1.  Real  property  -  home  where  applicant 
resides  is  excluded  from  consideration. 
Value  of  other  real  property  is  taken 
into  account. 

2.  Personal  property  -  loan  value  of  life 
insurance  and  any  other  available  re- 
sources will  be  taken  into  account. 

An  applicant's  "membership  in  such  organi- 
zations as  Blue  Cross,  Blue  Shield,   . . . 
State  retirement  or  compensation  systems, 
purchase  of  health  insurance  of  any 
appropriate  type,  his  right  to  veterans' 
benefits,  etc.,  shall  make  him  ineligible 
for  participation  in  this  plan.11 

C.  Financial  eligibility:  Certified  to  by 
the  Division  of  Public  Welfare  upon  evalu- 
ation of  the  applicant's  statement  con- 
cerning his  "annual  income  and  available 
resources  and  his  status  with  regard  to 
health  insurance  or  membership  in  organi- 
zations which  provide  medical  care  or  the 
payment  thereof. "    Certification  is  for 
period  of  1  year,  subject  to  renewal  on 
the  basis  of  a  new  statement  from  the 
applicant.    Identification  card  good  for 

1  year  is  issued. 


Care  and  services  are  provided 
through  the  Commonwealth  and 
Municipal  Government  systems  of 
medical  care  and  hospital  facili- 
ties, several  private  nonprofit 
medical  institutions  under  con- 
tract.   The  content  of  medical 
care  is  the  same  as  for  old-age 
assistance. 

A.  Institutional : 

1.  Hospitalization  -  total 
hospital  care,  including 
physician's  services  and 
drugs  and  appliances  as 
prescribed. 

2.  Nursing  home  services  - 
where  available. 

B.  Noninstitutional : 

1.  Outpatient  hospital  and 
dispensary  services  - 
including  physician's  and 
ancillary  services,  pre- 
scribed drugs  and  appliances. 

2.  Physical  therapy  and  related 
services,  dental  care,  lab- 
oratory and  X-ray  services, 
and  preventive  medical  care 
services. 

3.  Diagnosis  and  treatment  of 
tuberculosis  and  psychosis 
in  medical  institutions  - 
with  Federal  matching 
claimed  for  k2  days  after 
such  diagnosis. 


VIRGIN  ISLANDS 


Medical  assistance  for  the  aged: 
selected  characteristics 

Effective:    January  1,  1961  Insular  Department  of  Social  Welfare 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income :    Current  continuing  gross 
income  of  $1,200  a  year  or  less  for 
individual;  twice  this  amount  for 
married  couple  living  together. 

B.  Assets : 

1.  Real  property  -  property  owned  and 
occupied  as  a  home  not  considered. 

2.  Personal  property  -  liquid  assets 
which  can  be  easily  convertible  are 
limited  to  not  more  than  $1,200; 
including  savings,  government  bonds, 
health  insurance,  government 
entitlement  such  as  Veterans 
Medical  Services,  etc. 

C.  Financial  eligibility:    Determined  by 
the  Department  of  Social  Welfare  which 
certifies  to  the  Department  of  Health 
that  applicant  is  eligible  for  medical 
care.    Applicant  receives  identifica- 
tion card  which  remains  in  effect  as 
long  as  he  is  eligible,  subject  to 
annua],  or  earlier  reinvestigation. 


Medical  care  must  be  prescribed  by 
a  physician  or  dentist  of  the 
Department  of  Health.    All  care 
except  home  visits  of  physician 
will  be  given  at  facilities  of 
the  Department  of  Health. 

A.  Institutional : 

Hospitalization  -  inpatient 
hospital  care,  surgical  and 
laboratory  services,  private 
duty  nursing  when  prescribed 
as  "critically  necessary". 

B.  Noninstitutional : 

1.  Home  care  -  including  home 
visits  by  private  physicians. 

2.  Drugs 

3.  Prosthetic  appliances  - 
except  glasses. 


WASHINGTON 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    October  1,  i960 


Department  of  Public  Assistance 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income  (of  applicant  and  spouse):  suf- 
ficient to  meet  maintenance  requirements 
of  applicant  and  his  legal  dependents 
but  not  sufficient  to  meet  his  medical 
expenses,  wholly  or  in  part.     Such  re- 
quirements are  determined  by  old-age 
assistance  standards  (maximum  on  money 
payment  per  case,  $275  &  month,  unless 
exception  is  made)  and  by  considering 
certain  pressing  obligations  of  appli- 
cant and  his  legal  dependents. 

B.  Assets : 

1.  Real  property  -  home  used  by  the  ap- 
plicant or  his  legal  dependents, 
together  with  a  reasonable  amount 

of  property  surrounding  and  contigu- 
ous thereto  is  exempt  from  considera- 
tion as  an  available  asset. 

2.  Personal  property  -  all  other  re- 
sources and  liquid  assets  (with 
exceptions  listed  below),  including 
any  combination,  are  considered  to 
determine  the  extent  to  which  they 
may  be  utilized  for  planning  for  pay- 
ment of  required  medical  care.  Medi- 
cal insurance  in  force  and  effect  at 
the  time  of  application  and  any 
potential  compensation  for  injury 
must  be  utilized  to  the  fullest 
extent . 

Exempt  from  consideration  as  per- 
sonal property  are :  household 
furnishings  and  personal  clothing, 
cash  surrender  value  of  life  insur- 
ance not  to  exceed  $500,  one  automo- 
bile owned  by  applicant  or  spouse 
"which  is  used  and  useful",  and 
personal  property  "which  is  used  and 
useful  or... has  great  sentimental 
value . " 


All  medical  care  is  limited  to  con- 
ditions currently  endangering  life 
or  a  medical  condition  which,  if 
not  immediately  treated,  would 
necessitate  extended  hospitalization 
and/or  surgery.    In  specified  emer- 
gencies exceptions  to  these 
limitations  are  permitted.  The 
following  services  may  be  given, 
when  authorized,  by  vendors 
participating  in  the  program: 

A.  Institutional : 

1.  Hospitalization  and  related 
medical  services  -  all  needed 
while  so  hospitalized.  Out- 
patient clinic  care  available 
at  county  hospitals  or  at 
others  if  "emergency  presently 
endangering  life." 

2.  Nursing  home  care 

B.  Noninstitutional : 

1.  Physicians'  services  -  in 
home  or  office,  for  conditions 
such  as  heart,  diabetes,  and 
others  which  are  subject  to 
the  general  limitation  given 
above . 

2.  Dental  care  -  for  relief  of 
pain  only. 

3.  Drugs  and  pharmaceutical 
supplies  -  subject  to  general 
limitation  given  above. 

k.  Ambulance  -  if  other  transpor- 
tation cannot  be  used  without 
hardship  to  the  patient. 
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WEST  VIRGINIA 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    October  1,  i960 


Department  of  Public  Assistance 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income:    For  single  individual,  $1,500 
or  less  per  year;  person  married  and 
living  with  spouse,  combined  income  of 
both  is  $3,000  or  less.    Income  includes 
contributions  received  from  relatives. 

B.  Assets:    (as  amended  January  30,  196l) 

1.  Real  property  -  homestead  or  property 
on  which  applicant  resides  and  other 
real  property  is  excluded  from 
liquid  or  marketable  assets. 

2.  Personal  property  -  or  other  liquid 
or  marketable  assets  limited  to 
value  of  $5,000  for  single  person 
or  $7,500  for  combined  assets  of 
husband  and  wife.    Excluded  are 
clothing,  jewelry,  and  household 
effects;  livestock,  farm  machinery, 
and  other  vehicles;  and  cash  sur- 
render value  of  life  insurance 
(limit  to  be  set). 

Membership  in  insurance  plan  and 
eligibility  for  payment  of  medical 
services  from  other  agencies  and 
organizations  such  as  Veterans' 
Administration,  Workmen 1 s  Compensa- 
tion, United  Mine  Workers  of  America 
must  be  taken  into  account  in  deter- 
mining whether  MAA  will  assume  all 
or  part  of  the  cost  of  medical 
services  needed  or  received. 

C.  Financial  eligibility:    May  be  deter- 
mined at  a  point  before  applicant  needs 
medical  services;  continues  in  effect 
for  maximum  period  of  1  year,  subject 
to  reinvestigation. 


Includes  all  the  medical  services 
available  to  recipients  of  old-age 
assistance  as  of  October  5>  19^0, 
including  payment  for  drugs  for 
specified  chronic  illnesses  (such 
as  diabetes,  heart  conditions, 
terminal  cancer). 

A.  Institutional : 

1.  Hospitalization  -  for  acute 
illnesses,  immediate  surgery, 
and  diagnostic  services;  may 
be  more  extensive  if  medical 
service  for  other  conditions 
will  increase  person's  capacity 
for  self-care  or  self-support. 
Limited  to  30  days  annually. 

2.  Nursing  home  care  -  after 
hospitalization  or  if  such 
care  would  prevent  need  for 
hospital  care;  limited  to 
acute  conditions  and  must  be 
prescribed  by  physician  as 
part  of  the  treatment  for 
that  condition. 

B.  Noninstitutional : 

1.  Physicians'  services  -  for 
acute  illnesses. 

2.  Drugs  -  for  acute  illnesses 
and  specified  chronic 
illnesses. 

3.  Ambulance  services 

k.  Dental  services  -  for 
emergency  extractions  and 
treatment. 


Plans  (for  which  information  is  available)  as 
proposed  to  go  into  effect  before  end  of  I96I 


ARKANSAS 


Proposed  plan  for  medical  assistance  for  the  aged: 
selected  characteristics 


To  be  effective  July  1,  1961 


Not  yet  approved 


I.  Financial  eligibility 


II.  Medical  care  to  be  provided 


A.  Income;    Cash  income  for  single  person, 
$1,200;  for  family  $1,500. 

B.  Assets: 

Real  property  -  may  have  home  or  an 
equity  in  home  not  to  exceed  $7,500. 
Value  of  other  real  property  must  come 
under  the  maximum  on  all  resources. 
All  other  real  and  personal  property 
other  than  the  home  and  household 
furnishings,  may  not  exceed  $2,500, 
including  value  of  nonhome  real 
estate,  livestock,  motor  vehicle, 
tools,  equipment,  and  cash  surrender 
value  of  life  insurance. 

In  addition  to  these,  the  applicant 
may  hold  as  a  cash  reserve  up  to  $300 
for  himself  and  an  additional  $300 
for  dependents;  with  a  family  maximum 
of  $600. 


The  same  services  are  to  be  available 
to  persons  receiving  MAA  as  for 
persons  eligible  for  medical  care 
under  the  other  categories. 

A.  Institutional: 

1.  Hospitali zation  -  including 
laboratory  and  full  range  of 
services  and  supplies  con- 
sidered to  be  necessary  for 
hospital  treatment  limited  to 
30  days  per  year  except  for 
specified  types  of  cases 
requiring  longer  hospital  care. 

2.  Nursing  home  care  -  including 
physicians'  services,  2  per 
month  per  patient,  and  pre- 
scribed drugs  up  to  $5  per 
month  per  patient. 

B.  Noninstitutional: 


1.  Outpatient  clinic  services  - 
including  drugs  and  appliances 
prescribed  by  physicians 
giving  the  service;  generally 
not  to  exceed  2  visits  per 
month  with  certain  exceptions. 

2.  Remedial  eye  care  services  - 
in  office  or  in  hospital. 

3.  Dental  care 

k.  Transportation  to  receive 
medical  care  and  domicilary 
care  -  for  patients  requiring 
such  care  -  while  receiving 
outpatient  care  and  treatment 
at  an  approved  clinic. 


-  1  . 


IDAHO 


Medical  assistance  for  the  aged; 
selected  characteristics 


Effective:    July  1,  1961 


Not  yet  approved 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income:    From  the  applicant's  figures, 
his  ordinary  expenses  and  obligations, 
including  contractual  payments,  are 
deducted  from  available  cash  income; 
any  excess  is  applied  to  the  cost  of 
needed  medical  care,  plus  each  month, 
l/l2  of  any  savings  and  cash  resources 
above  the  amount  of  $2,000  and  less 
than  $10,000. 

B.  Assets: 

1.  Real  property  -  home  property  is 
exempt  from  consideration  as  a 
resource. 

2.  Personal  property  -  a  "popular 
priced"  car,  personal  possessions, 
and  cash  value  of  life  insurance 
not  to  exceed  $1,000. 

All  other  savings  and  cash  assets  may 
not  exceed  $10,000;  with  a  designated 
proportion  of  any  such  assets  in  excess 
of  $2,000  being  considered  available 
for  application  to  the  cost  of  needed 
medical  care. 


A.  Institutional: 

1.  Hospital i  zation  -  limited  to 

days  for  each  admission 
for  acute  medical  conditions, 
acute  complications  of 
chronic  diseases,  nonelective 
surgery,  contagious  diseases, 
or  acute  emergencies  that  are 
a  threat  to  life.  Diagnostic 
tests  in  the  hospital  are  pro- 
vided for  up  to  $50  and 
necessary  physicians'  and 
surgeons'  services. 

2.  Nursing  home  care  -  in 
approved  and  licensed  nursing 
homes  (service  is  removed 
from  OAA  medical  services  and 
placed  in  MAA,  provisions 
made  for  amounts  for  personal 
needs  of  recipients  without 
income  to  meet  6uch  needs). 

B.  Noninstitutional: 

Practitioners'  services  -  home 
or  office  calls  limited  to  2  per 
month;  visit  to  patient  in 
nursing  home  limited  to  1  a 
month;  includes  M.D.,  D.O., 
chiropractors,  podiatrists. 


NORTH  DAKOTA 


Proposed  plan  for  medical  assistance  for  the  aged; 
selected  characteristics 


To  be  effective  July  1,  1961 


Not  yet  formally  submitted 


I.  Financial  eligibility 


II.  Medical  care  to  be  provided 


Income  and  property  limitations  are  ex- 
pressed in  terms  of  resources  to  be  disre- 
garded as  available  to  meet  the  costs  of 
medical  care.    Amounts  in  excess  of  the 
limitations  are  to  be  applied  to  medical 
expenses . 

A.  Income;    For  a  single  person,  $1,200 
per  year;  for  a  married  couple,  $1,800. 
Amounts  in  excess  are  considered  avail- 
able to  meet  medical  expenses. 

B.  Assets; 

1.  Real  property  -  home  not  considered 
available  as  a  resource. 

2.  Personal  property  -  not  to  exceed 
$2,500  for  a  single  individual  or  for 
a  married  couple;  and  of  this  amount, 
not  more  than  $500  for  a  single  in- 
dividual or  $1,000  for  a  couple  shall 
be  in  the  form  of  cash  or  other 
liquid  assets.    Household  goods  and 
personal  effects  are  exempt  from 
consideration  as  resources. 

To  be  eligible  for  payment  of  medical 
costs,  the  individual  shall  have  paid 
or  obligated  himself  to  pay  $50  for 
medical  services  received  in  the  12 
months  prior  to  application. 

The  applicant  shall  not  have  a  child 
or  other  legally  responsible  relative 
of  sufficient  ability  to  provide 
support  to  the  individual. 


"The  scope  of  services  to  be  provided 
...is  to  be  as  broad  as  the  Federal 
act  permits."    State  has  a  compre- 
hensive scope  of  services  now  in  the 
categorical  programs: 

A.  Institutional: 

1.  Hospital! zat ion  -  all  recom- 
mended by  physician. 


2.  Nursing  home  care  -  as  needed 
by  the  recipient  up  to  negoti- 
ated rates  based  on  type  of 
care  needed  and  provided. 

B.  Noninstitutional: 

1.  Physicians'  services  -  home, 
office,  nursing  home;  all 
licensed  practitioners. 

2.  Prescribed  drugs 

3.  Nursing  care  in  own  home, 
dental  services,  X-ray, 
laboratory,  and  many  other 
services  -  as  needed  or  as 
prescribed  by  licensed 
practitioner. 


OREGON 


Proposed  plan  for  medical  assistance  for  the  aged: 
selected  characteristics 


To  be  effective  November  1,  I96I 


Not  yet  approved 


I.  Financial  eligibility 


II.  Medical  care  to  be  provided 


A.  Income :    Annual  cash  income  for  single 
recipient,  less  than  $1,500;  for  married 
applicant,  combined  income  of  husband 
and  vife  is  less  than  $2,000.    Where  it 
is  not  possible  to  determine  the  income 
of  an  absent  spouse,  the  applicant  is 
treated  as  a  single  person. 

B.  Assets: 

1.  Real  property  -  home  used  by  appli- 
cant or  legal  dependents  is  exempt 
(real  property  other  than  the  home 
is  not  mentioned) . 

2.  Personal  property  -  not  to  be  con- 
sidered as  resources  are:  1  automo- 
bile, household  furnishings,  per- 
sonal property  holdings  used  in 
earning  a  living,  such  as  clothing, 
tools,  machinery,  and  other  goods 
and  equipment  necessary  to  the  con- 
tinuance of  earning  a  livelihood. 
Also  exempt  is  cash  surrender  value 
of  life  insurance  held  by  the  appli- 
cant, not  to  exceed  $1,000. 

All  other  liquid  assets  shall  be  less 
than  $1,500  for  a  single  person  or 
less  than  $2,000  for  married  couple. 

Private  medical  insurance  policies 
may  be  utilized  in  payment  of  the 
"deductibles"  and  must  be  utilized 
to  the  fullest  extent  possible  as  an 
"offset"  before  MAA  benefits  are  pay- 
able.   MAA  and  partial  benefits 
supplement  each  other. 


A.  Institutional: 

1.  Hospitali  zation  -  up  to  9  days 
per  year  to  be  paid  at  the 
hospital's  all- inclusive  per 
diem  rate;  patient  pays  first 
$65  of  hospital  expense 
incurred  during  the  nine  days. 

2.  Nursing  home  care  -  posthospital 
cases,  after  at  least  1  day  of 
hospital  care;  up  to  32  addi- 
tional days  of  care. 

B.  Noninstitutional: 

1.  Physicians'  services  -  in 
office,  home,  or  outpatient 
hospital,  8  visits  per  year 
after  first  2  paid  by  patient. 

2.  X-ray  and  laboratory  services  - 
in  physician's  office  or  hos- 
pital outpatient  facility, 

8  "units  of  service"  per  year. 


SOUTH  CAROLINA 


Proposed  plan  for  medical  assistance  for  the  aged; 
selected  characteristics 


To  be  effective  July  1,  I96I  Not  yet  formally  submitted 


I.  Financial  eligibility 

II.  Medical  care  to  be  provided 

Not  yet  reported. 

A.  Institutional: 

Hospitalization  -  for  acute 
illness  or  injury,  limited  to 
ho  days  hospital  care  per  fiscal 
year. 

B.  Noninstitutional: 

Outpatient  care  -  limited  to 
specified  diagnostic  tests. 

(State's  present  medical  vendor 
payment  provisions  for  OAA  consist 
of  hospital  care  with  the  same 
limitations  as  above  and  nursing 
home  care  following  a  period  of 
hospitalization  and  limited  to  90 
days  unless  necessary  to  extend  it 
for  situations  such  as  terminal 
cancer  or  severe  burns.) 

TENNESSEE 

Proposed  plan  for  medical  assistance  for  the  aged: 
selected  characteristics 


To  be  effective  July  1,  1961  Not  yet  formally  submitted 


I.  Financial  eligibility 

II.  Medical  care  to  be  provided 

A.  Income:    Annual  income  not  to  exceed 
$1,000  for  single  person,  or  $2,000 
for  a  couple. 

B.  Assets: 

1.  Real  property  -  equity  in  all  real 
property  owned  by  applicant  cannot 
exceed  $5,000  and  total  real  value 
of  such  property  cannot  exceed 

$7,000. 

2.  Personal  property  -  not  to  exceed 
$1,000  for  single  person  or  $1,500 
for  a  couple. 

A.  Institutional: 

Hospitalization  -  for  acute  ill- 
ness or  injury,  limited  to  10  days 
per  year. 

B.  Noninstitutional: 

Drugs  -  essential  life-saving 
drugs  for  treatment  of  diabetes 
and  cardiac  conditions. 

UTAH 


Medical  assistance  for  the  aged: 
selected  characteristics 


Effective:    July  1,  1961 


Not  yet  approved 


I.  Financial  eligibility 


II.  Medical  care  provided 


A.  Income :    For  1  person,  not  to  exceed 
$110  per  month;  for  2  persons,  $170 
per  month;  for  3  persons,  $210  per 
month . 

B.  Assets: 

1.  Real  property  -  home  not  to  be 
considered  among  resources. 

2.  Personal  property  -  cash  or  liquid 
assets  for  1  person  not  to  exceed 
$1,000;  for  couple  or  family,  $2,000; 
excluded  from  consideration  are 
household  goods  and  1  automobile. 

Total  of  all  real  and  personal  property 
is  not  to  exceed  $10,000  in  value. 


A.  Institutional: 

Hospital! zation  -  not  to  exceed 
30  days  for  any  single  admission; 
the  recipient  is  to  pay  the  first 
$50  of  cost  on  each  admission. 

B.  Noninstitutional: 

Physicians'  services  -  home, 
office,  or  hospital;  no  limit 
on  the  number  of  visits,  but 
recipient  must  be  responsible 
for  first  $20  of  such  services 
within  each  90  day  period; 
deductible  applies  to  physicians' 
services  or  to  outpatient  care 
in  hospital  clinic. 


[COMMITTEE  PRINT] 


HOSPITALIZATION  INSURANCE 
FOR  OASDI  BENEFICIARIES 


REPORT 

SUBMITTED  TO  THE 

COMMITTEE  ON  WAYS  AND  MEANS 

BY  THE 

SECRETARY  OF  HEALTH,  EDUCATION,  AND  WELFARE 
In  Compliance  with  House  Report  2288,  85th  Congress 


APRIL  3,  1959 


Printed  for  the  use  of  the  Committee  on  Ways  and  Means 


[COMMITTEE  PRINT] 


HOSPITALIZATION  INSURANCE 
FOR  OASDI  BENEFICIARIES 


REPORT 

SUBMITTED  TO  THE 

COMMITTEE  ON  WAYS  AND  MEANS 

BY  THE 

SECRETARY  OF  HEALTH,  EDUCATION,  AND  WELFARE 
In  Compliance  with  House  Report  2288,  85th  Congress 


APRIL  3,  1959 


Printed  for  the  use  of  the  Committee  on  Ways  and  Means 


COMMITTEE  ON  WATS  AND  MEANS 


WILBUR  D.  MILLS,  Arkansas,  Chairman 


AIME  J.  FORAND,  Rhode  Island 
CECIL  R.  KINO,  California 
THOMAS  J.  O'BRIEN,  Illinois 
HALE  BOOGS,  Louisiana 
EUGENE  J.  KEOGH,  New  York 
BURR  P.  HARRISON,  Virginia 
FRANK  M.  KARSTEN,  Missouri 
A.  S.  HERLONG,  Je.,  Florida 
FRANK  IKARD,  Texas 

THADDEUS  M.  MACHROWICZ,  Michigan 
JAMES  B.  FRAZIER,  Jr.,  Tennessee 
WILLIAM  J.  OREEN,  Jr.,  Pennsylvania 
JOHN  C.  WATTS,  Kentucky 
LEE  METCALF.  Montana 


RICHARD  M.  SIMPSON,  Pennsylvania 
NOAH  M.  MASON,  Illinois 
JOHN  W.  BYRNES,  Wisconsin 
HOWARD  H.  BAKER,  Tennessee 
THOMAS  B.  CURTIS,  Missouri 
VICTOR  A.  KNOX,  Michigan 
JAMES  B.  UTT,  California 
JACKSON  E.  BETTS,  Ohio 
BRUCE  ALGER,  Texas 
ALBERT  H.  BOSCH,  New  York 


Leo  H.  Irwin,  Chief  Counsel 
John  M.  MARTrN,  Jr.,  Assistant  Chie)  Counsel 
Thomas  A.  Martin,  Minority  Counsel 
Gerard  M.  Brannon,  Professional  Staff 


LETTER  OF  SUBMITTAL 


April  2, 1959. 

Hon.  Wilbur  D.  Mills, 

Chairman,  Committee  on  Ways  and  Means,  House  of  Representatives, 
Washington,  D.C. 

Dear  Mr.  Chairman  :  I  have  the  honor  to  submit  the  report  on 
"Hospitalization  Insurance  for  Old-Age,  Survivors,  and  Disability 
Insurance  Beneficiaries." 

This  report  is  made  in  compliance  with  the  request  of  your  com- 
mittee in  its  report  to  accompany  H.R.  13549,  Social  Security  Act 
Amendments  of  1958  (85th  Cong.,  2d  sess.,  H.  Kept.  2288). 

You  will  recognize  that  the  enclosed  report  contains  the  review  and 
summary  of  a  considerable  body  of  information  bearing  on  the  ques- 
tions posed  by  your  committee.  Data  from  several  recent  national 
surveys  make  possible  a  current  assessment  of  the  medical  care  prob- 
lems of  older  persons  and  provide  a  basis  for  the  cost  estimates  re- 
quested by  the  committee.  I  am  sure  you  realize  that  these  problems 
are  constantly  under  study,  and  that  there  is  considerable  activity 
throughout  the  country  in  an  effort  to  develop  better  hospitalization 
insurance  protection  for  the  aged  population. 

The  report  presents  information  on  the  characteristics  of  the  aged 
population,  current  levels  of  use  of  hospitals  and  expenditures  for 
medical  care  by  aged  persons,  factors  influencing  trends  in  costs  of 
medical  care,  and  present  methods  of  financing  hospital  care  for  the 
aged.  It  also  presents  estimates  of  the  costs  and  discusses  the  admin- 
istrative implications  of  providing  hospital  and  nursing  home  care 
insurance  through  the  old-age,  survivors,  and  disability  insurance 
mechanism.  The  report  also  discusses  several  alternative  methods  of 
helping  the  aged  meet  these  costs. 

We  nave  attempted  to  present  the  most  important  factual  informa- 
tion bearing  on  this  subject  in  the  most  objective  possible  mamier. 

In  addition,  the  introduction  identifies  the  arguments  that  are  ad- 
vanced both  for  and  against  Federal  action  in  this  area.  We  have 
not,  however,  attempted  to  present  conclusions  and  recommendations 
based  on  this  discussion.  This,  we  felt,  was  an  undertaking  which 
should  be  deferred  until  after  the  factual  information  bearing  on  the 
subject  had  been  brought  together  in  as  complete  and  objective  a  man- 
ner as  possible.  That  has  been  our  aim  in  this  report.  We  trust  the 
committee  will  find  that  it  contains  the  material  necessary  for  full 
consideration  of  the  problems  which  led  to  its  request  for  the  study. 

Having  completed  this  compilation,  we  are  now  proceeding  with  an 
analysis  of  the  policy  issues  involved  with  a  view  to  developing  spe- 
cific recommendations. 
Sincerely  yours, 

Arthur  S.  Flemming,  Secretary. 
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HOSPITALIZATION  INSURANCE  FOR  OLD-AGE,  SURVIVORS,  AND 
DISABILITY  INSURANCE  BENEFICIARIES 


INTRODUCTION 

In  response  to  a  request  from  the  Ways  and  Means  Committee  of 
the  House  of  Representatives,  this  report  has  been  prepared  to  present 
the  results  of  a  study  of  alternative  ways  of  providing  insurance  to 
finance  hospital  and  nursing  home  care  for  old-age,  survivors,  and 
disability  insurance  beneficiaries,  and  of  the  practicability  and  costs  of 
the  several  methods  considered. 

The  primary  purpose  of  this  introduction  is  to  identify  the  argu- 
ments that  are  advanced  both  for  and  against  Federal  action  in  this 
area. 

There  is  general  agreement  that  a  problem  does  exist.  The  rising 
cost  of  medical  care,  and  particularly  of  hospital  care,  over  the  past 
decade  has  been  felt  by  persons  of  all  ages.  Older  persons  have  larger 
than  average  medical  care  needs.  As  a  group  they  use  about  two  and 
a  half  times  as  much  general  hospital  care  as  the  average  for  persons 
under  age  65,  and  they  have  special  need  for  long-term  institutional 
care.  Their  incomes  are  generally  considerably  lower  than  those  of  the 
rest  of  the  population,  and  in  many  cases  are  either  fixed  or  declining  in 
amount.  They  have  less  opportunity  than  employed  persons  to  spread 
the  cost  burden  through  health  insurance.  A  larger  proportion  of  the 
aged  than  of  other  persons  must  turn  to  public  assistance  for  payment 
or  their  medical  bills  or  rely  on  "free"  care  from  hospitals  and  physi- 
cians. Because  both  the  number  and  proportion  of  older  persons  in 
the  population  are  increasing,  a  satisfactory  solution  to  the  problem 
of  paying  for  adequate  medical  care  for  the  aged  will  become  more 
rather  than  less  important. 

In  our  society  the  existence  of  a  problem  does  not  necessarily  indi- 
cate that  action  by  the  Federal  Government  is  desirable.  The  basic 
question  is :  Should  the  Federal  Government  at  this  time  undertake  a 
new  program  to  help  pay  the  costs  of  hospital  or  medical  care  for 
the  aged,  or  should  it  wait  and  see  how  effectively  private  health  insur- 
ance can  be  expanded  to  provide  the  needed  protection  for  older 
persons  ? 

Reasons  Advanced  as  to  Why  the  Federal  Government  Should 

Not  Take  Action 

Here  are  some  of  the  reasons  that  are  advanced  by  those  who  sup- 
port the  adoption  of  a  "wait  and  see"  position : 

1.  As  recently  as  early  1952,  only  about  25  percent  of  the  12.7  million 
persons  aged  65  and  over  had  any  form  of  health  insurance.  Today 
about  40  percent  of  the  15.3  million  persons  in  this  age  group  have 
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some  type  of  health  insurance.  Whereas  a  decade  ago,  few  insurance 
plans  were  open  to  older  persons,  many  prepayment  plans  and  insur- 
ance companies  now  provide  such  coverage  and  others  are  experi- 
menting with  special  arrangements  to  cover  the  aged. 

It  is  reasonable  to  expect  that  the  proportion  of  the  aged  population 
covered  by  voluntary  insurance  will  increase,  and  perhaps  for  a  time 
at  a  faster  rate  than  over  the  past  6  years.  However,  as  the  propor- 
tion rises,  further  increases  become  relatively  more  difficult  to  achieve. 
If  the  same  average  yearly  increase  in  the  proportion  covered  as  that 
during  the  past  few  years  is  maintained,  private  hospital  insurance 
will  reach  about  5G  percent  of  the  aged  population  in  1965  and  68  per- 
cent in  1970.  If  the  same  increase  in  coverage  of  OASDI  beneficiaries 
that  was  recorded  between  1951  and  1957  continues,  about  70  percent 
of  the  aged  beneficiary  group  will  have  some  form  of  health  insurance 
by  1965. 

If  recognition  is  given  to  the  fact  that  voluntary  insurance  may 
never  be  able  to  reach  certain  groups — for  example,  persons  already 
in  long-stay  institutions,  those  with  the  very  lowest  incomes  and 
others  for  whom  the  premium  cost  of  individually  purchased  insur- 
ance is  more  than  they  are  able  to  pay — the  present  achievement  of 
voluntary  insurance  in  relation  to  its  potential  is  even  greater  than 
the  40-percent  coverage  of  persons  65  and  over  would  suggest.  It 
is  recognized,  of  course,  that  a  part  of  the  problem  will  remain  even 
after  private  insurance  has  reached  its  maximum  development. 

2.  A  compulsory  program  to  provide  insurance  against  the  cost  of 
hospital  care  for  OASDI  beneficiaries  or  other  aged  persons  would 
in  large  part  undercut  voluntary  efforts  to  meet  this  particular  need. 
Some  older  persons  would  purchase  insurance  to  cover  the  cost  of 
types  of  services  not  covered  by  the  Government  program,  such  as 
private  room  accommodations  in  the  hospital  or  surgery  or  physicians' 
home  and  office  visits.  But  there  would  be  little  opportunity  left  for 
private  insurance  against  the  cost  of  those  hospital  services  that  were 
paid  for  by  the  Government  program.  A  decision  to  initiate  a  com- 
pulsory insurance  program  would  be  virtually  irreversible. 

3.  Pressures  would  develop  for  extending  a  hospital  benefits  pro- 
gram to  include  other  components  of  the  medical  care  bill.  The  costs 
of  short-term  hospitalization  on  the  average  represent  between  25  and 
30  percent  of  the  present  medical  care  bill  for  the  aged.  Furthermore, 
voluntary  insurance  coverage  of  medical  expenditures  other  than  hos- 
pital bills  is  much  less  adequate  than  that  for  hospital  benefits.  Thus 
it  would  be  difficult  to  limit  a  Government  program  to  hospital  or 
hospital  and  nursing  home  benefits.  The  eventual  cost  burden  that 
might  result  if  an  initial  program  of  hospital  benefits  were  expanded 
to  include  other  types  of  service  could  be  at  least  two  or  three  times  as 
large  as  the  cost  for  hospital  benefits  alone. 

4.  It  is  difficult  to  estimate  with  any  accuracy  the  future  cost  of 
medical  care.  Many  persons  are  concerned  with  increases  in  medical 
costs  beyond  those  originally  anticipated  that  have  occurred  in  other 
programs.  They  believe  that  the  eventual  costs  of  hospital  benefits 
alone  may  be  much  more  than  the  estimated  cost  based  on  current 
practices  and  experience. 

5.  Pressures  would  also  develop  for  extending  insurance  against  the 
cost  of  hospital  and  other  medical  care  to  the  working  population  and 
their  dependents.   Workers  who  were  paying  social  security  taxes 
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to  cover  the  cost  of  health  benefits  in  old  age  might  object  to  waiting 
until  they  reached  retirement  age  to  get  such  protection  and  be  willing 
to  pay  additional  contributions  in  order  to  have  such  insurance  for 
themselves  and  their  dependents  immediately.  A  decision  to  pro- 
vide hospital  insurance  for  the  aged  might  thus  lead  to  much  more 
far-reaching  Government  action. 

6.  Federal  action  would  result  in  a  diminution  of  responsiveness  to 
varying  individual  and  local  situations,  and  the  attenuation  of  per- 
sonal relationships  and  personal  concern  which  almost  inevitably  ac- 
companies a  displacement  of  local  and  private  arrangements  by  cen- 
tralized governmental  programs. 

Reasons  Advanced  as  to  Why  the  Federal  Government  Should 

Act 

Here  are  some  of  the  reasons  advanced  by  those  who  believe  this 
problem  can  only  be  solved  through  action  by  the  Federal  Government : 

1.  A  decision  against  Government  action  at  this  time  would  merely 
postpone  an  effective  solution  of  the  problem  of  medical  costs  for  many 
of  the  aged.  The  basic  difficulty  that  private  insurance  faces  in  its 
efforts  to  extend  hospital  insurance  protection  to  the  aged  is  that  they 
are  a  high-risk,  high-cost  group.  A  premium  charge  based  on  the 
experience  and  covering  the  entire  cost  of  a  reasonable  level  of  pro- 
tection for  an  aged  group  will  be  higher  than  many  aged  persons  can 
afford  to  pay.  Existing  insurance  has  attempted  to  meet  this  situation 
by  scaling  down  the  benefits  and  protection  provided,  by  spreading 
part  of  the  cost  over  younger  age  groups,  or  by  a  combination  of  these 
methods.  Limited  protection  leaves  a  large  part  of  the  original  prob- 
lem unsolved.  If  the  higher  than  average  cost  of  adequate  medical 
care  for  the  aged  is  accepted  as  a  social  cost  that  should  be  shared  by 
the  entire  community,  Government  is  in  a  better  position  than  private 
industry  to  distribute  the  cost  burden  broadly  and  equitably. 

2.  It  is  possible  that  a  public  program  of  hospital  benefits  for  the 
aged — by  taking  over  this  special  problem — would  help  assure  the 
continued  acceptance  of  private  insurance  and  prepayment  arrange- 
ments as  the  method  of  handling  the  costs  of  medical  care  for  the  great 
majority  of  the  population.  A  broad  spreading  of  the  risk  and  costs 
can  be  much  more  readily  achieved  by  private  insurance  for  the  em- 
ployed members  of  the  population  under  65  and  their  dependents  than 
for  the  entire  population.  Employee  benefit  plans  would  also  be  re- 
lieved of  the  special  charge  which  some  of  them  are  now  carrying 
through  various  methods  of  continuing  health  insurance  coverage 
for  retired  persons,  thus  removing  these  costs  as  a  possible  deterrent 
to  employment  of  older  workers  and  lessening  the  pressures  against 
changes  of  jobs. 

3.  A  publicly  supported  program  of  hospital  benefits  for  the  aged 
could  provide  more  extensive  and  more  adequate  protection  than 
has  characterized  much  of  the  private  insurance  available  to  aged 
persons.  There  would  be  no  lifetime  limits  on  the  total  costs  that 
would  be  covered,  no  cancellation  of  the  insurance,  no  exclusion  of 
preexisting  conditions,  and  there  could  well  be  a  higher  maximum 
than  is  usual  in  insurance  company  policies  on  the  number  of  days  of 
hospital  care  that  would  be  paid  for  during  a  year,  as  well  as  coverage 
of  the  cost  of  all  hospital  extras. 


4 


HOSPITALIZATION  INSURANCE 


4.  A  little  over  70  percent  of  all  persons  aged  65  and  over  are  now 
eligible  for  benefits  under  the  OASDI  program.  Eventually  more 
than  9  in  10  aged  persons  will  be  eligible.  The  OASDI  mechanism 
provides  a  ready  and  equitable  method  of  spreading  the  cost  of 
hospital  care  for  the  aged  over  the  entire  working  population.  A 
small  increase  in  the  present  social  security  taxes  would  provide  im- 
mediate protection  for  those  now  eligible  for  benefits.  Persons  now 
at  work  would  in  turn  become  entitled  to  the  same  protection  when 
they  reached  retirement  age.  The  individual's  contribution  toward 
the  cost  of  medical  care  in  old  age  would  be  spread  over  his  working 
lifetime  without  breaks  in  coverage  due  to  change  of  residence  or 
employment. 

5.  For  any  specified  level  of  protection,  the  cost  of  hospital  in- 
surance under  OASDI  would  be  relatively  low  because  of  the  size 
of  the  group,  the  compulsory  coverage  resulting  in  lack  of  adverse 
selection  and  the  fact  that  the  collection  of  contributions  and  identifi- 
cation of  eligible  persons  would  utilize  existing  tax  reports  and  wage 
records. 

Fears  as  to  rising  costs  under  a  public  program  are  often  greatly 
exaggerated.  Costs  may  rise  in  absolute  terms  without  an  increase 
in  costs  in  relation  to  the  gross  national  product  or  in  costs  as  a  per- 
cent of  taxable  payrolls.  Changes  in  medical  knowledge  and  practice 
that  no  one  can  foresee  may,  of  course,  substantially  increase  or  decrease 
future  medical  costs.  Such  changes  would  affect  the  total  resources 
used  for  medical  services  no  matter  what  method  of  paying  for  care 
was  involved. 

The  first  four  chapters  of  the  following  report  summarize  the  most 
recent  available  data  concerning  (1)  the  characteristics  of  the  present 
OASDI  beneficiaries  and  of  the  total  aged  population,  (2)  the  use  of 
hospitals  and  nursing  homes  by  aged  persons  and  their  total  medical 
costs  and  expenditures,  (3)  past  and  possible  future  trends  in  the 
overall  cost  of  hospital  and  medical  care,  (4)  the  existing  health 
insurance  coverage  of  aged  persons  and  the  methods  that  are  being 
used  by  private  insurance  in  an  effort  to  expand  coverage,  and  current 
governmental  provisions  for  medical  care  of  older  persons. 

The  fifth  chapter  discusses  the  use  of  the  OASDI  mechanism  to 
provide  insurance  for  OASDI  beneficiaries  against  the  cost  of  hospital 
and  nursing  home  care.  The  final  chapter  discusses  several  other 
methods  of  helping  the  aged  to  meet  these  costs.  Cost  estimates  are 
given  for  each  of  the  methods  considered. 


CHAPTER  I 


OASDI  BENEFICIARIES  AND  OTHER  AGED  PERSONS — 
THEIR  CHARACTERISTICS 

The  U.S.  population  aged  65  and  over  now  numbers  151,4$  million 
and  is  increasing  at  the  rate  of  about  1  million  every  3  years  (1 ) .  The 
growth  of  the  aged  group,  both  in  absolute  numbers  and  in  relation 
to  the  total  population,  has  been  accompanied  by  increasing  concern 
about  their  problems.  One  of  these  is  the  problem  of  medical  care : 
How  can  higher  than  average  medical  needs  be  financed  out  of  lower 
than  average  financial  resources? 

Of  the  15%  million  people  65  and  over,  9  3  million  are  now  drawing 
benefits  under  OASDI  (at  the  beginning  of  1959).  Another  1.6 
million  are  eligible  to  receive  benefits  when  they  or  their  husbands 
retire.  Together,  these  groups  comprise  about  seven-tenths  of  our 
total  population  aged  65  and  over,  a  proportion  that  will  rise  in  the 
years  ahead. 

As  suggested  in  the  request  of  the  House  Ways  and  Means  Com- 
mittee, this  study  is  directed  primarily  to  the  question  of  alternative 
ways  of  providing  insurance  against  the  cost  of  hospital  and  nursing 
home  care  for  OASDI  beneficiaries.  Any  solution  directed  at  the 
beneficiaries  of  the  insurance  system  would  affect  a  major  portion  of 
our  present  aged  population,  and  an  increasingly  larger  segment  in 
the  future.  Those  who  would  be  left  out  are  persons  who  were  already 
too  old  to  gain  the  protection  of  an  insurance  system  based  on  par- 
ticipation in  covered  employment  or  whose  earnings  have  been  too  low 
to  qualify  them  for  benefits.  Almost  2  million  of  the  nonbeneficiary 
group  now  depend  primarily  on  old-age  assistance  for  their  income. 

To  round  out  the  picture  of  the  medical  care  problems  of  older 
persons,  some  attention  is  given  to  the  characteristics  and  medical 
needs  of  all  persons  65  and  over  and  to  the  types  and  extent  of  medical 
care  now  available  under  public  assistance  and  r  Jier  public  programs. 

If  all  beneficiaries  of  the  OASDI  program  were  to  be  included 
under  health  insurance  arrangements,  such  a  plan  would  also  en- 
compass persons  of  other  ages  who,  although  perhaps  not  having 
needs  for  medical  care  to  the  same  degree  as  older  people,  encounter 
much  the  same  problems  in  paying  medical  costs  out  of  reduced  in- 
come. In  addition  to  the  9.3  million  persons  aged  65  and  over  and 
more  than  800,000  women  aged  62-64,  the  beneficiary  rolls  now  include 
about  2  million  young  survivors  and  dependents — widowed  mothers 
and  their  children,  children  of  retired  workers  and  disabled  children 
over  18 — and  240,000  disabled  persons  aged  50-64. 

Characteristics  of  Our  Present  Aged  Population 

As  the  years  go  on,  the  aged  group  under  the  OASDI  program  will 
become  virtually  the  same  as  our  total  aged  population.    At  present, 
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however,  there  are  still  considerable  numbers  of  aged  persons  who  had 
no  opportunity  to  become  beneficiaries  of  the  program.  The  following 
analysis  of  the  characteristics  of  the  beneficiary  population  is,  there- 
fore, focused  against  a  backdrop  that  includes  all  persons  65  and  over. 
It  draws  upon  the  findings  of  the  national  survey  of  old-age  and 
survivor  insurance  beneficiaries  conducted  late  in  1957  (£). 

Age  and  sex 

Of  all  persons  65  and  over,  more  than  one-third  have  passed  their 
75th  birthday.  Almost  one  in  seven  is  an  octogenarian.  Women 
outnumber  men  in  the  population  past  65,  by  a  ratio  of  nearly  120 
to  100.  The  excess  of  women  to  men  increases  with  each  5-year  age 
group,  reaching  140  to  100  at  age  85  and  over. 

The  age  distribution  of  the  present  OASDI  beneficiary  population 
differs  significantly  from  that  of  the  total  aged  population.  Only 
28  percent  of  the  beneficiaries — in  contrast  to  34  percent  in  the  total 
aged  population — are  past  75.  Fewer  than  1  in  10  is  an  octogenarian. 
And,  among  persons  65  and  over  drawing  OASDI  benefits,  men 
slightly  outnumber  women— 102  to  100.  In  the  age  group  of  85  and 
over,  however,  the  ratio  of  men  to  women  was  165  to  100  at  the  end 
of  1957. 

Such  a  disparity  is  to  be  expected  in  the  early  years  of  a  social 
insurance  system  where  the  primary  basis  of  eligibility  is  employ- 
ment. (The  opposite  situation  is  found,  of  course,  under  the  old-age 
assistance  programs,  with  164  aged  women  for  every  100  aged  men.) 

Several  factors  account  for  these  differences.  The  age  at  which 
male  workers  have  started  drawing  old-age  benefits  has  averaged  68- 
69  years  (<?).  As  a  result,  men  beneficiaries  are  somewhat  older  than 
the  total  male  population  aged  65  and  over.  Women  beneficiaries 
who  are  65  and  over,  on  the  other  hand,  average  more  than  a  year 
younger  than  all  aged  women  in  the  population.  The  population's 
very  oldest  women  are  underrepresented  in  the  beneficiary  group 
(they  are  found  instead  among  the  assistance  recipients).  Not  work- 
ers themselves,  many  of  these  older  women  were  already  widowed 
when  the  insurance  system  began,  or  were  wives  (many  of  whom  are 
now  widowed)  of  men  already  out  of  the  labor  force. 

In  time,  this  age  difference  for  the  women  will  be  largely  eliminated. 
For  the  men,  however,  the  difference  reflects  retirement  practice  rather 
than  immaturity  of  the  insurance  system  and  can  thus  be  expected 
to  continue.  If  the  "beneficiary  population"  is  thought  of  as  in- 
cluding men  who  would  be  eligible  for  benefits  were  they  not  still  at 
work,  however,  any  difference  between  the  age  distribution  of  this 
group  and  the  total  male  population  65  and  over  would  probably  be 
negligible. 

These  age  differences  color  many  of  the  comparisons  of  the  bene- 
ficiary population  with  the  total  aged  population.  For  men,  the 
differences  are  accentuated  when  findings  from  the  beneficiary  survey 
are  used — because  beneficiaries  were  included  in  the  survey  only  if 
they  had  been  on  the  rolls  for  at  least  a  year  and  thus  tended  to  be 
older  than  all  beneficiaries. 

Marital  status 

The  fact  that  women  live  longer  than  men,  combined  with  a  tendency 
for  men  to  marry  women  younger  than  themselves,  results  in  an  aged 
population  that  contains  a  great  many  widows.    Of  all  women  65 
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and  over,  more  than  half  (55  percent)  are  widows.  Only  one  out 
of  every  three  aged  women,  but  as  many  as  two  out  of  three  men,  are 
married  and  living  with  the  spouse.  Of  the  married  couples  in  the 
total  aged  population,  almost  half  include  a  spouse  under  65 — with  the 
younger  partner  almost  always  the  wife. 

Men  beneficiaries  of  OASDI  are  about  as  likely  as  other  aged  men 
to  be  married  and  living  with  their  wives.  Women  beneficiaries,  on 
the  other  hand,  are  more  likely  than  other  aged  women,  being  younger, 
to  be  married.  Indeed,  close  to  half  of  those  in  the  1957  survey  were 
married  and  living  with  their  husband.  Of  the  married  couples  with 
one  or  both  members  receiving  an  OASDI  benefit,  less  than  three- 
tenths  included  one  spouse  under  age  65.  Information  is  not  yet 
available  from  the  survey  as  to  the  proportion  of  all  women  beneficiar- 
ies who  were  widows,  but  it  is  obviously  smaller  than  for  the  total 
aged  population. 

Living  arrangements 

The  vast  majority  of  all  aged  persons — about  eight-tenths  of  the 
men  and  seven-tenths  of  the  women— live  with  a  relative.  For  the 
men,  this  related  person  is  usually  the  wife;  two-thirds  of  those  65 
and  over,  as  previously  noted,  and  more  than  half  of  those  75  and  over, 
are  living  with  their  wives.  Because  women  tend  to  outlive  their 
husbands,  their  living  arrangements  are  different.  They  are  no  more 
likely  to  be  living  with  their  husband  than  with  a  son,  daughter,  or 
other  relative.  This  is  especially  true  at  the  older  ages.  Of  the 
women  75  and  over,  only  2  in  10  are  living  with  their  husbands ;  be- 
tween four-tenths  and  five-tenths  live  with  other  relatives,  while 
more  than  three-tenths  live  alone  or  with  nonrelatives. 

While  a  relatively  small  proportion  of  the  total  aged  population 
lives  in  institutions,  this  proportion  rose  rapidly  between  1940  and 
1950.  Of  all  people  65  and  over,  3.14  percent  were  in  institutions  in 
1950  as  compared  with  2.46  percent  in  1940.  Over  the  decade,  the 
largest  relative  increase  in  the  aged  institutional  population  took  place 
in  homes  for  the  aged  and  in  nursing  homes,  but  the  number  in  hos- 
pitals for  the  mentally  ill  increased  almost  as  rapidly.  Information 
on  changes  since  1950  will  not  be  available  for  the  total  aged  popula- 
tion until  the  1960  census  results  become  available. 

A  detailed  description  of  the  living  arrangements  of  beneficiaries 
in  1957,  by  martial  status,  can  be  drawn  from  the  beneficiary  survey. 
Of  the  couples,  three-fourths  lived  alone ;  most  of  the  rest  who  shared 
living  arrangements  were  in  their  own  home  rather  than  in  the  home 
of  a  relative.  Almost  three-fifths  of  the  nonmarried  retired  workers 
lived  alone,  and  more  than  one-fifth  lived  in  a  relative's  home.  Of 
the  widows,  almost  as  many  lived  with  others  as  lived  by  themselves, 
probably  a  reflection  of  their  advanced  age.  Three  percent  of  the  non- 
married  retired  workers  and  4  percent  of  the  widows  were  living  in 
institutions  at  the  end  of  the  survey  year. 

Sources  and  amount  of  income  and  assets  (4) 

In  June  1958,  one  in  every  five  persons  65  and  over  had  a  paying 
job.  When  women  who  are  not  themselves  earners  but  are  married 
to  earners  are  included,  the  proportion  of  the  aged  population  with 
some  money  income  from  employment  is  raised  to  just  over  one- fourth 
or  almost  4  million  people.    Fully  two-fifths  of  this  group  would  be 
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drawing  benefits  under  the  OASDI  program  were  it  not  for  employ- 
ment. Many  of  the  remainder  with  earnings  have  only  part-time  or 
intermittent  work  and  are  at  the  same  time  drawing  benefits. 

The  8.8  million  persons  over  .65  who  were  drawing  benefits  in  June 
1958  under  the  OASDI  program  accounted  for  58  percent  of  all  aged 
persons — 64  percent  of  the  aged  men  and  53  percent  of  the  aged  women. 
Substantially  all  the  men  were  drawing  benefits  as  retired  workers. 
Of  the  women  beneficiaries,  42  percent  were  receiving  benefits  on  the 
basis  of  their  own  wage  record ;  more  than  one-third  were  drawing  a 
wife's  benefit  and  almost  all  the  remaining  a  widow's  benefit. 

About  2.5  million  persons,  or  16  percent  of  the  aged  population, 
received  old-age  assistance  in  June  1958.  Of  these,  1.9  million — 
about  two-thirds  of  them  women — received  their  major  support  from 
assistance.  The  remainder  were  receiving  assistance  payments  to 
supplement  insurance  benefits  that  were  inadequate  for  their  needs. 

Some  of  the  persons  not  having  earnings  or  income  from  the  basic 
social  insurance  or  public  assistance  program  could  count  on  income 
from  the  railroad  retirement  program,  from  Government  employees' 
systems  or  from  veterans'  compensation  and  pension  programs.  In  all 
there  were  well  over  a  million  aged  persons  who  received  benefits  in 
mid-1958  because  of  the  retirement  or  death  of  a  railroad  worker  or 
Government  employee  and  some  900,000  who  received  veterans'  pen- 
sions or  compensation  payments  because  of  previous  military  service. 
Some  of  them  also  had  earnings,  OASDI  benefits  or  public  assistance; 
others  did  not. 

Obviously,  the  aged  are  a  diverse  group  with  respect  to  sources  of 
income.  Except  for  full-time  earnings,  however,  these  sources  are,  by 
their  very  nature,  the  kind  that  do  not  yield  large  amounts  of  income. 
In  mid-1958  benefits  paid  to  retired  workers  under  OASDI,  for  ex- 
ample, were  averaging  something  over  $66  a  month  (roughly  $800  a 
year) ,  and  old-age  assistance  payments,  a  little  over  $61  (not  quite  $750 
a  year) .  The  1958  amendments  provided  an  increase  of  approximately 
7  percent  in  OASDI  benefits,  effective  at  the  beginning  of  1959.  Old"- 
age  assistance  payments  averaged  $64  in  December  1958. 

Many  of  the  aged  have  income  from  more  than  one  of  these  sources 
or  from  these  sources  and  private  pensions  and  savings.  But  even  in 
combination,  these  sources  yield  relatively  low  money  incomes  for  the 

treat  bulk  of  the  aged  population.  Thus,  both  in  1956  and  1957  three- 
fths  of  all  people  65  and  over  had  less  than  $1,000  in  money  income 


HOSPITALIZATION  INSURANCE 


9 


and  only  one-fifth  had  more  than  $2,000.  Of  the  men,  two  in  five  had 
less  than  $1,000  and  one  in  three  had  $2,000  or  more.  Of  the  couples 
with  the  husband  aged  65  or  over  who  had  their  own  household  and 
did  not  share  it  with  relatives — generally  the  most  well  to  do  among 
the  aged — almost  half  had  cash  incomes  of  less  than  $2,000  in  1956  and 
15  percent  reported  incomes  of  $5,000  or  more.  Half  the  aged  persons 
living  alone  or  with  nonrelatives  (not  in  institutions)  had  incomes  of 
$900  or  more,  half  had  less.  Nonmarried  aged  persons  living  with 
relatives  had  on  the  average  even  less. 

A  number  of  the  aged  have  available  as  an  additional  source  of  funds 
the  assets  accumulated  in  earlier  years — in  fact,  their  assets  tend  to 
be  greater  than  those  of  younger  persons  with  the  same  income — but 
it  is  likely  to  be  those  with  relatively  high  income  who  have  substantial 
holdings.  A  survey  made  for  the  Federal  Reserve  Board  early  in  1957 
found  that  45  percent  of  all  spending  units  headed  by  a  person  aged 
65  or  over  had  financial  assets  of  less  than  $500  or  none  at  all  and  35 
percent  had  $2,000  or  more,  including  11  percent  with  holdings  of 
$10,000  or  more.  Of  this  latter  group,  two-fifths  had  money  incomes 
of  at  least  $5,000  and  one-fifth  of  $3,000  to  $5,000,  whereas  of  the 
aged  spending  units  whose  financial  assets  amounted  to  less  than  $1,000, 
90  percent  had  incomes  of  less  than  $3,000. 

The  money  income  position  and  asset  holdings  of  aged  beneficiaries 
may  be  illustrated  by  data  from  the  beneficiary  survey  for  retired 
couples  in  which  both  husband  and  wife  were  entitled  to  benefits 
throughout  the  survey  year.  The  income  of  single  retired  workers  is 
roughly  half  that  of  the  couples  and  the  income  of  widows  is  some- 
what lower  than  that  of  single  workers. 

The  median  total  money  income  of  retired  beneficiary  couples  in 
1957  was  $2,190,  or  $183  a  month.  The  couple  characteristically  had 
some  income  other  than  benefits,  with  half  having  $900  or  more  of 
such  income  for  the  year.  But  the  source  of  this  additional  income 
was  such  that  it  could  not  reasonably  be  expected  to  continue  in  future 
years  in  approximately  the  same  amount  as  in  the  survey  year.  The 
average  couple  had  no  income  from  an  employer  or  union  pension 
(just  over  one-fourth  had  income  from  this  source)  or  from  veterans' 
compensation  and  pension  payments  (fewer  than  1  in  20  couples  had 
such  payments) . 
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PERCENT  DISTRIBUTION  OF  AGED  OASI  BENEFICIARIES 
BY  TOTAL  MONEY  INCOME,  1957 
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The  typical  retired  couple  did  not  receive  income  from  public  assist- 
ance, nor  did  relatives  outside  the  household  contribute  money  to  their 
support.  Only  6  and  5  percent,  respectively,  reported  these  sources 
of  supplemental  income.  The  majority  of  the  couples  had  some  in- 
come from  assets — interest,  dividends,  or  rental  income;  for  couples 
with  such  income,  half  had  $200  or  more  for  the  year.  Earnings 
were  not  a  source  of  income  for  the  retired  worker  in  most  of  the 
couples  but  of  the  37  percent  who  had  earnings,  half  earned  more 
than  $1,030  during  the  year. 

These  retired  couples  had  a  median  net  worth  of  $9,620.  Liquid 
assets,  stocks,  bonds,  and  owned  mortgages  together  accounted  for 
a  relatively  small  part  of  net  worth;  only  half  had  as  much  as 
$1,580  in  such  assets.  An  equity  in  the  home  was  of  major  importance. 
Almost  three  in  every  four  beneficiary  couples  owned  their  own 
homes — most  of  them  free  of  mortgage — and  the  median  equity  in 
nonfarm  homes  for  the  homeowners  was  $8,360. 

The  majority  of  the  couples  (7  out  of  10)  carried  some  life  insur- 
ance.   For  those  with  life  insurance  the  median  face  value  was  $1,810. 

Beneficiaries  in  the  Future 

With  seven-tenths  of  our  aged  population  now  eligible  for  benefits, 
it  seems  reasonable  to  assume  that  beneficiaries  today  are  fairly  rep- 
resentative of  beneficiaries  in  the  years  immediately  ahead.  Increas- 
ingly, the  beneficiary  population  will  become  more  nearly  synonymous 
with  the  total  aged  population.  It  is  estimated  that  over  three- fourths 
of  the  aged  population  will  be  eligible  for  benefits  in  1970,  and  over 
80  percent  in  1980. 

Any  assessment  of  the  probable  situation  of  beneficiaries  in  the 
future  must  take  account  of  the  fact  that  persons  on  the  beneficiary 
rolls  are  getting  progressively  older.  Of  the  beneficiaries  65  and 
over  at  the  end  of  1957,  there  were  28  percent  who  had  passed  their 
75th  birthday.  This  is  in  contrast  to  the  situation  10  years  earlier 
when  only  20  percent  of  the  aged  beneficiaries  were  of  such  an  advanced 
age.  The  aging  of  the  beneficiary  rolls  can  be  expected  to  be  accom- 
panied not  only  by  higher  medical  costs  but  by  the  using  up  of 
savings  and  less  opportunity  to  supplement  benefits  with  earnings. 
Of  the  retired  worker  beneficiaries  surveyed  in  1957,  7  in  10  who 
were  not  employed  at  the  end  of  the  year  reported  themselves  not  well 
enough  to  work.  This  proportion  ranged  from  about  6  in  10  at 
the  lower  ages  to  about  8  in  10  at  the  most  advanced  ages. 

Improvement  in  the  cash  income  position  of  beneficiaries  can  reason- 
ably be  expected,  if  for  no  other  reason  than  that  the  benefit  itself  is 
increasing  as  a  result  of  higher  wage  levels.  Prior  to  the  effect  of  the 
1958  amendments,  the  average  old-age  benefit  awarded  in  a  given 
month  was  running  $9  to  $10  Tiigher  than  the  average  benefit  received 
by  all  those  in  current  payment  status.  The  1958  amendments  pro- 
vided an  increase  of  roughly  7  percent  in  these  benefits  in  recognition 
of  changes  in  purchasing  power  since  1954,  and  raised  the  maximum 
annual  earnings  base  for  benefits  and  contributions  from  $4,200  to 
$4,800. 
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It  is  not  so  easy  to  forecast  other  changes  in  the  economic  situation 
of  aged  beneficiaries  in  the  years  ahead.  Between  1951  and  1957  the 
average  total  money  income  of  retired  workers  on  the  OASI  rolls 
went  up  roughly  50  percent,  much  more  than  the  rise  in  consumer 
prices.  The  net  worth  of  beneficiaries  also  rose  substantially  in  dol- 
lar terms  but  much  of  this  increase  resulted  from  a  higher  valuation 
of  the  owned  home,  the  most  usual  asset  of  aged  persons. 

Earnings  were  more  important  as  a  supplement  to  benefits  in  1957 
tha  in  1951,  reflecting  liberalization  of  the  retirement  test  and  the 
addition  to  the  benefit  rolls  of  self-employed  persons  who  tend  to 
continue  at  work  longer  than  wage  or  salaried  employees. 

Nevertheless,  the  proportion  of  beneficiaries  for  whom  benefits  re- 
mained practically  the  sole  source  of  cash  income  was  almost  un- 
changed between  1951  and  1957.  In  the  case  of  retired  couples,  for 
example,  while  the  proportion  with  as  much  as  $1,500  in  addition  to 
benefits  increase  from  1  in  5  to  almost  1  in  3,  the  proportion  with  no 
money  income  other  than  their  benefit  or  less  than  $75  was  nearly 
one-fifth  in  1957  as  it  had  been  in  1951. 

Assumptions  as  to  continued  improvement  in  the  income  situation 
of  beneficiaries  must  be  tempered  by  the  caution  that  future  benefi- 
ciaries will  come  increasingly  from  the  low-income  agricultural  areas- 
The  insurance  system,  originally  limited  to  wage  and  salary  workers 
in  industry  and  commerce,  has  gradually  been  expanded  to  cover 
virtually  all  the  gainfully  employed,  including  agricultural  and 
domestic  workers,  farm  operators,  and  other  self-employed  persons. 
The  impact  of  the  original  coverage  was  naturally  much  greater  in 
the  industrialized  and  more  prosperous  States. 

Because  of  their  late  start,  the  rural  low-income  areas  can  be 
expected  to  account  for  proportionately  more  beneficiaries  during  the 
years  ahead  while  they  are  catching  up.  These  are  the  areas  where 
the  total  income  of  beneficiaries — and  the  benefit  itself — can  be  ex- 
pected to  be  relatively  low  because  of  low  wage  levels.  Workers  quali- 
fying on  the  basis  of  agricultural  employment  and  self-employment 
will  also  be  much  less  likely  to  have  private  pensions  or  other  health 
and  welfare  benefits  to  supplement  their  OASDI  income. 

SOURCES 

(J)  These  and  subsequent  population  data  relating  to  all  aged  persons  are 
based  on  the  most  recent  Census  Bureau  reports  updated  and  adjusted  by  the 
Social  Security  Administration  to  include  estimates  for  Alaska,  Hawaii,  Puerto 
Rico,  and  the  Virgin  Islands. 

(2)  For  further  detail,  see  "Income  of  OASI  Beneficiaries:  Highlights  From 
Preliminary  Data,  1957  Survey,"  Social  Security  Bulletin,  August  1958 ;  "Assets 
and  Net  Worth  of  OASI  Beneficiaries :  Highlights  From  Preliminary  Data,  1957 
Survey,"  Social  Security  Bulletin,  January  1959. 

(8)  For  further  detail  see  Social  Security  Bulletin,  Annual  Statistical  Supple- 
ment, 1957. 

(Ji)  Income  data  for  all  aged  persons  are  based  on  "Selected  Sources  of  Money 
Income  for  Aged  Persons,"  Social  Security  Bulletin,  December  1958 ;  Bureau  of  the 
Census,  Current  Population  Reports,  Series  P-60,  Nos.  27  and  30 ;  and  unpublished 
tabulations  prepared  (for  1956)  by  the  Bureau  of  the  Census  for  the  Social  Secu- 
rity Administration.  For  further  detail  on  assets,  see  "Survey  of  Consumer 
Finances :  The  Financial  Position  of  Consumers,"  Federal  Reserve  Bulletin, 
August  1957  and  September  1957.  Cross-tabulation  of  asset  holders  by  income 
is  unpublished.  The  spending  unit  is  defined  to  include  all  related  persons  living 
in  the  same  dwelling  who  pool  their  incomes  for  major  expenses  and  also  persons 
living  alone. 


CHAPTER  II 


CURRENT  LEVELS  OF  USE  OF  HOSPITALS  AND  EXPENDI- 
TURES FOR  HOSPITAL  AND  MEDICAL  CARE  BY  AGED 
PERSONS 

The  success  of  modern  medicine  in  preventing  epidemics  and  in 
curing  or  controlling  diseases  once  usually  fatal  has  brought  chronic 
illness,  particularly  the  illnesses  of  old  age,  to  the  fore  as  a  health 

Eroblem.  In  part  because  of  these  new  developments,  older  persons 
ave  greater  need  for  hospital  and  other  medical  services  than  younger 
persons.  They  may  require  more  elaborate  types  of  care  than  younger 
persons  and  their  recovery  is  likely  to  be  slower. 

Beyond  these  general  observations,  however,  there  is  no  adequate 
basis  for  judgment  as  to  how  much  hospital  and  medical  care  older 
persons — or,  indeed,  the  population  as  a  whole — should  be  receiving. 
There  is  some  information  as  to  how  much  they  are  getting  and  how 
their  total  expenditures  for  medical  care  are  distributed  among  differ- 
ent types  of  service. 

Health  Status 

The  National  Health  Survey  is  beginning  to  yield  a  wealth  of  new 
and  useful  data  on  the  health  status  of  the  civilian  noninstitutional 
population  and  the  medical  services  they  receive.  Some  contrasts  in 
health  status  between  persons  aged  65  and  over  and  persons  of  all  ages 
are  evident  in  the  following  summary  findings  based  on  the  first  12 
months  of  the  survey  (table  1) . 


Table  1. — National  health  survey:  Frequency  of  occurrence  of  specified  health 
conditions  and  utilization  of  services,  1957-58  (i) 


Eate  per  100  persons  per  year 

Type  of  experience 

Persons  aged 

Persons 

Persons 

65  and  over 

under  age  65 

of  all  ages 

4,730 

1,743 

2,000 

1,630 

697 

780 

Days  in  short-stay  hospitals    

178 

76 

85 

Incidence  of  acute  conditions   

163 

269 

260 

Persons  with  one  or  more  chronic  conditions  1  

76 

38 

41 

Persons  with  activity  limited  by  chronic  conditions  1  

42 

7 

10 

25 

28 

28 

680 

614 

630 

80 

168 

160 

1  Based  on  first  quarter  data. 


These  figures  corroborate  the  findings  of  earlier  studies  that  the 
aged  spend  at  least  twice  as  many  days  per  capita  in  general  hospitals 
as  the  population  as  a  whole,  that  acute  conditions  occur  less  fre- 
quently among  the  aged  and  chronic  conditions  more  frequently  than 
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among  younger  persons.  Aged  persons,  according  to  this  survey,  see 


quently  than  persons  of  all  ages.  Among  the  chronic  diseases  in  which 
the  case  rate  for  the  aged  is  substantially  higher  than  for  younger  age 
groups  are:  cancer,  cerebral  hemorrhage,  heart  diseases,  nephritis, 
high  blood  pressure  and  arteriosclerosis,  and  arthritis  and  rheumatism. 

Another  indication  that  the  medical-care  needs  of  older  persons 
are  considerably  greater  than  those  of  the  rest  of  the  population  is 
afforded  by  data  on  costs  of  medical  care  (out-of-pocket  expenses, 
less  health  insurance  premiums,  plus  health  insurance  benefits)  ob- 
tained in  a  nationwide  survey  of  family  medical-care  costs  {2).  In 
the  12-month  period  July  1952-June  1953  the  average  cost  of  medical 
care  per  person  in  the  noninstitutional  population  was  $66,  but  for 
those  aged  65  years  or  more  it  was  $102,  or  half  again  as  much.  A 
very  rough  estimate  of  the  equivalent  cost  at  current  prices  (using 
the  Consumer  Price  Index  as  a  basis  for  adjustment)  would  be  $81  and 
$125,  respectively,  per  person. 

There  are  also  significant  differences  in  the  distribution  of  the 
medical-care  dollar  of  the  aged  as  compared  with  the  rest  of  the 
population.  The  same  study  shows  that  hospital  bills  1  and  medicines 
made  up  considerably  larger  proportions  of  the  medical  care  costs 
for  the  aged  than  for  the  population  as  a  whole,  24  and  21  percent 
compared  with  20  and  15  percent.  Because  hospital  costs  have  in- 
creased more  rapidly  than  other  medical  costs,  the  proportion  of  total 
medical  costs  represented  by  hospital  services  would  be  higher  today — 
perhaps  28  percent  for  the  aged — if  utilization  of  the  various  types  of 
medical  services  is  assumed  not  to  have  charged. 

Utilization  of  General  Hospitals  by  Aged  Persons 

In  the  past  2  years  there  have  been  four  surveys  from  which  na- 
tional data  were  obtained  on  the  use  of  hospitals  by  persons  aged  65 
and  over.  As  of  the  time  of  writing  of  this  report,  only  preliminary 
data  are  available  from  two  of  the  surveys  and  the  analysis  of  much 
of  the  detailed  data  from  a  third  has  not  been  completed.  However, 
the  data  that  are  in  such  form  as  to  permit  analysis  provide  sub- 
stantial information  on  the  current  use  of  hospitals  by  aged  persons 
and  a  reasonable  basis  for  estimates  of  the  cost  of  prepayment  of  hos- 
pital expenses  for  OASDI  beneficiaries. 

The  four  new  national  surveys  are  (I)  the  survey  of  OASDI  bene- 
ficiaries made  by  the  Bureau  of  Old-Age  and  Survivors  Insurance 
in  the  fall  of  1957  (3),  (II)  the  survey  carried  out  in  September  1956 
by  the  Bureau  of  the  Census  for  the  Public  Health  Service  as  an 
extension  of  the  monthly  current  population  survey  (4),  (III)  data 
from  the  national  health  survey  for  the  period  July  1957-June  1958 
(1),  and  (IV)  a  survey  financed  by  the  Health  Information  Founda- 
tion and  carried  out  by  the  National  Opinion  Research  Center  of  the 
University  of  Chicago  in  the  spring  of  1957  (5).  Considerably  more 
detailed  information  is  at  present  available  from  the  first  two  of  these 
studies  than  from  the  last  two. 


1  Including  expenditures  for  emergency  outpatient  care ;  excluding  most  payments  for 
care  In  long-term  hospitals  because  many  of  the  patients  In  long-term  hospitals  are  not 
considered  part  of  the  noninstitutional  population  and  also  excluding  the  value  of  free 
or  reduced-rate  care  In  nongovernmental  nonprofit  hospitals  If  It  was  not  connected  with 
any  form  of  prepaid  medical-care  plan  or  Insurance. 


the  dentist  at  about 


more  fre- 


HOSPITALIZATION  INSURANCE 


15 


Although  limited  to  current  beneficiaries,  the  BOASI  survey  in- 
cluded beneficiaries  residing  in  institutions.  Data  presented  here 
from  the  other  three  surveys  relate  to  the  total  noninstitutionalized 
population.  In  the  fourth  study,  however,  data  were  not  collected 
relating  to  a  member  of  the  family  who  was  in  a  hospital  on  the  survey 
date.  Household  surveys  generally  miss  some  days  of  hospital  ex- 
perience, because  they  fail  to  enumerate  persons  who  live  alone  and 
are  in  the  hospital  on  the  survey  date,  members  of  families  that  break 
up  at  least  temporarily  because  of  major  illness,  and  persons  who  have 
died  during  the  survey  year.  The  last  omission  is  the  most  important 
quantitatively.  There  are  a  few  studies  which  provide  some  basis  for 
an  adjustment  to  take  account  of  these  missing  days  of  hospital  care. 
The  adjustment  is  larger  for  the  older  age  groups  because  of  the 
higher  proportion  of  deaths  in  these  groups  than  in  the  population 
under  65.  For  the  cost  estimates  presented  in  Chapter  V,  a  substantial 
allowance  (in  the  neighborhood  of  20  to  25  percent  for  the  entire 
group  aged  65  and  over)  was  made  for  this  factor.  The  available 
data  permit  nothing  more  than  a  rough  overall  correction,  however, 
and  the  analysis  of  hospital  utilization  which  follows  relates  to  the 
information  reported  in  the  surveys.2 

The  most  important  overall  measures  of  the  extent  of  hospital  use 
by  all  persons  aged  65  and  over  included  in  the  four  surveys  are  sum- 
marized in  table  2. 


Table  2. — Use  of  hospitals  by  persons  aged  65  and  over,  4  national  surveys, 

1956^58 


Annual  rate 

BOASI, 

Oensus-PHS, 

NHS, 

NORC-HIF, 

1957 

1956 

1957-58 

1957 

11.1 

9.9 

'  12.1 

10.4 

Average  days  of  care  per  person  hospitalized  — 

21.2 

17.6 

•14.8 

15.4 

Days  of  hospital  care  per  100  persons  In  popu- 

236.0 

176.0 

178.0 

160.0 

Excluding  days: 

158.0 

125.0 

•144.0 

w 

192.0 

149.0 

<<) 

152.0 

204.0 

160.0 

•172.0 

w 

1  Number  of  discharges. 
'  Days  per  discharge. 

•  Exclusion  based  on  days  per  discharge. 

*  Not  available. 


These  data  all  relate  to  care  in  general  and  short-term  special  hos- 
pitals (excluding  care  in  mental  institutions,  tuberculosis  sanitoriums, 
nursing  homes,  and  similar  institutions) .  The  data  from  the  national 
health  survey  that  have  been  tabulated  as  of  this  time  relate  to  hos- 
pital discharges,  rather  than  number  of  persons  hospitalized.  Since 
some  persons  are  hospitalized  more  than  once  during  a  year  the  num- 
ber of  admissions  or  discharges  is  larger  than  the  number  of  persons 
hospitalized.  In  the  BOASI  survey,  for  instance,  the  annual  rate  of 
admissions  was  13.6  as  compared  with  the  rate  of  11.1  persons  hos- 
pitalized per  100  persons.  The  Census-PHS  1956  survey  also  showed 


3  Data  collected  In  the  BOASI  survey  on  hospital  utilization  of  a  beneficiary's  spouse 
who  died  during  the  year  were  excluded  from  the  analysis  because  similar  data  were  not 
obtained  for  old-age  beneficiaries  who  died  during  the  survey  period,  and  data  available 
from  hospital  records  for  use  In  making  the  correction  for  decedents  apply  to  all  deceased 
persons  regardless  of  family  status. 
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about  25  percent  more  admissions  than  persons  hospitalized  during 
the  year.  A  count  of  the  number  of  perons  hospitalized  from  the 
national  health  survey  will  probably  show  between  10  and  11  persons 
per  100.  The  proportion  of  aged  persons  found  to  be  hospitalized 
during  a  year  was  thus  very  similar  in  all  four  studies. 

The  average  days  per  admission  or  per  discharge  are  of  course  less 
than  the  average  days  per  person  hospitalized.  The  total  days  of 
hospital  care  per  hundred  persons  in  a  survey  population  are  the 
same  whether  based  on  a  count  of  admissions  or  of  persons  hospital- 
ized. The  data  from  the  four  surveys  on  this  item  are  thus  directly 
comparable. 

The  number  of  OASDI  beneficiaries  entering  hospitals  was  some- 
what larger  than  that  shown  by  the  surveys  for  the  aged  population 
as  a  whole  and  their  average  stay  was  significantly  longer.  Bene- 
ficiaries thus  had  more  days  of  hospitalization  per  capita  per  annum. 

The  special  characteristics  of  the  beneficiary  group  suggest  some 
reasons  for  this  difference.  Retired  persons  are  more  likely  to  need 
hospitalization  than  those  still  at  work  and  for  the  most  part  the 
BOASI  survey  excludes  persons  who  are  not  substantially  retired. 
Moreover,  many  of  the  beneficiaries,  particularly  among  the  men 
aged  65-69,  probably  retired  because  of  poor  health. 

Persons  in  the  institutional  population  are  more  likely  than  others 
to  be  in  poor  health  and  the  BOASI  survey  is  the  only  one  to  include 
the  institutional  population.  Furthermore,  the  beneficiary  data  in- 
clude persons  who  are  hospitalized  during  the  entire  survey  year; 
such  cases  were  omitted  entirely  in  one  of  the  other  surveys  and  may 
have  been  underenumerated  in  the  other  two  insofar  as  the  individuals 
were  not  counted  as  members  of  the  surveyed  household.  The  bene- 
ficiary group  includes  somewhat  more  persons  with  hospital  insur- 
ance (43  percent)  than  the  aged  population  as  a  whole,  and  fewer 
recipients  of  public  assistance  or  others  with  very  low  income. 

Some  of  the  factors  which  influence  the  extent  of  hospital  utiliza- 
tion can  be  identified  from  the  more  detailed  information  that  is  avail- 
able from  some  of  the  surveys. 

Personal  characteristics 

Age,  sex,  and  marital  status  all  affect  the  amount  of  time  spent  in 
hospitals.  Household  surveys  show  that  aged  men  are  admitted  more 
frequently  and  stay  longer  in  hospitals  than  aged  women.  The  dif- 
ferences found  are  much  greater  in  some  surveys  than  in  others  and, 
perhaps  because  of  sampling  variations,  are  not  consistent  for  all  age 
and  other  subgroups.  The  very  limited  information  that  is  available 
relating  to  persons  who  die  in  hospitals  suggests  that  women  decedonts 
have  somewhat  more  days  of  hospitalization  than  men  decedents. 

In  general,  the  amount  of  time  spent  in  the  hospital  for  every  100 
persons  in  the  population  increases  with  age.  In  the  Census-PHS 
survey  there  were  176  days  of  hospitalization  in  a  year  for  every  100 
persons  aged  65-69  and  207  days  for  every  100  persons  aged  75  and 
over. 

Marital  status  and  the  interrelated  factor  of  living  arrangements 
also  affect  the  need  for  hospital  care.  A  person  living  alone  may  have 
to  be  hospitalized  for  an  illness  which  could  be  treated  at  home  if 
other  people  were  present  to  provide  care.  Married  men  and 
widows — many  of  the  latter  live  with  their  children — have  in  gen- 
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eral  lower  rates  of  hospitalization  than  single  persons;  married 
women  have  almost  as  high  rates  as  single  women,  perhaps  because 
aged  husbands  are  less  able  to  care  for  their  wives  than  women  for 
their  husbands. 

Income 

In  the  main  the  probability  of  a  beneficiary  entering  a  hospital 
during  the  year,  as  indicated  by  BOASI  survey  data,  bears  no  system- 
atic relationship  to  his  income  (or,  in  the  case  of  married  beneficiaries, 
to  the  income  of  the  couple).  At  each  income  level,  however,  those 
beneficiaries  with  some  health  insurance  tend  to  have  a  higher  hos- 
pital admission  rate  than  beneficiaries  with  no  insurance. 

Insurance  status 

Persons  who  have  health  insurance  enter  hospitals  more  frequently, 
but  have  more  short- duration  stays  than  those  who  are  uninsured. 
For  the  BOASI  and  the  Census-PHS  surveys,  the  experience  of  those 
aged  65  and  over  with  and  without  insurance  in  the  12-month  period 
is  shown  in  table  3. 


Table  3. — Use  of  hospitals  by  persons  aged  65  and  over,  by  hospital  insurance 
coverage  status,  BOASI,  1957,  and  Census-PHS,  1956,  surveys 


BOASI,  1957 

Census-PHS,  1956 

Insured 

Uninsured 

Insured 

Uninsured 

Persons  hospitalized  per  100  persons...   

Average  days  of  care  per  person  hosptallzied  

Total  days  hospital  caro  per  100  persons  

14.2 
17.4 
248.0 

8.8 
25.7 
226.0 

12.4 
15.0 
186.0 

8.6 
19.8 
168.0 

The  reasons  for  these  differences  are  fairly  clear.  Persons  with 
insurance  are  more  likely  to  go  to  the  hospital  early  in  the  course  of 
an  illness  or  for  essentially  diagnostic  purposes  and  thus  stay  a  rela- 
tively short  time.  The  uninsured  group  includes  a  larger  proportion 
of  "impaired  risks"  who  cannot  purchase  insurance,  of  older  persons 
with  more  serious  medical  needs,  and  probably  of  persons  who  because 
of  fear  of  the  costs  postpone  getting  medical  and  hospital  care  until 
the  need  is  overwhelming. 

The  type  of  health  insurance  found  among  a  particular  group  may 
itself  affect  the  extent  of  hospitalization.  It  is  generally  assumed  by 
those  working  in  the  field  that  utilization  will  be  higher  the  more 
nearly  complete  the  protection  provided  for  a  particular  risk.  This 
is  one  of  the  reasons  given  for  use  of  coinsurance;  it  is  also  one  of 
the  reasons  advanced  by  the  insurance  industry  for  assuming  a  very 
large  increase  in  utilization  beyond  that  now  found  for  persons  having 
cash  indemnity  insurance  if  a  program  of  hospital  service  benefits  were 
made  available  to  most  of  the  aged  population.  There  is  little  factual 
basis  for  measuring  the  magnitude  of  such  differences. 

Another  factor  of  some  significance  would  appear  to  be  the  extent 
to  which  insurance  or  prepayment  applies  to  the  total  medical  bill  and 
not  just  to  a  part,  such  as  hospitalization  or  hospital  and  surgical  care. 
One  recent  carefully  designed  comparative  study  showed  signifi- 
cantly (about  20  percent)  lower  hospital  admission  rates  for  the  mem- 
bers of  a  large  prepayment  plan  that  provides  almost  all  medical 
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services  outside  as  -well  as  in  the  hospital  than  for  a  comparable  group 
who  had  hospital  or  hospital-surgical  insurance  only.  For  persons 
admitted  to  the  hospital  the  average  duration  of  stay  was  much  the 
same  in  the  two  groups.  As  a  result  the  average  annual  number  of 
days  of  care  per  100  persons  in  the  comprehensive  prepayment  plan 
was  about  85  percent  of  that  for  the  other  group.  In  the  case  of  per- 
sons aged  65  and  over  the  differences  were  less  than  for  those  in 
younger  ages.  The  overall  utilization  rate  for  persons  aged  65  and 
over  in  the  prepayment  plan  was  159.5  days  as  compared  with  168.1 
days  for  the  group  with  more  limited  insurance  coverage  (6). 

Type  of  hospital 

As  was  indicated  earlier,  the  hospital  care  that  is  measured  in  all  the 
data  cited  was  received  in  general  and  special  short-stay  hospitals.  As 
might  be  expected,  the  average  duration  of  stay  in  Veterans'  Admin- 
istration general  hospitals,  which  treat  short-term  and  long-term 
patients,  is  considerably  higher  than  that  for  patients  treated  in  pri- 
vate, short-term  hospitals. 

The  1956  Census-PHS  survey  found  that  veterans  of  wars  other 
than  World  War  II  spent  34  days,  on  the  average,  when  hospitalized 
in  a  Federal  (predominently  VA)  hospital  and  only  10  days  when 
hospitalized  in  a  non-Federal  short-term  general  hospital. 

Preliminary  data  from  the  recent  National  Health  Survey  show 
similar  differentials  in  length  of  hospital  stay  between  veterans  treated 
in  Veterans'  Administration  general  hospitals  and  persons  discharged 
from  private  and  public  general  hospitals. 

In  the  main,  these  differences  are  accounted  for  by  the  fact  that 
more  than  35  percent  of  all  patients  in  VA  general  hospitals  are  in  fact 
neuropsychiatry  or  tuberculosis  patients  and  another  20  percent  are 
patients  treated  for  either  a  neoplastic,  a  chronically  disabling  respira- 
tory or  cardiovascular  disability  (7).  Utilization  rates  derived  from 
stays  in  all  general  hospitals  are  thus  likely  to  be  higher  than  would 
be  found  for  non-Federal  hospitals  only. 

Changes  in  Hospital  Utilization  Since  1951 

The  utilization  rates  derived  from  two  of  the  current  national  sur- 
veys can  be  compared  with  data  obtained  in  two  1951  surveys :  a  Cen- 
sus-SSA  survey  similar  to  the  Census-PHS  1956  survey  and  the  1951 
BOASI  beneficiary  survey. 

The  same  general  relationships  between  utilization  rates  for  the 
aged  and  for  the  total  population,  and  for  those  with  and  those  with- 
out insurance  were  found  in  the  earlier  studies  as  in  the  comparable 
1956  or  1957  experience.  During  the  period,  there  was  an  increase 
both  in  the  proportion  of  persons  aged  65  and  over  and  in  the  propor- 
tion of  aged  beneficiaries  with  insurance.  The  total  days  of  care  per 
100  aged  persons  also  increased,  but  very  much  less  than  the  increase 
insurance  coverage. 

The  1951  Census-SSA  survey  showed  26  percent  of  the  persons  65 
and  over  having  hospitalization  insurance  while  hospital  utilization 
for  the  entire  65  and  over  group  was  165  days  of  general  hospital  care 
per  100  persons  in  the  population  (8).  The  comparable  figures  from 
the  Census-PHS  1956  survey  were  36  percent  with  hospital  insurance 
and  a  utilization  rate  of  175  per  100  persons  aged  65  and  over.  The 


HOSPITALIZATION  INSURANCE 


19 


1951  beneficiary  survey  showed  23  percent  with  hospitalization  insur- 
ance and  a  utilization  rate  of  225  days  per  100  aged  beneficiaries  (9), 
as  compared  with  43  percent  with  insurance  and  a  utilization  rate  of 
236  per  100  in  the  1957  beneficiary  survey. 

Duration  of  General  Hospital  Stats 

For  persons  aged  65  and  over  the  four  recent  national  surveys  show 
from  15  to  22  days  of  hospitalization  per  year  per  person  hospitalized 
in  general  hospitals.  These  averages  include  many  short  and  some 
very  long  stays.  The  relative  number  of  aged  persons  hospitalized 
for  different  periods  of  time  during  a  year  in  the  two  surveys  for 
which  such  information  is  now  available  is  shown  in  table  4. 


Table  4. — Percent  of  persons  aged  65  and  over  hospitalized  for  specified  periods 
of  time  during  the  year,  Census-PHS,  1956,  and  BOASI,  1957,  surveys 


Days  hospitalized 

Ccnsus-PHS, 
1956 

BOASI, 
1957 

1  to  30  days     -  --   

71.6 
18.6 
5.2 
4.8 

81.9 
12.4 
3.2 
2.5 

31  to  60  days      --   

61  to  90  days...    - 

AGED  0ASI  BENEFICIARIES  IN  GENERAL  HOSPITALS  FOR  SPECIFIED 
PERIODS  DURING  THE  YEAR 
AND 

AGGREGATE  DAYS  OF  HOSPITALIZATION 

PERCENT 

0  20  40  60  80 


PERSONS  HOSPITALIZED 


DAYS  OF  HOSPITALIZATION 


•r*90  day! 


SOURCE:    BOASI  Banaficlory  Sufvay,  1957    Data  far  parfant  agad  65  and  grn 
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Although  a  larger  proportion  of  the  aged  beneficiaries  than  of  all 
aged  persons  included  in  the  Census- PHS  survey  had  less  than  31  days 
and  a  smaller  proportion  had  more  than  60  days  of  hospitalization 
during  the  year,  the  very  long  stays  of  a  relatively  few  beneficiaries,  as 
well  as  the  somewhat  higher  rates  of  persons  hospitalized,  resulted  in 
considerably  more  days  of  hospitalization  for  the  entire  beneficiary 
group. 

The  total  days  of  hospital  care  per  100  persons  in  the  population,  ex- 
cluding days  beyond  30,  beyond  60,  and  beyond  90,  were  shown  on  page 
15  above.  The  percent  of  all  days  accounted  for  by  periods  of  hos- 
pitalization of  different  duration  during  a  year  were  as  follows : 


Table  5. — Persons  aged  65  and  over:  Days  of  general  hospital  care  per  100  per- 
sons per  year  and  percent  of  days  in  periods  of  specified  duration  during  year, 
Census-PHS,  1956,  and  BOAS1,  1957,  surveys 


BOASI,  1957 

Ccnsus- 

PI1S  1956 

With 

Without 

Total 

health 

health 

insurance 

insurance 

Days  of  general  hospital  care  per  100  persons  per  year... 

175 

236 

248 

226 

Percent  of  days  accounted  for  by  days — 

Before  the  31st   -  

71.8 

67.3 

83.2 

54.0 

Between  the  31st  and  00th...   

13.8 

14.5 

13.3 

15.5 

Between  the  61st  and  90th   _  

6.4 

6.0 

2.3 

7.3 

After  the  90th  day    

8.0 

13.2 

1.2 

23. 1 

These  figures  indicate  also  the  very  large  differences  between  bene- 
ficiaries with  some  type  of  health  insurance  and  those  without  insur- 
ance in  the  duration  of  hospitalization.  The  survey  shows  that  only 
about  2  percent  of  the  insured  beneficiaries  but  nearly  10  percent  of 
the  uninsured  group  spent  more  than  60  days  in  the  hospital. 


Hospital  Utilization  for  Selected  Groups  in  the  United  States 

and  Abroad 

The  information  with  regard  to  the  use  of  hospitals  by  aged  persons 
that  has  been  presented  above  comes  from  representative  national 
surveys.  It  thus  includes  the  experience  of  persons  in  all  sections  of 
the  country,  in  rural  and  in  urban  areas,  at  all  income  levels,  with  and 
without  hospital  insurance  and  with  different  kinds  of  insurance. 

Although  comparable  information  is  not  available  for  most  States 
or  major  areas  within  States,  it  is  known  that  there  are  significant 
differences  in  the  amount  of  hospital  care  received  by  the  total  popu- 
lation— and  presumably  by  the  aged  population — in  different  sections 
of  the  country.  These  differences  result  not  only  from  differences  in 
the  age,  sex,  family  structure  and  income  levels  of  the  population; 
they  are  affected  also  by  the  characteristics  of  medical  practice  and 
by  the  overall  supply  of  hospital  beds,  which  in  turn  may  reflect  rural- 
ity  and  relative  wealth  of  the  States.  If  hospital  beds  in  a  community 
are  in  short  supply,  the  acutely  ill  will  have  first  call  on  the  available 
beds,  and  hospital  stays  will  on  the  average  be  shorter  than  if  beds 
are  plentiful. 

The  Nation's  hospital  plant  today  provides  3.5  hospital  beds  per 
1,000  population  in  non-Federal  short-term  general  and  special  hos- 
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pitals  and  4.2  per  1,000  in  all  general  (short-  and  long-term,  including 
Federal)  and  all  short-term  special  hospitals  (10).  It  is  of  some 
significance  that  these  proportions  are  almost  exactly  the  same  as  in 
1946,  in  spite  of  the  postwar  program  of  hospital  construction  and  the 
sizable  growth  during  the  period  in  the  use  of  voluntary  health  insur- 
ance to  prepay  the  costs  of  hospitalization.  Acceptable  non- Federal 
general  nospital  beds,  according  to  Public  Health  Service  data  for 
July  1, 1958,  are  somewhat  more  evenly  distributed  in  relation  to  pop- 
ulation today  than  in  1946,  but  even  in  1958,  the  number  of  beds  per 
1,000  population  varied  from  2.49  in  South  Carolina  and  2.58  in  Indi- 
ana to  5.07  in  Montana  (11) . 

Scattered  information  with  regard  to  hospital  utilization  is  avail- 
able from  a  considerable  number  of  local  surveys  or  surveys  based  on 
the  experience  of  particular  population  groups  or  insured  plans.  As 
would  be  expected,  the  utilization  rates  derived  from  such  special  ex- 
periences show  a  very  wide  range  (12) . 

For  example,  a  New  York  City  study  made  in  1951  showed  an 
annual  rate  of  94  days  of  general  hospital  care  per  100  persons  aged 
65  and  over.  The  California  Health  Survey  of  1954—55,  on  the  other 
hand,  found  190  days  of  hospitalization  for  each  100  persons  aged  65 
and  over.  These  two  studies  included  both  insured  and  uninsured 
aged  persons. 

There  are  more  studies  that  relate  to  an  insured  population  only. 
A  1954  study  of  Blue  Cross-Blue  Shield  subscribers  in  New  York  City 
gave  a  rate  of  168  days  per  100  members;  a  1955  study  of  New  York 
City  subscribers  to  Blue  Cross  and  HIP  a  rate  of  160  days  per  100 
subscribers. 

A  number  of  the  studies  made  about  1950-52  relate  to  persons  aged 
55  and  over,  probably  because  too  few  persons  aged  65  and  over  were 
then  insured  to  make  any  sample  data  for  that  age  group  very  relia- 
ble. Birmingham  Blue  Cross  subscribers  aged  55  and  over  had  a 
utilization  rate  of  98  per  100  in  1952-53  and  Boston  Blue  Cross  sub- 
scribers in  this  age  group  a  rate  of  162  per  100,  while  Boston  holders 
of  Aetna  Insurance  Co.  hospital  policies  who  were  aged  55  and  over 
utilized  123  days  per  100  policyholders. 

Aged  pensioners  of  the  General  Electric  Co.  used  226  days  of  hospi- 
tal care  per  100  in  the  years  1948-51.  Missouri  Pacific  Railroad  pen- 
sioners m  1954  used  550  days;  the  benefits  in  this  plan  include 
complete  medical  care  but  only  when  the  individual  is  hospitalized 
and  care  is  paid  for  up  to  365  days  in  the  hospital. 

Some  experience  data  are  also  available  from  certain  government- 
sponsored  hospital  programs  in  other  countries.  These  data  are  fre- 
quently cited  as  indicative  of  what  may  happen  in  the  United  States 
if  a  large  proportion  of  the  aged  population  should  come  to  have 
hospital  insurance.  Hospital  utilization  is  influenced  by  many  social 
and  cultural  factors  as  well  as  by  differences  in  the  organization  of 
the  total  medical  services  of  a  country,  and  there  are  marked  varia- 
tions in  the  experience  of  different  foreign  countries. 

Most  of  the  readily  available  information  as  to  hospital  utilization 
in  other  countries  relates  to  the  total  population  and  not  to  the  aged 
population.  Data  specifically  for  persons  aged  65  and  over  are  avail- 
able from  several  of  the  provinces  of  Canada.  Attention  is  usually 
directed  to  those  provinces  that  have  publicly  supported  hospital  pro- 
grams, and  particularly  to  Saskatchewan. 
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Hospital  utilization  rates  both  for  the  aged  and  for  the  entire 
population  are  much  higher  in  Saskatchewan  than  those  found  in  the 
United  States.  In  1957  the  rate  for  the  entire  population  of  the 
province  was  228  days  per  100  persons  and  for  persons  65  and  over  it 
was  687  days  per  100.  The  underlying  reasons  are  fairly  clear. 
Saskatchewan  is  a  poor,  highly  rural  province.  The  province  has  de- 
liberately provided  a  hospital  bed  capacity  considerably  larger  than 
that  ordinarily  regarded  as  necessary  or  desirable.  In  1957,  it  had 
7.4  general  hospital  beds  per  1,000  population  (as  compared  with  4.2 
in  the  United  States) .  An  air  ambulance  service  brings  persons  from 
remote  areas  to  hospitals  for  all  kinds  of  care. 

The  Saskatchewan  public  hospital  service  program  has  no  restric- 
tions as  to  age,  kind  of  disease  or  duration  of  care  provided.  A  sub- 
stantial proportion  of  the  persons  hospitalized,  and  particularly  of 
those  65  and  over,  are  hospitalized  for  chronic  conditions  (60  percent 
of  those  65  and  over  according  to  a  recent  Public  Health  Service  study 
(13)),  and  the  proportion  of  long- stay  cases — some  as  long  as  5 
years — is  comparatively  high. 

About  27  percent  of  all  persons  receiving  hospital  service  in  Sas- 
katchewan are  public-assistance  recipients  who  are  entitled  also  to 
care  by  private  physicians  paid  from  public  funds.  Physicians'  visits 
to  these  cases  are  found  to  be  mainly  in  the  hospital,  a  saving  in 
physician  time  that  is  particularly  significant  in  a  Province  where  so 
large  a  part  of  the  population  lives  in  remote  areas.  From  the  point 
of  view  of  the  patient,  and  his  family  also,  hospitalization  may  be  dic- 
tated by  social  as  well  as  strictly  medical  considerations. 

In  effect,  the  Saskatchewan  hospital  program  has  operated  as  an 
institutional-care  program.  The  Province  is  now  starting  a  program 
for  construction  of  nursing  homes  and  other  special  types  of  facilities 
that  in  time  may  somewhat  alter  this  general  picture. 

In  British  Columbia — where  a  system  of  public  hospital  care  has 
also  been  in  existence  for  a  number  of  years,  but  where  hospital  bed 
capacity  is  lower,  and  hospital  benefits,  though  unlimited  in  duration, 
are  available  only  for  acute  illnesses — the  hospital  utilization  rate  for 
for  persons  65  and  over  is  about  half  that  in  Saskatchewan. 

Utilization  of  Nursing  Homes  and  Other  Facilities 

There  is  much  less  information  with  regard  to  the  extent  of  utiliza- 
tion of  nursing  homes  and  other  types  of  medical  facilities  by  aged 
persons.  Most  population  surveys  relate  primarily,  if  not  exclusively, 
to  persons  who  are  not  living  in  institutions.  Surveys  of  the  institu- 
tional population  have  been  infrequent  and  have  provided  little  infor- 
mation as  to  rates  of  admission,  length  of  stay,  or  similar  factors. 

The  BOASI  survey  not  only  included  beneficiaries  who  were  resi- 
ing  in  institutions  at  the  time  of  the  survey,  but  also  obtained  informa- 
tion on  the  total  time  spent  in  institutions  during  the  survey  year. 
As  compared  with  11  in  every  100  aged  beneficiaries  who  spent  some 
time  in  a  general  hospital  during  the  survey  year,  there  were  2.3  per 
100  who  spent  some  time  in  long-stay  institutions — 1.0  in  mental  hos- 
pitals, tuberculosis,  sanatoriums,  or  other  types  of  chronic  disease  hos- 
pitals, and  1.3  persons  in  nursing  homes. 
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The  total  days  spent  in  these  chronic-care  institutions  aggregated 
considerably  more  than  the  total  days  in  general  hospitals— 448  days 
of  institutional  care  as  compared  to  236  days  of  hospital  care  per  100 
beneficiaries.  There  were  172  days  of  care  in  mental,  tuberculosis, 
and  other  chronic  disease  hospitals,  and  276  days  of  care  in  nursing 
homes  per  100  beneficiaries.  It  was  not  practicable  to  get  from  the 
beneficiaries  who  were  surveyed  sufficient  information  to  classify  the 
nursing  homes  even  roughly  into  those  that  provided  primarily  resi- 
dential and  custodial  care  and  those  that  gave  skilled  nursing  and 
medical  care. 

Sixty-seven  percent  of  all  the  recorded  stays  in  nursing  homes  were 
for  more  than  60  days,  and  many  were  for  a  full  year.  Only  13  per- 
cent of  the  aged  beneficiaries  who  had  been  in  nursing  homes  during 
the  survey  year  had  spent  less  than  30  days  in  the  home.  A  third  of 
the  nursing-home  cases  spent  some  time  in  a  hospital  during  the  survey 
year,  almost  always  a  general  hospital. 

There  are  perhaps  450,000  beds  in  nursing  homes  of  all  types  in 
the  United  States.  A  recent  national  conference  on  nursing  homes 
and  homes  for  the  aged  suggested  that  such  homes  be  classTfied  ac- 
cording to  the  kind  of  service  they  provide  as  residential  facilities, 
personal  care  facilities,  nursing  care  facilities  and  multiple  service 
facilities. 

The  latter  two  categories  would  encompass  what  earlier  Public 
Health  Servise  studies  had  called  skilled  nursing  homes.  To  meet 
this  definition  a  home  must  provide  skiled  nursing  care  and  related 
medical  services  for  24  hours  a  day.  As  of  January  1958,  the  States 
reported  (under  the  Hill-Burton  medical  facilities  construction  pro- 
gram) a  total  of  221,435  skilled  nursing  home  beds.  Of  these,  108,416 
were  considered  unacceptable  because  of  fire  hazards  or  health 
reasons.  In  the  aggregate  the  States  considered  that  they  needed 
436,000  skilled  nursing  home  beds. 

About  three-fourths  of  all  skilled  nursing  homes,  with  a  little  less 
than  two-thirds  of  the  beds,  are  proprietary  institutions.  In  July 
1956,  the  latest  date  for  which  detailed  figures  are  available,  5  percent 
of  the  homes  with  about  15  percent  of  the  beds  were  publicly  owned 
and  operated;  the  remainder  were  nonprofit  homes  or  of  unknown 
ownership  (14). 

A  1953-54  survey  of  nursing  homes  in  13  States  found  that  90  per- 
cent of  the  patients  in  proprietary  nursing  homes  (including  all  types 
and  not  just  skilled  nursing  homes)  were  aged  65  and  over.  Two- 
thirds  of  the  aged  patients  were  women.  Only  one-half  could  walk 
alone  and  one-fifth  were  completely  bedfast.  Eighteen  percent  of 
the  patients  had  been  in  their  present  honte  for  3  years  or  more. 
Public  assistance  financed,  entirely  or  in  part,  the  cost  of  care  of  one- 
half  of  all  patients  in  proprietary  nursing  homes  (15) . 

There  are  a  few  other  scattered  studies  which  give  some  indication 
of  the  characteristics  of  persons  in  nursing  homes.  For  example,  a 
1958  study  of  530  residents  of  five  Jewish  homes  for  the  aged  which 
provide  nursing-home  type  care  found  that  half  of  the  persons  in 
the  homes  were  80  years  or  age  or  over  and  widows  constituted  the 
largest  group.  In  the  four  homes  in  the  United  States  (one  of  the 
homes  studied  was  in  Canada)  almost  one-half  the  residents  were 
supported  primarily  by  public  assistance.    At  the  time  of  the  study 
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3  in  every  10  residents  had  been  living  in  the  home  5  years  or  longer. 
Some  nursing  service  was  required  by  all  but  a  small  fraction  of  the 
residents  and  many  required  extensive  medical  services  as  well  (16). 

Medical  Care  Costs 

It  is  well  known  that  the  aged,  like  other  predominantly  low-in- 
come groups,  are  likely  to  find  the  financing  or  their  medical  needs  a 
heavy  burden.  Sometimes  they  forego  necessary  medical  care  en- 
tirely or  defer  it  much  longer  than  is  desirable.  In  other  instances 
they  get  the  care  they  need,  but  must  relay  on  others  to  help  pay  for 
it.  The  degree  to  which  they  fail  to  obtain  an  adequate  amount  of 
medical  care  can  only  be  inferred.  However,  the  degree  to  which 
older  persons  encounter  difficulty  in  paying  for  the  medical  care  they 
receive — as  well  as  the  amount  of  their  costs — can  be  illustrated  by 
preliminary  findings  from  the  1957  survey  of  OASDI  beneficiaries. 

The  statistics  presented  above  on  hospital  utilization  relate  to  all 
individuals  or  all  beneficiaries  aged  65  and  over.  The  analysis  of 
medical  care  costs  that  follows  is  presented  separately  for  nonmarried 
beneficiaries  aged  65  and  over  and  for  beneficiary  couples  (some  of 
which  include  a  spouse  under  age  65)  because  for  married  persons, 
an  analysis  of  medical  care  costs,  their  relationship  to  resources,  and 
the  means  of  meeting  them,  are  much  more  meaningful  when  related 
to  couples  than  to  the  individuals  making  up  the  couples. 

Since  total  medical  costs  include  household  medicine  chest  items 
as  well  as  prescription  medicines  and  the  services  rendered  by  hos- 
pitals, physicians,  and  others,  it  is  to  be  expected  that  few  beneficiary 
groups  would  have  no  costs  during  a  period  of  a  year.  Of  the  mar- 
ried couples  in  the  survey  sample,  for  instance,  only  3  percent  re- 
ported incurring  no  medical  costs  during  the  survey  year.  Another 
6  percent  reported  that  some  (or  all)  of  their  care  was  furnished 
"free,"  i.e.,  without  direct  charge  to  anyone.3  Nine  percent  had  known 
costs  totaling  $800  or  more  (table  6) . 

Table  6. — Medical  costs:  Percent  distribution  of  aged  OASI  beneficiaries  by 
amount  incurred  during  year,  1957 


Total  medical  cost 


Beneficiary 

Nonmarried 

couples 

beneficiaries 

100 

100 

3 

s 

28 

42 

17 

17 

13 

S 

9 

4 

6 

3 

4 

1 

3 

2 

2 

1 

7 

4 

6 

2 

2 

Total.... 

None  incurred 

$1  to  $99  

$100  to  $199.... 
$200  to  $299.... 
$300  to  $399... . 
$400  to  $499.... 
$500  to  $599.... 
$600  to  $799.... 
$800  to  $999.... 
$1,000  or  over.. 
Some  free  care 
Unknown  


»  Beneficiaries  were  not  necessarily  classified  as  receiving  "free"  care  because  they  them- 
selves or  their  relatives  did  not  pay  for  it.  They  were  classified  as  receiving  "free"  care 
whenever  care  was  supplied  by  a  hospital  or  doctor  and  no  bill  was  rendered  to  anyone,  or 
when  a  public  assistance  or  other  agency  made  payment  directly  to  the  hospital  or  doctor, 
or  other  vendor  and  the  beneficiary  did  not  know  the  amount  of  such  payment.  Thp 
dollar  value  of  the  medical  care  for  which  there  was  a  charge  wns  not  tabulated  if  sottip 
care  was  received  "free." 
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For  those  beneficiaries  reporting  medical  costs  of  known  amount 
(including  zero)  and  having  no  item  furnished  "free,"  the  median 
expense  incurred  was  about  $190  for  the  married  couples,  a  little  more 
than  twice  the  figure  of  $90  for  the  nonmarried  beneficiaries.  Because, 
as  shown  below,  beneficiaries  with  some  "free"  care  or  costs  of  un- 
known amount  had  hospitalization  more  often  than  other  beneficiaries, 
the  cost  of  their  care,  if  known,  would  probably  have  raised  the  me- 
dians above  these  levels. 

On  the  whole,  there  appears  but  little  systematic  relationship  be- 
tween the  amount  of  medical  costs  and  the  amount  of  cash  income. 
This  is  consistent  with  the  finding  that  there  is  no  systematic  rela- 
tionship between  the  size  of  income  and  the  number  of  persons  hos- 
pitalized per  100  beneficiaries.  The  distribution  of  nonmarried  bene- 
ficiaries at  different  income  levels  by  amount  of  medical  cost,  pre- 
sented by  way  of  illustration,  is  shown  in  table  7. 


Table  7. — Medical  costs  and  income:  Percent  distribution  of  aged  nonmarried 
OASI  beneficiaries  with  specified  incomes,  by  amount  incurred  during  year, 
1957 


Total  medical  cost 

Money  Income 

Total 

None  or  less 

$100  and 

$500  and 

Some  free 

Unknown 

than  $100 

under  $500 

over 

care 

All  incomes   „ 

100 

50 

32 

8 

8 

2 

Under  $600  

100 

51 

35 

7 

5 

2 

$600  to  $1,199  

100 

"54 

28 

7 

9 

2 

$1,200  to  $1,799  

100 

48 

34 

7 

10 

1 

$1,800  to  $2,399  

100 

45 

36 

10 

7 

2 

$2,400  to  $2,999   

100 

51 

34 

8 

5 

2 

$3,000  and  over  

100 

42 

35 

16 

4 

3 

Medical  costs  and  hospitalisation 

Total  medical  costs  during  a  year  are  of  course  likely  to  be  much 
larger  when  there  is  a  period  of  hospitalization  or  nursing  home  care 
than  when  there  is  not.  The  median  costs,  for  example,  for  those 
couples  reporting  at  least  one  episode  of  hospitalization 4  for  either 
member  (excluding  those  receiving  any  "free"  service  or  with  un- 
known costs)  was  about  $700  compared  with  only  $140  for  those  cou- 
ples whose  medical  costs  for  the  year  included  no  hospitalization. 


4  The  data  In  this  section  cover  cost  of  stays  not  only  in  general  hospitals  but  also 
those  in  mental,  tuberculosis,  and  other  long-stay  hospitals  and  in  nursing  homes,  and 
the  term  "hospitalization"  is  used  to  relate  to  all  such  care,  unless  otherwise  specified. 
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TOTAL  MEDICAL  COSTS  FOR  AGED  OASI  BENEFICIARIES: 
PERCENT  DISTRIBUTION  FOR  THOSE  HOSPITALIZED  aj 
AND  NOT  HOSPITALIZED  DURING  YEAR. 

BENEFICIARY  COUPLES 

Porcenl 

AO  .  


WA 

NOT  HOSPITALIZED 

HOSPITALIZED 

/ 

w 
i 

I 

L.»  iKor,  100  1-300  300-500  500  800  800  or  mora  Som.  froo  core  b/ 

MEDICAL  COSTS  (dollars) 


NON-MARRIED  BENEFICIARIES 

Pe'C.M 

60   f===  


10 


n 


Lo.e  ikoo  100  1  300  300  500  SOO-800  800  or  mo>.  Stmt  lrn  cm  b/ 


MEDICAL  COSTS  (dollars) 

n*    Hospitalized  m  general  hospitals  and  long-stay  hospitals  and  nursing  homes. 

For  couples,  hospitalized  cases  Include  those  with  either  of  both  membtti  hospitalized  Cote*  with 
■/nlifiown  costs  not  shown 

_b/    5ee  te*t  for  definition  of  "free"  core 

SOURCE-    80ASI  Beneficiary  Survey.  1957. 
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Corresponding  figures  for  nonmarried  beneficiaries  are  about  $625 
and  $75,  respectively.  Moreover,  12  percent  of  the  couples  and  23  per- 
cent of  the  nonmarried  beneficiaries  with  care  in  a  hospital  or  nurs- 
ing home  had  some  'free"  care.  The  figures  in  table  8  give  the  per- 
centage within  each  cost  group  that  had  one  or  more  admissions  to 
any  type  of  hospital  or  nursing  home  during  the  year  and  the  propor- 
tion with  at  least  one  stay  in  a  general  hospital  during  the  year. 


Table  8. — Percent  of  aged  0A8I  beneficiaries  who  were  hospitalized  during  year, 
by  amount  of  total  medical  cost,  1957 


Beneficiary  couples 

Nonmarried  bene- 

hospitalized 1 

ficiaries  hospitalized 

Total  medical  cost 

Total 

In  general 

Total 

In  general 

hospital 

hospital 

Total  -  

21 

20 

16 

13 

$1  to  $99   -   

1 

1 

1 

1 

$100  to  $199.  — —    

4 

4 

8 

8 

$200  to  $299.   

9 

9 

14 

13 

$300  to  $399    -- 

21 

20 

24 

22 

$400  to  $499      — 

34 

33 

40 

37 

$500  to  $599     

45 

45 

67 

57 

$600  to  $799      

55 

53 

69 

64 

$800  to  $999   -   

74 

74 

83 

52 

$1,000  or  over      

89 

84 

85 

52 

44 

34 

46 

35 

66 

64 

57 

50 

1  1  or  both  members. 


Not  only  does  the  proportion  of  beneficiary  couples  or  nonmarried 
persons  with  at  least  one  period  of  hospitalization  or  nursing-home 
care  rise  sharply  from  only  1  percent  among  those  reporting  costs  of 
less  than  $100  to  more  than  80  percent  of  those  reporting  costs  of  $1,000 
or  more,  but  it  is  significant  also  that  nearly  half  the  beneficiary 
groups  receiving  some  medical  care  free  had  had  a  period  of  hospitali- 
zation. Almost  all  the  beneficiary  couples  with  high  medical  costs  and 
a  period  of  hospitalization  received  care  in  general  hospitals.  On  the 
other  hand  a  substantial  proportion  of  the  nonmarried  hospitalized 
beneficiaries  with  high  costs  were  in  long  term  hospitals  or  nursing 
homes. 

The  effect  of  a  period  of  hospitalization  on  the  size  of  the  total 
medical  bill  can  be  demonstrated  more  directly.  Among  those  couples 
having  hospitalization  of  one  or  both  the  members  and  able  to  report 
their  total  medical  costs,  the  costs  associated  with  such  episodes  aver- 
aged 64  percent  of  their  total  medical  bills  for  the  year,  41  percent 
representing  charges  made  by  a  general  hospital,  4  percent  charges 
of  chronic  care  institutions  and  19  percent  the  fees  for  the  surgeon  and 
in-hospital  doctor's  care.  As  would  be  expected  because  nonmarried 
beneficiaries  are  older,  on  the  average,  than  married  beneficiaries, 
the  cost  associated  with  hospital  and  nursing-home  care  made  up  an 
even  greater  portion  of  total  medical  costs  for  them  than  for  bene- 
ficiary couples — 77  percent  versus  64  percent — with  nursing-home 
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charges  alone  representing  22  percent  of  their  total  medical  bills  and 
general  hospital  fees  33  percent.6 

Costs  associated  with  hospital  and  nursing-home  care  accounted  for 
37  percent  of  the  aggregate  costs  of  all  beneficiaries  able  to  report  their 
total  medical  costs.  General  hospital  fees  alone  represented  20  per- 
cent, nursing-home  charges  5  percent,  charges  in  other  long-stay 
institutions  3  percent.  Surgeons'  and  in-hospital  doctors'  fees  made 
up  the  remaining  9  percent. 

Means  of  meeting  medical  costs 

Since  large  bills  necessarily  create  more  of  a  financial  problem  than 
small  bills  and  a  hospital  stay  is  likely  to  result  in  large  bills,  it  would 
be  useful  to  find  out  how  elderly  beneficiaries  pay  for  necessary 
hospitalization.  This  is  not  possible  because  of  the  difficulty  of  sepa- 
rating available  resources  used  to  pay  for  hospitalization  from  those 
used  to  pay  associated  costs.  Information  is  available,  however,  from 
the  1957  survey  on  the  means  by  which  beneficiaries  met  their  total 
medical  costs  in  the  survey  year. 

More  than  four-fifths  of  all  beneficiary  groups  incurring  medical 
costs  assumed  responsibility  themselves  for  all  the  medical  costs  they 
incurred  during  the  year.  Relatively  few — 14  percent  of  the  couples 
and  9  percent  of  the  nonmarried  beneficiaries — had  any  of  their 
expenses  covered  by  insurance.  Among  the  insured,  as  would  be 
expected  (because  the  usual  form  of  health  insurance  provides  protec- 
tion against  hospitalization  costs),  beneficiaries  who  were  hospitalized 
had  a  higher  portion  of  their  medical  costs  met  by  health  insurance 
than  those  who  were  not,  as  shown  in  table  9. 


Table  9. — Percent  of  aged  0A8I  beneficiaries  with  hospitalization  insurance 
having  specified  proportion  of  medical  costs  met  by  such  insurance,  1957 


Percent  of  total  medical  cost  met  by  Insurance 

Insured  beneficiary 
couples 

Insured  nonmarried 
beneficiaries 

Hospitalized  ■ 

Not  hospi- 
talized 

Hospitalized 

Not  hospi- 
talized 

Total     

100 

100 

100 

100 

16 
28 
29 
16 
7 
5 

92 
4 
2 

} 

1 

13 
19 
36 

(  13 
I  12 
8 

96 
2 

1  ■ 

1 

1  to  24    -  - 

25  to  49    

60  to  69    

70  or  more    

1 1  or  both  members  hospitalized. 


More  than  8  percent  of  all  couples  and  11  percent  of  all  nonmarried 
beneficiaries  had  some  of  their  costs  met  by  a  public  or  private  health 
or  welfare  agency.  For  6  percent  of  the  couples  and  twice  as  large 
a  proportion  of  the  nonmarried  persons,  relatives  were  called  upon  to 
foot  all  or  part  of  the  medical  bills ;  6  percent  of  the  couples  and  3 


•  The  fact  that  beneficiaries  were  classified  by  marital  status  at  the  end  of  the  year  and 
that  the  medical  costs  of  a  spouse  who  died  during  the  year  were  included  with  those  of 
the  survivor  results  In  a  slight  inflation  of  the  importance  of  hospitalization  costs  for 
nonmarried  persons.  As  Bhown  below,  the  hospitalization  rate  was  high  for  deceased 
spouses.  However,  beneficiaries  whose  spouse  had  died  comprised  only  1.6  percent  of 
beneficiaries  classified  as  nonmarried  and  their  total  costs  accounted  for  5  percent  of 
the  aggregate  costs  of  nonmarried  beneficiaries. 
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percent  of  the  nonmarried  persons  had  larger  unpaid  medical  bills 
at  the  end  of  the  year  than  at  the  beginning. 

In  the  case  01  beneficiaries  with  relatively  high  costs  the  situation 
was  somewhat  different.  (For  purposes  of  tliis  analysis,  the  married 
couples  with  medical  costs  of  $800  or  more  and  nonmarried  indivi- 
duals having  costs  of  $500  or  more  were  singled  out  as  having  relatively 
high  costs. )  Such  beneficiaries — a  considerable  number  of  whom  had 
a  period  of  hospitalization,  namely  85  percent  of  the  couples  and  79 
percent  of  the  nonmarried — were  more  likely  than  others  to  have  some 
medical  costs  covered  by  insurance.  They  were  somewhat  less  likely 
than  other  beneficiaries  to  assume  sole  responsibility  for  costs  not 
covered  by  insurance,  and  more  likely  to  have  relatives  pay  some  bills, 
to  draw  on  their  own  assets,  or  to  increase  their  outstanding  medical 
debt.  These  differences  are  illustrated  by  the  proportions  of  all  bene- 
ficiaries as  compared  with  those  incurring  relatively  high  costs  who 
used  selected  means  of  meeting  some  of  their  costs  (table  10). 


Table  10. — How  medical  costs  were  met  by  all  aged  0A8I  beneficiaries  and  by 
those  having  relatively  high  costs,  1957 

[Percent] 


Beneficiary  couples 

Nonmarried  beneficiaries 

Selected  means  of  meeting  medical  costs  1 

Having 

Having 

All 

costs  of 

All 

costs  of 

$800  or 

$500  or 

more 

more 

Insurance  covered  some  costs..    

14 

53 

9 

38 

Beneficiary  assumed  entire  responsibility  •  . 

88 

84 

79 

61 

Relatives  assumed  some  responsibility   

6 

15 

12 

31 

Health  or  welfare  agency  assumed  some  responsibility — 

8 

2 

11 

12 

Medical  debt  increased   

6 

25 

3 

10 

1  Items  not  mutually  exclusive  since  beneficiaries  frequently  used  more  than  1  means  to  meet  medical 
costs. 

3  Exclusive  of  any  portion  covered  by  Insurance.  May  include  payments  from  assets  as  well  as  from 
current  income  and  any  portion  as  yet  unpaid. 


The  seeming  paradox  that  beneficiaries  incurring  high  costs  were 
no  more  likely  than  others — and  in  the  case  of  married  couples  actu- 
ally less  likely — to  have  a  public  or  private  health  or  welfare  agency 
responsible  for  some  of  their  costs  is  accounted  for  by  the  fact  that 
many  of  the  beneficiaries  needing  medical  care  that  was  relatively 
high  in  cost  obtained  some  of  it  without  charge  because  of  limited 
ability  to  pay;  medical  costs  were  not  aggregated  for  beneficiaries 
having  some  care  "free." 

As  indicated  above,  6  percent  of  all  beneficiary  couples  and  8  per- 
cent of  all  nonmarried  persons  were  classified  as  receiving  some 
medical  item  or  service  "free."  About  half  of  these  cases  involved 
hospitalization.  It  is  highly  likely  that  if  the  costs  of  such  hospital 
care  could  be  approximated,  the  number  of  beneficiaries  with  large 
total  medical  costs  would  be  considerably  greater.  Only  9  percent  of 
the  married  couples  or  nonmarried  beneficiaries  classified  as  receiving 
some  "free"  care  had  any  medical  costs  covered  by  insurance.  A  hos- 
pital or  other  health  or  welfare  agency  assumed  at  least  some  respon- 
sibility for  medical  costs  in  most  of  these  cases  of  "free"  care,  and 
relatives  contributed  a  share  for  14  percent  of  the  couples  and  28 
percent  of  the  nonmarried  persons. 
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As  would  be  expected,  those  receiving  some  "free"  medical  care 
were  considerably  more  likely  than  others  to  be  on  public  assistance 
rolls  during  all  or  part  of  the  year  (table  11 ) . 


Table  11. — Percent  of  aged  0A8I  beneficiaries  with  specified  medical  costs 
receiving  public  assistance  during  year,  1957 


Beneficiary- 
couples 

Nonmarrled 
beneficiaries 

All  beneficiaries  

7 

13 

Some  free  care  

27 
6 
7 
2 
2 

37 
14 
10 
14 
10 

High  medical  costs  1  

Low  or  intermediate  medical  costs  

No  medical  costs  

1  $800  or  more  for  couples,  $500  or  more  for  nonmarrled  individuals. 


It  is  not  possible  to  determine  how  many  beneficiaries  (in  addition 
to  those  receiving  some  medical  care  entirely  free)  were  charged 
reduced  rates  for  some  service  because  of  limited  ability  to  pay. 

Costs  of  terminal  illness 

In  one  important  respect  the  beneficiary  survey  data  are  incom- 
plete :  They  include  no  information  on  medical  costs  incurred  by  old- 
age  or  widow  beneficiaries  who  died  during  the  survey  year. 

However,  data  obtained  for  persons  who  died  leaving  a  surviving 
spouse  drawing  a  retired  worker's  benefit  give  some  indication  of  the 
cost  of  terminal  illness.  Such  cases  comprised  less  than  1  percent  of 
all  the  beneficiary  groups  studied  and  the  data  therefore  must  be  used 
with  care.  In  almost  all  of  these  cases  the  survivor  was  the  husband, 
because  the  sample  design  did  not  include  women  drawing  widows' 
benefits  unless  their  husband  had  died  before  the  beginning  of  the 
survey  year. 

Total  medical  costs  for  the  couples  where  one  of  the  partners  died 
averaged  much  higher  than  where  both  survived,  because  the  costs 
incurred  by  the  dying  spouse  were  high.  They  were  also  more  likely 
to  receive  some  "free"  care.  This  came  about  in  part  because  the 
spouses  who  died  were  quite  likely  to  have  had  some  hospitalization 
during  the  year  and,  as  shown  earlier,  an  episode  of  hospitalization 
is  likely  to  be  associated  with  high  medical  costs  or  need  for  "free" 
care.  The  following  figures  compare  the  experience  of  the  deceased 
spouses  with  that  of  all  nonmarried  beneficiaries : 


Average 

Percent  re- 

Percent hos- 

medical 

ceiving  some 

pitalized 

costs  1 

free  care 

Spouses  dying  during  survey  year   

$550 

14 

54 

209 

8 

16 

1  Based  on  those  with  known  costs  and  not  receiving  any  item  "free." 


The  survivors  of  these  deceased  spouses  also  tended  to  have  above- 
average  medical  costs — with  more  than  a  fourth  requiring  some  hos- 
pitalization themselves — so  that  total  expenses  for  the  couple  averaged 
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higher  than  where  both  partners  survived  the  entire  survey  year,  as 
illustrated  by  the  following : 


Average 

Percent  re- 

Percent with 

medical 

ceiving  some 

one  or  both 

costs  1 

free  care 

members 

hospitalized 

Beneficiary  couples  with  spouse  dying  during  year..-  

$783 

19 

65 

Other  beneficiary  couples   

339 

6 

21 

1  Based  on  those  with  known  costs  and  not  receiving  any  item  "free." 


As  might  be  expected,  the  high  costs  associated  with  the  death  of  a 
spouse  meant  that  the  survivors  had  greater  difficulty  in  meeting 
their  total  medical  costs  than  other  beneficiaries.  Insurance  covered 
some  of  the  costs  in  only  one- fourth  of  the  cases  where  one  of  the 
partners  had  died.  Nearly  one-third  received  some  help  from  rela- 
tives, and  a  fourth  still  had  medical  bills  remaining  unpaid  at  the  end 
of  the  survey  year. 

To  the  extent  that  old-age  beneficiaries  who  died  during  the  survey 
year  (and  were,  therefore,  not  included  in  the  survey)  incurred 
greater  expenses  than  those  who  survived,  the  survey  statistics  under- 
state average  medical  costs  for  all  beneficiaries ;  and  to  the  extent  that 
some  of  those  dying  left  insufficient  funds  to  cover  all  their  bills,  the 
statistics  understate  the  volume  of  medical  costs  which  must  be  as- 
sumed by  others. 
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CHAPTER  III 

FACTORS  INFLUENCING  TRENDS  IN  COSTS  OF 
HOSPITAL  AND  MEDICAL  CARE 

In  the  United  States  and  in  many  other  countries,  complaints 
about  the  rising  cost  of  medical  care,  and  above  all  hospital  costs, 
have  been  increasingly  heard  during  the  last  decade.  The  medical 
care  component  of  the  Bureau  of  Labor  Statistics'  Consumer  Price 
Index  reflects  the  rising  price  trends  in  the  United  States.  The 
"price"  of  medical  care  began  to  climb  in  1941  and  has  increased 
over  the  last  decade  nearly  twice  as  much  as  the  average  "price" 
for  all  the  goods  and  services  used  by  families,  and  shows  the 
greatest  increase  of  any  of  the  eight  ma]  or  groups  of  items. 

Percent  increase  in  Consumer  Price  Index,  1948-58 

Percent 


All  items   20 

Food   16 

Apparel   3 

Housing   26 

Transportation   39 

Medical  care   43 

Personal  care   27 

Reading  and  recreation   16 

Other  goods  and  services   27 


Over  a  longer  period,  from  1938  to  1958,  the  "price"  of  medical  care 
as  measured  by  the  Consumer  Price  Index,  increased  only  slightly 
more  than  the  average  for  all  goods  and  services.  The  price  of  hos- 
pital care,  however,  rose  almost  300  percent  as  compared  to  105  per- 
cent for  the  entire  index  (1).  Although  a  multiplicity  of  factors 
have  entered  into  the  rising  costs  of  hospital  care,  the  two  principal 
factors  are  the  change  in  the  character  of  the  hospital  itself,  and  the 
greater  demand  and  utilization  of  hospital  care  brought  on  by  the 
growth  of  health  insurance  and  the  rising  standard  of  living  of  the 
American  consumer. 

Changing  Character  or  Hospitals 

The  hospital  of  today  is  as  unlike  the  hospital  of  20  or  30  years  ago 
as  the  1958  model  automobile  is  unlike  the  Model  T.  You  pay  more 
but  also  get  more.  The  hospital  of  today  stands  for  the  oxygen  tent, 
the  blood  bank,  the  operating  room,  and  the  other  instruments  through 
which  modern  medicine  demonstrates  its  ability  to  save  life.  It  is 
also  where  the  laboratory  and  radiographic  procedures  and  radio- 
active elements  are  available  for  diagnostic  procedures.  It  is  a  com- 
plicated organization  of  services  most  of  which  must  be  available  for 
use  on  a  moment's  notice. 
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Hospital  wages  and  salaries 

With  the  change  in  character  has  come  the  need  for  a  larger  pro- 
portion of  skilled  workers  of  all  kinds,  plus  an  attempt  to  bring  hos- 
pital salaries  into  line  with  the  general  wage  level.  The  increased 
number  of  employees  in  the  hospital  can  be  attributed  to  the  reduction 
of  the  workweek  as  well  as  the  expansion  of  hospital  services.  "With 
the  advent  of  the  40-hour  week,  three  employees  were  needed  to  cover 
each  position  where  two  had  been  before — since  hospital  work  is  an 
around-the-clock  operation  and  is  likely  to  remain  so.  In  1946,  pay- 
roll accounted  for  a  little  more  than  one-half  of  the  average  total  ex- 
pense per  patient  day  and  by  1955  it  was  62  percent. 

Despite  the  fact  that  payroll  dropped  back  to  60%  percent  in  1957, 
it  seems  reasonable  to  assume  that  further  attempts  will  have  to  be 
made  to  bring  hospital  salaries  into  line  with  the  general  wage  level. 
For  example,  the  average  annual  earnings  for  all  short-term  and  gen- 
eral hospital  employees  increased  by  122  percent  between  1946  and 
1957,  as  compared  to  only  79  percent  for  all  employees  in  industry. 
This  faster  increase — one  that  occurred  in  services  generally  during 
this  period — was  in  large  part  a  reflection  of  the  catching  up  with  the 
more  rapid  increases  that  occurred  in  earnings  in  manufacturing  dur- 
ing the  war.  Nonetheless,  in  1957  the  average  full-time  hospital  em- 
ployee earned  only  $2,717  per  year,  or  about  two-thirds  as  much  as  a 
full-time  worker  in  industry  (2) . 

There  has  been  and  continues  to  be  a  serious  shortage  not  only  of 
physicians  but  also  of  all  other  types  of  health  personnel — nurses, 
occupational  and  plrysical  therapists,  medical  and  psychiatric  social 
workers,  medical  technologists,  dieticians,  and  also  practical  nurses, 
aids,  technicians,  and  homemakers.  To  meet  the  needs  for  hospital 
and  other  health  personnel,  salaries  had  to  be  raised  rapidly  in  recent 
years,  and  they  will  undoubtedly  exceed  their  present  levels.  Whether 
the  earnings  of  health  personnel  will  in  the  future  rise  much  faster 
than  general  wage  levels  is  a  different  question.  It  is  reasonable  to 
assume  some  further  relative  improvement,  however. 

Unlike  industry,  hospitals  are  hard  put  to  cushion  wage  increases 
with  greater  productivity.  Hospitals  may  be  able  to  improve  their 
productivity  slightly  by  having  less  skilled  persons  take  over  some  of 
the  dutes  requiring  lesser  skills  now  performed  by  professionals,  but 
this  will  hardly  be  enough  to  completely  absorb  a  round  of  wage 
increases. 

Technical  equipment 

Advances  in  scientific  medicine  have  been  accompanied  by  the  need 
for  expensive  equipment  and  highly  trained  technicians.  Not  all 
hospitals  have  as  yet  been  able  to  take  advantage  of  some  of  the  ad- 
vances in  modern  medical  practice  because  of  the  cost  of  some  of  the 
equipment  and  the  space  needed  for  its  installation.  There  has,  how- 
ever, been  a  significant  increase  in  the  proportion  of  hospitals  offering 
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the  more  important  specialized  services,  as  indicated  in  the  following 
data  from  the  American  Hospital  Association  (3)  : 


Service 


Diagnostic  X-ray  

Clinical  laboratory  

Metabolism  apparatus. 

Electrocardiograph  

Blood  bank   

Physical  therapy  

X-ray  therapy  

Electroencephalograph . 
Outpatient  department 
Number  of  hospitals  


Percentage  of  general  and 
allied  special  hospitals 
with  specified  services 


1046 

1957 

86 

96 

76 
69 

94 
90 

53 

92 

23 

59 

33 

38 

33 
6 

36 
12 

43 

55 

4, 

702 

5,309 

It  is  to  be  expected  that  the  trend  toward  more  complete  availability 
of  a  wide  range  of  technical  equipment  will  continue,  but  that  there 
will  also  be  more  communitywide  pooling  of  expensive  equipment 
such  as  the  electroencephalograph. 

Length  of  stay 

With  the  change  in  medical  technology  and  the  wide  use  of  new  and 
expensive  drugs,  there  has  been  a  notable  decrease  in  the  average 
length  of  stay  in  hospitals  over  the  past  decade — from  9.1  days  in 
1946  to  7.6  days  in  1957.  However,  there  has  been  a  large  increase  in 
persons  going  into  hospitals,  and,  consequently,  the  total  days  of 
hospital  care  per  100  persons  in  the  population  actually  changed  very 
little  over  the  period — it  was  89  per  100  in  1946  and  93  per  100  in 
1957. 

Because  more  service  is  usually  required  the  first  few  days,  the 
shorter  stay  has  resulted  in  a  heavier  concentration  of  services  per  pa- 
tient day,  and,  therefore,  a  higher  per-patient-day  cost.  Since  for  per- 
sons over  65,  the  average  stay  in  the  hospital  is  more  than  half  again 
as  long  as  for  the  population  as  a  whole,  their  per-patient-day  cost 
may  be  lower. 

Thus,  the  changing  character  of  the  hospital  has  been  a  major  factor 
in  bringing  about  the  rising  cost  of  hospital  care  over  the  past  one  or 
two  decades.  Further  changes  of  this  nature  are  to  be  expected,  and 
they  will  likewise  probably  result  in  a  continued  rise  m  the  unit 
costs  of  hospital  care  for  all  age  groups.  If  overall  costs  are  to  be 
held  down  in  the  face  of  these  rising  prices,  it  will  probably  have  to 
be  through  a  reduction  in  utilization  and  average  length  of  stay.  One 
way  in  which  this  might  occur  would  be  through  improved  diag- 
nostic and  other  out-of-hospital  services  (see  below),  although  it  is 
also  possible  that  such  developments  would  increase  overall  demand 
for  medical  care. 
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Increasing  Effective  Demand 

The  improved  methods  of  paying  for  hospital  services  through  vol- 
untary insurance  (discussed  in  ch.  IV) ,  and  the  general  rise  in  incomes 
in  recent  years  have  led  to  an  increase  in  medical  expenditures  as  well 
as  in  hospital  utilization.  Medical  care  spending  actually  has  in- 
creased proportionately  more  than  personal  income  in  recent  decades. 
It  is  a  more  important  part  of  the  family  budget  than  ever  before. 
Allowing  for  population  growth,  per  capita  medical  care  and  health 
insurance  expenditures  by  consumers  from  1948  to  1958  went  from 
$52  to  $88,  an  increase  of  69  percent.  Private  spending  for  hospital 
care,  both  in  gross  and  per  capita  terms,  has  been  gaining  steadily. 
On  a  per  capita  basis  the  change  has  been  from  $13  in  1948  to  $26  in 
1957  (4) . 

Of  course,  spending  for  medical  care  is  still  influenced  by  the  amount 
of  income.  The  survey  of  family  expenditures  in  1950,  conducted  by 
the  Bureau  of  Labor  Statistics,  shows  that  urban  families  with  income 
less  than  $2,000  spent  over  7y2  percent  of  their  income — after  taxes — 
for  the  year  on  medical  care,  an  average  of  about  $50  a  person.  At 
the  other  end  of  the  income  scale,  the  families  with  income  of  $7,500  or 
more  spent  3V2  percent  of  their  year's  income  for  medical  care,  or 
about  $104  a  person.  Thus  the  upper-income  families,  using  only  half 
as  large  a  share  of  their  funds  as  the  low-income  group,  were  able  to 
spend  an  average  of  twice  as  much  for  medical  care  per  family 
member  (5). 

The  greater  effective  demand  for  hospital  care  brought  about  by  a 
rising  standard  of  living  and  the  growth  of  health  insurance  has 
played  a  major  role  in  the  increasing  cost  of  hospital  care  reflected 
over  the  last  two  decades.  The  continued  rising  standard  of  living 
and  growth  of  health  insurance  will  probably  continue  to  influence  the 
cost  of  hospital  care  in  the  future. 

Other  Factors  Affecting  Future  Trends  in  Medical  Costs 

The  cost  of  medical  care  in  the  years  ahead  will  be  affected  not  only 
by  future  trends  in  the  two  factors  which  have  been  identified  as  of 
major  significance  in  the  past  decade,  but  also  by  other  factors  whose 
effects  can  only  partially  be  measured  or  predicted  at  this  time.  In 
projecting  overall  hospital  and  medical-care  costs,  the  inter-relation- 
ship of  all  the  various  factors  must  be  considered. 

On  the  one  hand,  there  is  the  probability  of  rising  daily  costs  of 
hospital  care  and  of  increased  utilization  of  hospitals  due  to  prepay- 
ment or  to  new  medical  procedures,  and  to  the  economy  in  physician 
time  which  hospitalization  of  his  patients  makes  possible.  On  the 
other  hand,  there  are  the  improved  diagnostic  and  other  services 
that  will  keep  more  persons  out  of  hospitals.  There  are  also  the 
changes  in  the  organization  of  hospital  and  other  types  of  medical 
care  that  will  shift  more  days  of  care  from  the  most  expensive  fa- 
cilities to  fully  adequate  but  less  costly  types  of  institutional  care  or 
to  superv  ised  medical  services  in  the  home.  And  beyond  these,  there 
is  the  unpredictable  effect  of  medical  research.  Some  of  the  ways  by 
which  unit  and  overall  costs  may  be  affected  are  discussed  below. 


HOSPITALIZATION  INSURANCE 


37 


Organization  of  Health  Services 

The  extent  to  which  future  health  services  will  be  associated  with 
hospitals  will  be  affected  by  many  factors.  Some  can  be  identified  at 
this  time,  but  how  they  will  react  on  one  another  is  an  open  question. 

The  growth  of  private  hospital  insurance  has  undoubtedly  con- 
tributed to  the  increasing  use  of  hospital  services.  Removal  of  fi- 
nancial barriers  to  care  is  one  purpose  of  hospital  insurance.  Ques- 
tions are  increasingly  being  raised,  however,  as  to  whether  the  avail- 
ability of  partial  prepayment  of  hospital  bills,  in  the  absence  of  sim- 
ilar insurance  for  all  medical  bills,  has  not  resulted  in  some  medi- 
cally unnecessary  hospital  stays.  Hospital  administrators,  Blue  Cross 
plans,  the  insurance  industry  and  insurance  commissioners  in  a  num- 
ber of  States  are  showing  increasing  interest  in  a  reexamination  of 
current  practices. 

These  pressures  may  have  a  perceptible  effect  on  future  trends,  for 
example,  it  may  be  possible  to  cut  down  unnecessary  use  of  inhospital 
care  for  diagnostic  purposes  by  altering  the  patterns  of  insurance 
coverage,  as  well  as  methods  of  medical  practice.  However,  the  more 
complex  the  equipment  and  related  requirements  needed  for  accurate 
diagnosis,  the  more  will  efficiency  of  operation  suggest  the  hospital 
for  these  purposes. 

Over  half  the  general  hospitals  in  the  United  States  have  outpa- 
tient clinics  but  the  kind  and  quality  of  services  offered  vary  greatly 
and  a  large  part  of  the  population  still  thinks  of  them  as  charity 
clinics  (G).  With  a  change  in  emphasis  and  in  public  attitudes,  hos- 
pital outpatient  clinics  could  provide  a  broad  range  of  services  of 
high  quality  for  paying  patients.  If  such  outpatient  care  were 
covered  by  health  insurance,  this  might  have  a  significant  effect  on 
hospital  utilization. 

Considerable  experimentation  is  going  forward  on  new  organiza- 
tional arrangements  for  the  health  care  of  older  people.  Experiments 
are  concerned  with  ways  to  decrease  the  use  of  hospitals  and  of  the 
most  expensive  hospital  beds,  and  at  the  same  time  to  adapt  health 
services  and  facilities  to  meet  more  fully  the  needs  of  the  elderly 
patients. 

In-hospital  care 

Experimentation  with  reorganization  of  arrangements  for  inpatient 
hospital  care  is  underway  in  several  hospitals.  The  Public  Health 
Service  is  carrying  on  research  on  staffing  requirements  and  costs  of 
an  organization  of  services  tailored  to  meet  the  needs  of  the  individual 
patient.  This  system  of  care  has  been  termed  progressive  patient  care. 
Designed  to  provide  a  high  level  of  patient  care  at  the  lowest  possible 
cost  to  the  patient,  while  making  the  best  use  of  scarce  medical  and 
nursing  personnel,  this  pattern  of  hospital  organization  includes  (1) 
intensive  care,  (2)  intermediate  care,  (3)  self-care,  (4)  long-term 
care,  and  (5)  home  care. 

Of  those  patients  of  all  ages  who  are  in  general  hospitals  today 
only  about  10  percent  are  critically  ill  and  require  constant  nursing 
care  and  the  ready  accessibility  of  lifesaving  drugs  and  equipment. 
A  special  hospital  unit  for  intensive  care  would  meet  the  needs  of 
these  patients.   About  one-half  of  the  patients  in  a  general  hospital 
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require  intermediate  care  provided  in  a  special  unit  where  patients 
are  ambulatory  for  short  periods  and  can  begin  to  care  for  themselves. 
While  most  patients  are  discharged  to  their  homes  from  this  unit, 
there  are  others  who  require  convalescent  care. 

The  needs  of  these  convalescent  patients,  as  well  as  of  ambulatory 
patients  requiring  diagnostic  facilities  only,  can  be  met  in  hotel-type 
accommodations  where  nursing  care  is  minimal  and  self-help  care 
emphasized.  It  has  been  estimated  that  about  one  in  each  five  patients 
now  in  general  hospitals  would  benefit  from  care  in  this  type  of  unit 
and  at  the  same  time  costs  of  their  care  could  be  lowered. 

Home  care 

Home  care  may  provide  the  services  of  a  visiting  nurse  to  carry  out 
the  orders  of  the  physician  or  be  an  extension  of  hospital  services. 
Patients  in  the  home-care  program  of  the  latter  type — referred  from 
hospitals — are  seen  at  regular  intervals  by  physicians  and  nurses  from 
the  hospital.  Should  readmission  be  necessary  it  is  accomplished 
without  the  difficulties  usually  associated  Avith  hospital  admission. 
This  type  of  care  is  particularly  appropriate  for  the  long-term  ill- 
nesses of  the  elderly — heart  disease,  cancer,  arthritis,  etc.  For  some 
it  reduces  the  length  of  stay  and  the  number  of  readmissions  to  the 
hospital,  and  for  others,  the  need  for  custodial  institutional  care. 

A  home-care  program  may  be  a  way  of  saving  in  terms  of  general 
hospital  bed  utilization.  Many  factors,  such  as  the  admission  and 
discharge  policies  of  the  hospital  and  home-care  program,  will  deter- 
mine to  what  extent  it  is  a  saving. 

Preventive  care 

More  extensive  application  of  known  preventive  and  early  diagnos- 
tic techniques  offers  promise  of  reduction  in  the  subsequent  need  for 
hospital  .care  for  the  individual  patient  with  a  prolonged  illness. 
While  primary  preventive  measures  are  not  known  for  the  vast  ma- 
jority of  chronic  diseases  to  which  older  people  are  subject,  early 
diagnosis  of  conditions  leading  to  chronic  and  progressive  impair- 
ment would  reduce  the  subsequent  costs  of  care  in  many  cases.  For 
example,  increasing  emphasis  is  being  placed  on  rehabilitation  of  the 
disabled,  so  that  they  may  return  to  a  normal  life  or  be  able  to  care 
for  themselves  at  least  in  some  measure.  Only  a  beginning  has  been 
made,  however,  on  investigation  of  the  potentialities  and  techniques 
of  rehabilitation  of  the  chronically  impaired. 

Group  practice 

In  recent  years  there  has  been  a  rapid  increase  in  medical  group 
practice  until  today  there  are  about  1,000  groups  in  operation.  With 
greater  specialization  in  the  practice  of  medicine,  group  practice  is 
considered  an  efficient  means  for  bringing  together  the  diverse  skills 
and  achievements  of  modern  medicine.  Having  specialists'  care  so 
readily  available  may  do  much  to  encourage  early  hospitalization. 
On  the  other  hand,  the  preventive  aspects  of  this  type  of  practice  and 
the  grouping  of  qut-of -hospital  diagnostic  services  may  reduce  the 
need  for  hospitalization.  The  experience  of  some  of  the  prepaid 
group  plans  indicates  some  reduction  in  the  length  of  hospital  stays 
may  be  expected  where  prepayment  covers  a  broad  range  of  out-of- 
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hospital  as  well  as  hospital  costs  (7).  The  net  influence  of  group 
practice,  however,  can  hardly  be  determined  in  such  an  early  stage 
of  its  growth. 

Skilled  nursing  home  care 

Nursing  home  care  has  grown  phenomenally  within  a  relatively 
short  span  of  years.  Increasing  attention  is  being  directed  to  differ- 
entiation of  nursing  homes  in  accordance  with  the  service  require- 
ments of  patients,  to  improved  licensure  and  regulation  of  nursing 
homes,  and  to  the  quality  of  care  provided.  With  the  continued 
growth  and  improvement  of  nursing  homes,  with  their  greater  aso- 
ciation  with  the  mainstream  of  medical  care,  and  with  increased 
coverage  under  health  insurance,  pressure  will  be  brought  to  build 
more  and  upgrade  those  already  in  existence.  (See  ch.  II.) 

In  a  few  communities  nursing  homes  have  been  made  an  integral 
part  of  a  hospital,  thus  facilitating  the  interchange  of  patients  be- 
tween nursing  home  and  hospital  and  the  supervision  of  the  nursing 
home  operations  by  trained  hospital  staffs.  There  is  a  discussion 
of  broadening  existing  home  care  programs  of  hospitals  to  provide 
or  supervise  services  to  patients  in  nursing  homes  and  also  to  facili- 
tate the  training  of  nursing  home  personnel. 

Medical  research 

While  it  is  reasonable  to  assume  that  the  increasing  support  of 
medical  research  will  result  in  new  and  dramatic  discoveries,  it  is 
obviously  impossible  to  foretell  their  impact.  Some  can  be  expected 
to  have  effects  similar  to  the  use  of  antibiotics  for  the  treatment  of 
pneumonia  and  the  substantial  reduction  in  hospital  care  that  fol- 
lowed. Others  will  be  similar  in  effect  to  new  methods  of  cardiac 
surgery,  saving  lives  but  at  the  cost  of  elaborate  equipment  and  the 
time  of  highly  skilled  personnel. 

It  is  much  too  early  to  be  able  to  forecast  the  net  effect  on  hospital 
and  other  institutional  care  of  the  research  going  forward  on  the  pro- 
gressive aging  process,  on  cell  physiology  and  chemistry,  on  the  ner- 
vous system,  on  metabolism,  on  the  endocrine  system,  on  the 
neuromuscular  system  as  well  as  of  the  research  on  chronic  diseases  to 
which  the  aged  are  especially  subject.  However,  even  though  new  dis- 
coveries may  lead  to  control  of  disease,  it  is  not  unlikely — if  we  judge 
from  the  impact  of  research  on  medical  care  in  the  past — that  the  net 
effect  will  be  a  greater  demand  for  medical  services  among  the  popula- 
tion generally.  Substantial  progress  in  increasing  the  lifespan  of 
those  65  and  over  is  likely  to  increase  the  incidence  of  degenerative 
diseases  and  of  care  required  for  these  diseases.  The  trend  may  be 
expected  to  be  toward  higher  health-service  requirements  in  the  future. 

It  seems  doubtful  that  changes  in  medical  practice  and  organization 
of  services  will  hold  down  the  overall  cost  of  medical  care  for  the  aged. 
The  cost  will  probably  continue  to  rise  despite  any  of  these  changes. 
Hopefully,  however,  the  availability  of  more  and  better  out-of -hospital 
facilities  will  help  to  keep  costs  from  going  as  high  as  they  might,  were 
current  practices  maintained.  There  is  not  sufficient  information,  due 
to  lack  of  experience,  to  predict  to  what  extent  hospital  utilization 
will  be  affected  by  improved  out-of-hospital  services. 
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Overall  Medical  Costs 


Public  and  private  expenditures  for  medical  services,  medical  re- 
search, construction  of  medical  facilities,  and  public  health  activities 
in  1957  took  4.7  percent  of  the  Nation's  total  output.  In  1929,  all 
such  health  expenditures  amounted  to  about  3.5  percent  of  the  gross 
national  product.  Whether  the  proportion  of  the  national  output 
going  into  health  services  in  the  next  decade  or  two  will  change  sig- 
nificantly depends  both  upon  developments  in  the  medical  field  and 
upon  the  rate  of  growth  of  total  output.  If  productivity  continues  to 
increase  as  it  has  in  the  past,  more  real  resources  will  be  available  for 
health  purposes  without  any  increase  in  the  share.  On  the  other  hand, 
if  a  larger  share  can  be  used  effectively  for  health,  the  public  would  in 


The  way  in  which  the  total  amounts  spent  for  health  are  divided 
among  research,  prevention.,  and  different  types  of  service  will  be  of 
growing  importance.  In  this  respect,  we  may  be  approaching  a  cross- 
road. It  is  possible  that  the  factors  leading  to  increased  use  of  in- 
hospital  care  and  those  leading  to  relatively  more  use  of  out-of -hospital 
services  are  coming  into  a  new  balance. 

It  is  not  unreasonable  to  anticipate  that  increasing  emphasis  on 
preventive  measures,  improved  organization  of  methods  of  care,  and 
the  results  of  continuing  research  will  make  possible  further  improve- 
ments in  medical  services  without  substantial  increases  in  the  overall 
costs  of  hospital  care  as  a  proportion  of  a  national  output  that  we  may 
assume  will  continue  to  expand. 


(1)  "Medical  Care  in  the  Consumer  Price  Index,  1936-56,"  Monthly  Labor 
Review,  September  1957 ;  Bureau  of  Labor  Statistics,  Consumer  Price  Index, 
December  1958. 
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of  Current  Business,"  1959. 
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vol.  XVIII,  University  of  Pennsylvania,  1957. 
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Group  Health  Cooperative  of  Puget  Sound" ;  Cooperative  Health  Federation  of 
America,  "Proceedings  of  the  Anuual  Group  Health  Institute,"  August  1956. 
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CHAPTER  IV 


ORGANIZED  METHODS  OF  FINANCING  HOSPITAL 
CARE  FOR  THE  AGED 

Voluntary  prepayment  of  hospital  and  medical  costs  has  won  wide 
and  increasing  acceptance  among  both  consumers  and  providers  of 
medical  service.  The  scope  and  types  of  prepayment  arrangements 
available  vary  greatly  for  different  groups  and  in  different  areas. 
The  cost  of  the  insurance  to  the  individual  is  equally  varied. 

About  121  million  persons — 72  percent  of  the  total  population — 
were  covered  by  some  form  of  hospitalization  insurance  as  of  the  end 
of  1957.  Preliminary  estimates  for  December  1958,  show  just  over 
121  million  or  70  percent  of  the  population  at  the  end  of  that  year, 
having  hospital  insurance.  Ten  years  earlier,  in  December  1947, 
the  53  million  persons  with  such  protection  had  represented  37  per- 
cent of  the  total  population.  Insurance  against  the  costs  of  hospital 
care  is  the  most  widely  held  type  of  health  insurance.  Most,  but  not 
all,  persons  having  such  coverage  also  have  insurance  against  some 
other  medical  costs.  At  the  end  of  1957, 109  million  persons — 65  per- 
cent of  the  population — carried  surgical  care  insurance.  At  the  end 
of  1947,  only  18  percent  had  surgical  insurance. 

Regular  medical  expense  insurance,  covering  the  costs  of  physi- 
cians' services  other  than  surgical  care  and  certain  other  benefits,  in- 
creased even  more  sharply,  from  6  percent  at  the  end  of  1947  to  43  per- 
cent of  the  population  in  1957.  Much  of  this  form  of  insurance  ap- 
plies only  to  physicians'  visits  to  hospitalized  patients.  The  72  mil- 
lion persons  with  regular  medical  expense  insurance  in  1957  included 
approximately  13  million  with  major  medical  expense  policies,  a  form 
of  insurance  unknown  a  decade  ago. 

This  new  form  of  insurance— designed  to  provide  partial  protec- 
tion against  the  costs  of  "catastrophic"  or  prolonged  illness — covers 
a  wide  range  of  types  of  care  both  in  and  out  of  the  hospital  but 
insures  only  amounts  over  a  specified  sum  (the  deductible  amount 
which  may  be  covered  by  basic  coverage  or  paid  by  the  insured  him- 
self) and  usually  only  a  stated  portion  (75-80  percent)  of  the  re- 
maining medical  bills  up  to  a  maximum  which  may  be  as  high  as 
$5,000  or  $10,000.  The  72  million  persons  include  also  about  5  mil- 
lion persons  enrolled  in  community  and  other  independent  plans  pro- 
viding quite  comprehensive  medical  services  of  all  types  (1) . 

The  proportion  of  the  total  private  medical  bill  paid  by  insurance 
has  also  increased  over  the  past  decade.  Voluntary  health  insurance 
benefits  covered  about  57  percent  of  private  expenditures  for  hospital 
services  in  1957 ;  they  had  covered  27  percent  in  1948.  About  31  per- 
cent of  private  expenditures  for  physicians'  services  were  reimbursed 
by  insurance  in  1957 ;  only  6  percent  had  been  covered  in  1948.  Pri- 
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vate  insurance  benefits  represented  24  percent  of  all  private  expendi- 
tures for  hospitalization  and  medical  care  in  1957,  as  against  8  percent 
in  1948  (g). 

The  growth  of  private  health  insurance  has  been  markedly  stimu- 
lated by  the  inclusion  of  health  benefits  in  collectively  bargained 
employee  benefit  plans.  It  is  estimated  that  close  to  three-fourths  of 
the  health  insurance  coverage  now  in  effect — including  coverage  of 
both  employees  and  their  dependents — derives  from  employee  benefit 
plans  under  collective-bargaining  arrangements  or  established  uni- 
laterally by  the  employer  (3) .  This  factor,  combined  with  the  greater 
accessibility  of  hospitals  and  other  types  of  medical  care  in  urban 
areas,  has  resulted  an  an  uneven  spread  of  insurance  coverage.  The 
approximately  30  percent  of  the  population  without  any  health  insur- 
ance includes  a  disproportionate  number  of  persons  in  rural  areas, 
in  small  establishments  or  self-employed,  and  retired  persons  and 
other  low-income  groups. 

The  extent  of  coverage  also  varies  greatly  from  State  to  State.  In 
eight  States,  of  which  all  but  one  (Vermont)  were  highly  urban  and 
industrialized,  more  than  80  percent  of  the  population  is  estimated  to 
have  had  some  type  of  health  insurance  at  the  end  of  1957 ;  in  Connecti- 
cut and  Ohio  the  proportion  was  over  90  percent.  In  six  States,  on 
the  other  hand,  less  than  50  percent  of  the  population  was  covered, 
ranging  down  to  about  40  percent  in  Mississippi  and  Louisiana  (-?). 

Persons  aged  65  and  over  are  perhaps  the  most  important  of  the 
groups  with  less  than  average  protection  under  existing  voluntary  in- 
surance. Several  recent  studies  suggest  that  approximately  40  percent 
of  the  population  in  these  ages  now  has  some  form  of  health  insurance 
coverage. 

A  nationwide  survey  carried  out  by  the  Bureau  of  the  Census  for  the 
Social  Security  Administration  in  March  1952  showed  26  percent  of 
the  persons  aged  65  and  over,  as  compared  with  59  percent  of  those 
under  65,  having  some  form  of  health  insurance  (4).  These  are  the 
earliest  figures  available  for  the  65  and  over  group.  In  September 
1956,  a  similar  nationwide  survey  was  carried  out  by  the  Bureau  of 
the  Census  for  the  Public  Health  Service.    This  study  showed  36 
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percent  of  the  group  aged  65  and  over  (as  compared  with  64  percent 
of  the  total  population  and  66  percent  of  those  under  age  65)  having 
health  insurance  (5). 

A  special  study  made  for  the  Health  Insurance  Council  in  late  1957 
reported  35  percent  for  those  65  and  over  (67  percent  at  all  ages)  (6) ; 
and  a  nationwide  survey  in  the  spring  of  1957  carried  out  by  the  Na- 
tional Opinion  Research  Center  of  the  University  of  Chicago  for  the 
Health  Information  Foundation  (7)  found  39  percent  of  those  aged  65 
and  over  having  some  type  of  health  insurance  (when  approximately 
70  percent  at  all  ages  were  reported  to  be  covered) . 

Health  insurance  coverage  for  the  aged  thus  appears  to  have  shown 
a  fairly  steady  rate  of  increase,  amounting  to  between  2  and  2y2  per- 
centage points  a  year,  since  1952. 

As  of  this  time,  detailed  information  for  the  total  aged  population 
by  age  groups  is  available  only  from  the  1952  and  1956  studies. 
During  the  4!/2  years  between  these  two  surveys,  while  the  proportion 
of  all  persons  65  and  over  with  coverage  increased  from  26  to  36  per- 
cent, for  those  65-69  the  increase  was  from  36  to  48  percent.  Even 
among  those  aged  75  and  over,  there  was  improvement  in  the  pro- 
portion covered — from  15  to  24  percent,  bringing  this  age  group  by 
1956  almost  to  the  level  of  coverage  reported  for  the  age  group  70-74 
in  1952  (5).  Coverage  is  higher  among  aged  men  than  among  aged 
women.  In  the  HIF-NORC  study  for  1957,  42  percent  of  the  men 
65  and  over  and  35  percent  of  the  women  had  health  insurance. 

The  approximately  6  million  aged  persons  with  some  form  of  health 
insurance  in  1958  included  about  3.5  million  enrolled  in  Blue  Cross 
plans  (as  estimated  by  the  Blue  Cross  Association),  somewhat  more 
than  2  million  with  insurance  company  coverage  and  about  400,000 
enrolled  in  the  independent  plans  (5) . 

About  24  percent  of  the  aged  population  or  4  million  persons  had 
surgical  expense  insurance  in  September  1956.  The  Blue  Shield  medi- 
cal care  plans  estimate  that  two-thirds  of  the  insured  group — roughly 
2y2  million  aged — are  members  of  Blue  Shield  plans.  Between  300,000 
and  400,000  are  enrolled  in  independent  plans  and  the  balance — over 
1  million — have  insurance  company  policies  (5) . 
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The  OASDI  beneficiary  survey  found  that  60  percent  of  the  insured 
nonmarried  beneficiaries  and  50  percent  of  the  insured  couples  were 
enrolled  in  Blue  Cross.  Some  of  this  group  also  had  insurance  com- 
pany policies.  Some  36  percent  of  the  nonmarried  insured  bene- 
ficiaries and  42  percent  of  the  insured  couples  had  as  their  single  form 
of  insurance  an  insurance  company  policy.  About  7  percent  had  other 
forms  of  coverage  alone,  or  in  combination  with  Blue  Cross  or  an  in- 
surance company  policy.  In  15  percent  of  the  insured  couples,  only 
one  of  the  two  partners  was  covered  by  the  insurance. 

The  Health  Insurance  Council  found  that  the  vast  majority  of  the 
insured  aged  were  enrolled  as  individuals  (nongroup)  though  there 
are  a  few  notable  exceptions  such  as  pensioners  of  certain  large  unions. 
Only  one  in  three  insured  person  aged  65  and  over  had  group  coverage; 
two-thirds  of  the  insured  persons  between  ages  60  and  64  years  on  the 
other  hand  were  enrolled  through  a  group.  (<?) 

Hospitalization  and  other  forms  of  health  insurance  are  most  easily 
obtained  and  most  widely  held  by  those  among  the  aged  who  are  still 
employed — particularly  those  employed  in  large  industries  where 
group  contracts  are  prevalent.  The  Census-PHS  survey  found  that 
half  of  the  aged  population  still  in  the  labor  force  had  hospitalization 
insurance  while  only  about  a  third  of  the  aged  not  in  the  labor  force 
were  insured. 

It  is  understandable  then  that  the  older  the  age  group  the  smaller 
is  the  proportion  of  persons  with  health  insurance.  This  difference 
results  in  part  but  not  entirely  from  the  newness  of  the  prepayment 
mechanisms.  More  persons  now  reach  age  65  with  insurance  coverage 
for  themselves  and  their  spouses  that  they  can  carry  forward  than  was 
true  a  few  years  ago,  but  even  for  this  group,  limitations  on  total  life- 
time benefits  and  cancellation  of  policies  after  periods  of  illness,  as 
well  as  reduced  ability  to  pay  the  premiums,  cut  down  on  the  extent 
of  coverage  among  the  older  age  groups. 

The  HIF-NORC  study  showed  that  of  those  persons  aged  65  and 
over  having  health  insurance  in  1957,  about  56  percent  (64  percent  of 
the  men)  first  obtained  their  insurance  through  a  place  of  employment. 
About  a  fourth  of  the  insured  group  had  carried  health  insurance  for 
less  than  5  years,  about  7  percent  had  had  such  insurance  for  25  years 
or  more.  This  survey  also  found  that  about  one-sixth  (16  percent)  of 
the  persons  surveyed  had  been  covered  in  the  past  but  were  uninsured 
at  the  time  of  the  survey.  The  reasons  given  for  termination  of  cov- 
erage included  inability  to  continue  payments  for  almost  one-third 
of  the  group,  and  retirement  from  work  for  about  one-fourth.  Six 
in  10  aged  persons  had  no  form  of  health  insurance  at  the  time  of  the 
survey.  Two  in  10  reported  that  they  could  not  afford  it.  An  addi- 
tional 1  in  10  had  been  refused  insurance  or  had  had  a  policy  canceled. 
Thus,  of  those  without  insurance,  half,  in  their  own  opinion,  either 
could  not  afford  or  could  not  buy  a  policy.  The  others  said  they  had 
never  thought  about  health  insurance  or  didn't  want  it. 

Even  more  than  in  the  case  of  younger  persons,  hospitalization  insur- 
ance is  the  most  frequent  type  of  coverage  among  the  aged.  Of  those 
with  any  form  of  health  insurance  in  1956,  about  23  percent  of  those 
aged  65  and  over  as  compared  with  13  percent  of  those  under  65  had 
prepaid  hospitalization  as  their  only  form  of  health  insurance  (6). 
In  the  HIF-NORC  study  about  a  fourth  (26  percent)  of  the  aged 
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had  insurance  covering  all  or  part  of  their  doctor  bills  in  the  hospital 
and  8  percent  had  insurance  covering  office  and  home  visits,  as  com- 
pared with  nearly  39  percent  with  some  type  of  health  insurance. 

Some  43  percent  of  the  aged  beneficiaries  on  the  OASDI  rolls  at 
the  end  of  1957  reported  that  they  had  hospitalization  insurance  (8). 
Half  of  those  aged  65-09  but  only  37  percent  of  the  75-79  age  group 
and  27  percent  of  those  80  and  over  had  hospitalization  insurance. 
Less  than  1  in  3  beneficiaries  had  insurance  against  surgical  expense. 
Those  without  health  insurance  usually  gave  1  of  2  reasons  for  not 
having  it :  39  percent  said  they  could  not  afford  it,  and  37  percent  said 
they  had  never  had  the  opportunity  to  purchase  it,  had  not  thought 
much  about  it  or  the  like.  The  remaining  23  percent  were  not  insured 
because  the  policy  had  been  canceled,  could  not  be  continued  after 
retirement,  and  so  forth.  The  first  two  reasons  were  cited  by  a  larger 
proportion  of  the  beneficiaries  who  came  on  the  rolls  in  the  1940's  than 
of  those  who  retired  more  recently. 

There  was  a  definite  relation  between  ownership  of  hospitalization 
or  surgical  insurance  and  the  income  of  the  beneficiary  group.  In  the 
case  of  married  couples,  the  proportion  with  hospitalization  insurance 
was  more  than  3  times  as  high  when  the  couple's  income  was  $5,000 
or  over  as  when  it  was  under  $1,200  a  year.  The  percent  of  married 
beneficiaries  65  and  over  with  hospitalization  and  with  surgical  (in- 
cluding in  some  cases  other  medical)  insurance  was  as  follows : 


Money  income  of  couple 

Percent  of  married 
beneficiaries  with — 

Hospitali- 
zation 
insurance 

Surgical 
(or  medical) 
insurance 

Total     -  

45.9 

32.3 

Under  $1,200  

20.6 
34.8 
43.9 
65.3 
60.7 
65.0 

15.7 
22.8 
27.2 
40.0 
42.9 
54.0 

$1,200  to  $1,799     

$1,800  to  $2.399    -  -  

$2,400  to  $2,999  

$3,000  to  $4,999  

$5,000  and  over  - 

A  similar  relationships  between  income  and  insurance  ownership 
occurred  among  single  beneficiaries,  39  percent  of  whom  had  hospi- 
talization insurance.  Of  those  with  total  annual  money  income  of 
less  than  $600,  there  were  only  26  percent  who  had  hospital  insurance 
as  compared  with  67  percent  in  the  case  of  those  with  incomes  of 
$3,000  and  over. 

The  beneficiary  survey  also  provides  some  information  on  the  ex- 
tent to  which  aged  persons  who  had  hospitalization  insurance  received 
help  from  their  insurance  in  meeting  the  costs  of  care  in  general  hos- 
pitals. For  the  insured  beneficiaries  who  received  care  in  a  general 
hospital  during  the  year,  who  knew  the  net  cost  of  this  care,  and 
who  had  some  of  this  cost  met  by  insurance,  the  average  cost  asso- 
ciated with  hospitalization  was  about  $590.  Of  this  amount,  about 
$425  represented  the  hospital's  bill  and  $165  charges  by  surgeons  and 
other  private  physicians.  About  two-thirds  of  the  hospital  charges 
and  one-fifth  of  the  physicians'  bills  were  met  by  insurance. 
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Unfortunately  it  is  not  possible  to  estimate  what  proportion  of 
the  aggregate  medical  bill  or  of  the  aggregate  private  medical  ex- 
penditure of  all  persons  aged  65  and  over  is  covered  by  insurance. 

Existing  Voluntary  Health  Insurance  Mechanisms 

The  mechanisms  by  which  persons  past  65  originally  obtained  vol- 
untary health  insurance  are  identical  in  most  respects  to  those  ap- 
plicable to  the  younger  population.  At  least  1,150  different  organ- 
izations provide  today's  voluntary  health  insurance  to  the  121  mil- 
lion persons  enrolled,  including  the  6  million  aged  who  have  health 
insurance. 

These  1,150  different  organizations  are  generally  referred  to  as  if 
they  fell  into  five  clearly  differentiated  categories  of  underwriters: 
(1)  Blue  Cross  hospitalization  plans,  (2)  Blue  Shield  surgical-medi- 
cal plans,  (3)  group  insurance  companies,  (4)  accident  and  health 
companies,  and  (5)  independent  plans. 

In  actuality  the  classification  is  not  so  simple.  In  some  localities 
combined  Blue  Cross  hospitalization  and  Blue  Shield  surgical -medi- 
cal plans  are  found;  Blue  Cross  plans  in  several  States  sell  surgical- 
medical  expense  policies  while  Blue  Shield  plans  in  the  West  cover 
hospitalization.  Some  insurance  companies  limit  their  sales  to  either 
group  or  individual  hospital,  surgical  and  medical  expense  policies 
but  some  sell  both  group  and  individual  policies.  The  independent 
plans  are,  if  anything,  more  diverse  in  the  kinds  of  benefits  they 
offer  (9). 

The  differences  between  the  health  insurance  coverage  of  the  aged 
and  that  of  the  younger  population  lie  mainly  in  the  area  of  (1)  bene- 
fits available;  (2)  premium  costs ;  and  (3)  sources  of  financing.  These 
differences  are  interrelated  since  the  level  of  benefits  affects  premium 
costs  and  premium  costs  may  determine  the  benefits  included  under 


of  the  premium  for  his  employees,  the  cost  to  the  individual  may 
be  low  while  the  scope  of  the  benefits  can  be  as  broad  as  the  financial 
participation  of  all  parties  will  permit.  Conversely,  where  only  the 
insured  is  bearing  the  premium  cost,  financial  considerations  may 
call  for  a  ceiling  on  the  premium  if  the  policy  is  to  find  a  market 
and  hence  limitations  on  the  benefits  offered  under  the  policy's  terms 
are  usual. 

The  public,  including  those  aged  65  and  over,  has  obtained  health 
insurance  through  three  main  avenues  although  a  fourth  avenue  is 
of  some  significance,  especially  with  respect  to  the  aged.  Community 
plans,  chiefly  Blue  Cross  and  Blue  Shield  but  also  including  a  variety 
of  organizations  unaffiliated  with  these  plans,  sell  hospitalization 
insurance  (and  insurance  covering  other  medical  services)  with  pre- 
miums based  on  the  whole  community's  experience  (community 
rated). 

Group  insurance  companies,  as  their  name  implies,  sell  hospitaliza- 
tion and  other  kinds  of  policies  to  various  types  of  groups,  with  the 
premiums  largely  established  by  the  particular  group's  experience 
(experience  rated).  The  Blue  Cross  and  Blue  Shield  plans  also 
enter  into  some  experience-rated  contracts;  these  contracts  generally 
provide  for  some  modification  of  the  benefits  available  under  their 
community-rated  policies. 
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Individually  purchased  (non  group)  coverage  is  provided  by  Blue 
Cross  and  Blue  Shield  plans,  by  accident  and  health  insurance  com- 
panies, and  by  other  organizations.  The  fourth  category  under  which 
existing  health  insurance  is  obtained — by  a  small  percentage  of  the 
opulation — includes  self-insuring  employee  benefit  plans  and  union 
ealth  and  welfare  funds.  Insurance  company  premiums  are  estab- 
lished for  classes  of  persons,  with  rates  varying  by  age  at  issue. 

The  significance  of  community  rating,  experience  rating  and  self- 
insurance  to  above-average  insurance  risks  such  as  the  aged  will  be- 
come clear  as  the  different  forms  of  premiums  and  health  insurance 
benefits  are  described.  Although  actual  figures  on  enrollment  of  the 
aged  through  each  avenue  are  not  available,  the  order  of  presentation 
indicates  the  relative  importance  of  each  major  type  and,  within 
these  types,  of  the  available  alternatives. 

COMMUNITY-RATED  PREMIUMS 

Premiums  are  determined  in  community  plans  from  the  experience 
of  the  entire  group  of  enrollees,  including  lower-than-average,  aver- 
age, and  above-average  risks.  The  additional  cost  of  the  above-aver- 
age risk  is  spread  over  the  entire  group  and  raises  the  premium  for 
all  participants  slightly.   To  illustrate  in  very  simple  terms : 


Total  group   100  persons. 

Under  age  65  92  persons. 

Over  age  65  8  persons. 

Normal  cost  per  person  under  age  65  1  unit. 

Normal  cost  per  person  over  age  65  2%  units. 

Cost  for  100  persons: 

92X1  unit  92  units. 

8X2y2  units  20  units. 

Total  cost   112  units. 


In  this  example  the  per  capita  community  rate  would  be  1.12  units. 
The  increase  in  premium  for  each  of  the  younger  persons  would  be 
12  percent  and  the  reduction  in  premium  for  each  of  the  aged  would 
be  from  2V2  units  to  1.12  units.  If  the  cost  for  persons  65  and  over 
in  the  example  were  3  units,  cost  for  each  person  under  65  would 
be  increased  by  16  percent.  If  the  aged  represented  only  5  percent 
of  the  whole  group  instead  of  8  percent,  costs  would  be  increased  by 
7.5  percent  (at  21/£  units  per  aged  person)  or  10  percent  (at  3  units 
per  aged  person). 

To  avoid  this  excess  cost  by  reason  of  including  the  aged,  some  com- 
munity-rated arrangements  lower  the  benefits  available  to  the  aged 
to  bring  their  unit  cost  to  the  approximate  level  of  the  average  cost  of 
the  younger  plan  members.  Other  plans  charge  persons  aged  65  and 
over  a  larger  premium,  one  more  nearly  equal  to  their  expected  unit 
cost.  Some  plans  use  a  combination  of  these  methods. 

Most  (but  not  all)  Blue  Cross  and  Blue  Shield  contracts  spread 
the  risk  of  the  aged  over  all  their  enrollees  and  set  their  premiums  at 
a  level  reflecting  the  experience  of  all  their  members. 

In  a  few  localities  aged  persons  are  able  to  obtain  not  only  hos- 
pitalization insurance  but  comprehensive  medical  care  through  such 
community  plans  as  Group  Health  Association  of  Washington,  D.C., 
the  Kaiser  Health  Plans,  Ross-Loos  Medical  Group  and  a  tew  others. 
Persons  who  have  been  members  of  these  plans  prior  to  age  65  can 
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continue  their  membership  at  the  rate  for  all  participants.  In  none 
of  these  plans  can  persons  enroll  initially  after  age  65  without  sub- 
stantial limitations  on  the  benefits. 

Group  conversion 

Existing  enrollment  in  community-rated  plans  originates  chiefly 
through  coverage  of  employed  groups.  Persons  65  and  over  still  ac- 
tively at  work  are  normally  included  as  regular  members  of  the  group 
plan  covering  all  employees.  Some  of  the  existing  coverage  of  the 
aged  comes  from  these  arrangements.  Since  this  chapter  focuses 
primarily  on  special  arrangements  for  the  retired  aged,  such  coverage 
is  not  discussed  in  any  detail. 

When  members  leave  employed  groups  to  retire  from  work  they  are 
usually  given  an  option ;  they  may  convert  to  a  type  of  membership  by 
which  they  pay  the  premiums  directly  to  the  plan,  instead  of  through 
the  group,  or  they  may  drop  their  insurance.  If  they  elect  to  continue, 
their  membership  is  known  variously  as  "left-employ,"  "group-conver- 
sion" or  "left-group"  coverage.  Much  of  the  existing  enrollment  of 
the  aged  in  Blue  Cross,  Blue  Shield  and  similar  community-rated 
plans  is  of  this  type. 

The  enrollee  may  have  the  same  benefits  as  before  he  left  the  group, 
and  at  the  same  premium,  or  his  benefits  and/or  his  premium  may  be 
altered  to  avoid  an  impact  on  the  group  rate.  The  retiring  enrollee 
seldom  has  a  choice  as  to  future  benefits  or  premiums;  employer 
participation  in  paying  premium  costs  ends  when  the  policy  is  con- 
verted to  a  "left-employ"  contract.  Premiums  are  usually  paid  quar- 
terly, semiannually  or  annually  rather  than  on  a  monthly  basis.  Since 
the  Blue  Cross  policies  are  not  in  practice  canceled  except  for  non- 
payment of  premiums,  the  premium  rates  also  reflect  a  use  rate  based 
on  noncancelability. 

Widows  and  dependent  children  of  insured  persons  in  community- 
rated  plans  are  also  offered  the  option  of  continuing  coverage  as  "left- 
group"  members  of  the  plan. 

Continued  group  participation  after  retirement 

To  avoid  the  handicaps  of  the  typical  group  conversion  policy 
(which  may  include  higher  premiums,  lower  benefits,  and  no  employer 
contribution),  employers  are  more  and  more  often  making  arrange- 
ments for  their  pensioned  employees  (and  frequently  their  de- 
pendents) to  continue  to  participate  in  the  health  insurance  program 
covering  their  active  employees.  Deductions  for  the  premium,  cor- 
responding to  payroll  deductions,  may  be  made  from  the  retiree's  pen- 
sion or  the  employer  may  pay  the  retiree's  premiums  himself.  The 
entire  group  continues  to  be  charged  the  community  rate  and  the 
retiree  receives  the  same  range  of  benefits  available  to  all  participants 
in  the  plan's  group  contract.  Although  this  is  a  rapidly  growing  prac- 
tice, its  impact  is  not  yet  large.  It  is  effective  primarily  for  workers 
who  remain  with  a  single  employer  for  a  considerable  period  before 
retirement. 

EXPERIENCE-RATED  GROUP  PREMIUMS 

Insurance  company  rates  are  related  to  the  anticipated  experience 
of  the  particular  group  purchasing  the  policy.  (As  noted  above,  some 
Blue  Cross  plans  also  offer  experience-rated  contracts  to  some  groups. ) 


50 


HOSPITALIZATION  INSURANCE 


Using  the  example  on  page  48,  the  premium  quoted  might  be  less  than 
1  unit  if  the  group  were  youthful  or  slightly  above  1  unit  if  the  em- 
ployees were  middle  aged.  If  the  subsequent  experience  proves  better 
than  this  initial  estimate,  an  adjustment  (dividend  or  rate  credit)  is 
made;  if  worse,  premiums  are  raised  at  the  time  the  contract  is  re- 
newed. 

Experience-rated  group  plans  including  retired  persons 

Until  recently,  only  active  employees  and  their  dependents  were 
accepted  as  participants  in  group  plans.  The  active  employees  could 
include  persons  past  65,  as  long  as  they  were  still  at  work.  When  they 
retired,  however,  many  older  persons  lost  their  coverage.  Widows  of 
employees  were  also  ineligible  for  coverage  after  the  death  of  their 
husbands.  Since  their  age  at  retirement  was  usually  a  barrier  to  ob- 
taining any  substitute  form  of  health  insurance,  numerous  retired  per- 
sons— now  in  the  upper  age  brackets  of  those  past  age  65 — have  had 
no  health  insurance  since  they  withdrew  from  the  labor  market. 

More  and  more,  group  policies  are  providing  for  continuation  of 
the  retiree  under  the  group  plan.  In  essence,  this  is  little  different 
from  the  continued  group  participation  after  retirement  already  de- 
scribed in  connection  with  community-rated  premiums.  In  any  plan 
in  which  persons  regardless  of  their  age  pay  the  same  rate,  the  cost 
with  respect  to  the  active  employees  will  be  increased  over  the  rate  for 
them  alone.  An  increase  in  the  premiums  paid  by  active  employees 
may  be  avoided  if  the  retiree's  benefits  are  reduced  or  his  contribution, 
or  the  contribution  of  the  emplo}'er  on  his  behalf,  is  raised  above  that 
required  for  the  active  employee. 

The  increase  in  the  overall  premium  would  be  small  in  the  early 
years  of  such  contracts,  for  few  such  arrangements  in  their  initial 
stages  include  the  already  retired  pensioners.  If  the  ratio  of  retired  to 
active  employees  in  the  group  should  become  sizable,  there  could  even- 
tually be  a  decided  effect  on  the  premium  rate.  For  this  reason,  active 
employee  groups  frequently  resist  inclusion  of  retired  employees  in 
their  group,  unless  the  employer  absorbs  the  entire  excess  cost  of  the 
retired  workers.  In  some  long-established  plans  the  employment  ranks 
have  shrunk  and  pensioners  have  come  to  represent  as  many  as  25  of 
each  100  persons  enrolled  in  the  plan.  A  more  usual  ratio  would  be 
much  lower — say  5  to  10  pensioners  per  100  persons — when  the  pro- 


Not  generally  appreciated  is  the  fact  that  the  workers  who  receive 
this  form  of  retirement  benefit  must  in  nearly  every  instance  qualify 
as  pensioners.  Length  of  employment  with  the  particular  employer 
governs  eligibility  for  a  company  pension  and  this  may  be  5,  10,  or 
even  20  years  with  the  company  {11).  One  reason  for  the  tie-in  of 
the  health  insurance  program  with  the  pension  program  arises  from 
the  possibility  of  deductions  from  the  pension  check  to  pay  the  pen- 
sioners' share  of  the  premium.  Another  reason  derives  from  the  fact 
that  the  pensioned  employees  form  a  definable  group. 

One  device  used  in  experience-rated  plans  to  hold  the  line  on  rising 
costs  is  to  place  a  "lifetime  limit"  on  the  benefits  the  retiree  can 
receive  under  the  policy.    If  the  retiree  exhausts  his  "lifetime  limit" 
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Conversion  of  group  to  individual  policies 

In  recent  years,  some  group  insurance  company  contracts  have 
stipulated  that  retiring  employees  shall  be  given  an  option  to  convert 
their  group  policy  to  an  individual  policy  with  the  insurance  company 
writing  the  group  coverage.  Unlike  the  usual  individual  policy,  de- 
scribed later,  no  health  statement  is  required.  In  other  respects  the 
policies  offered  are  drawn  from  among  the  nongroup  policies  of  the 
particular  company.  Some  insurance  companies  are  not  currently 
licensed  to  offer  nongroup  policies  so  are  unable  to  offer  this  option. 

Groups  confined  to  retired  persons 

One  of  the  difficulties  in  providing  health  insurance  coverage  to 
persons  who  are  no  longer  employed,  or  self-employed,  or  who  are 
living  as  widows  on  pensions,  lies  in  the  need  to  establish  a  central 
mechanism  for  group  collection  of  premiums  and  payment  of  claims, 
both  of  which  produce  savings  in  administrative  costs  as  well  as 
limiting  the  element  of  adverse  selection.  Organizations  of  retired 
persons  have,  within  the  last  year  or  so,  been  used  as  such  instruments. 
Interest  in  this  approach  is  mounting  among  Golden  Age  Clubs, 
housing  colonies  for  retired  persons,  and  the  like.  A  relatively  short 
period  is  usually  fixed  in  which  membership  in  the  retiree  organization 
can  be  established  and  the  member  may  then  sign  up  for  the  insurance. 
Where  the  enrollment  group  relates  to  the  residents  of  a  housing 
development  or  members  of  a  club,  the  insurance — as  in  the  case  of 
group  insurance  in  general — usually  does  not  go  into  effect  until  a 
high  percentage  of  all  the  residents  or  members  have  signed  up  to 
participate,  another  device  intended  to  reduce  adverse  selection. 

Initial  premiums  are  established  as  for  other  forms  of  group  plans 
by  appropriate  weighting  for  the  sex  and  age  of  the  particular  retired 
group.  Since  the  bulk  of  the  membership  is  no  longer  young,  rates 
are  naturally  higher  than  for  younger  groups.  Using  the  original 
example  as  a  reference  point,  in  a  group  composed  entirely  of  100 
persons  aged  65  and  over,  the  normal  cost  becomes  2.5  units  per  capita 
compared  to  slightly  more  than  1  unit  when  the  cost  for  the  same 
benefits  is  spread  over  a  group  of  all  ages.  Subsequent  experience 
governs  future  premium  rates.  Some  of  these  organizations  have 
developed  primarily  because  membership  in  the  association  affords  an 
opportunity  to  enroll  in  the  organization's  health  insurance  plan.  In 
some  States  insurance  regulations  do  not  permit  this  form  of  group 
underwriting. 

A  modified  version  of  this  approach  was  adopted  by  the  Federal 
Reserve  Bank  System.  Annuitants  of  this  agencj^  were  originally 
enrolled  as  "group-conversion"  members  of  Blue  Cross  plans  through- 
out the  country.  Benefits  varied  from  plan  to  plan.  Each  annuitant 
paid  his  own  premiums.  The  System  developed  a  group  out  of  these 
persons  and  one  Blue  Cross  plan  now  covers  all  of  them;  premiums 
are  deducted  from  the  annuitants'  pension  checks  and  forwarded  in 
a  lump  sum  to  the  one  Blue  Cross  plan,  in  similar  fashion  to  the 
procedure  used  by  other  groups  composed  entirely  of  retirees. 

Special  forms  of  group  policies — paid-up-at-retire/nent 

Discussions  of  health  insurance  protection  of  the  aged  generally 
contain  references  to  paid-up-at-retirement  coverage.  Interest  in  this 
approach  stems  from  recognition  of  the  limited  incomes  of  the  aged 
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that  inhibit  their  ability  to  purchase  from  a  retirement  income  the 
forms  of  insurance  already  described. 

In  actuality,  one  form  of  paid-up  policy  has  already  been  described — 
that  under  which  the  retired  person  is  continued  as  part  of  the  group 
but  makes  no  premium  contribution;  the  former  employer  (with  or 
without  contributions  from  the  actively  employed)  may  finance  the 
retirees'  benefits  on  a  pay-as-you-go  basis  each  year. 

In  its  pure  form,  the  so-called  paid-up-at-retirement  policy  pro- 
vides the  employee  on  retirement  with  the  equivalent  of  an  annuity ; 
his  contract  guarantees  that  a  specified  set  of  health  insurance  benefits 
will  be  available  to  him  during  the  remainder  of  his  life.  The  bene- 
fits are  on  a  cash  indemnity  basis  (a  specified  number  of  dollars  for 
up  to  a  specified  number  of  days  of  care,  plus  an  allowance  for  hospital 
extras).  It  would  be  very  difficult  for  an  insurance  company  to  esti- 
mate the  future  cost  of  a  service  benefit  (guaranteeing  up  to  a  specified 
number  of  days  of  care).  This  is  a  very  new  approach  and  very 
little  of  this  type  of  coverage  has  been  sold.  If  the  policy  is  not  pur- 
chased until  the  date  of  retirement,  the  initial  costs  are  high  ($700  to 
$1,300  per  individual).  Similarly,  even  if  purchased  prior  to  retire- 
ment, the  annual  payments  required  for  persons  already  approaching 
retirement  would  be  substantial. 

If  the  costs  were  spread  over  the  full  working  life  of  the  individual, 
the  annual  payments  would  be  small.  As  a  practical  barrier  to  this 
approach,  however,  few  persons  spend  their  entire  working  life  with 
one  employer.  Aside  from  the  uncertainty  as  to  whether  they  will 
still  be  with  the  same  employer  when  they  retire,  there  are  other  factors 
that  could  make  workers  reluctant  to  participate  in  purchasing  this 
form  of  insurance.  They  may  anticipate  that  their  existing  health 
insurance  coverage  will  continue  after  retirement  or  they  may  fear 
that  a  specified  set  of  cash  indemnity  health  benefits  may  prove  inade- 
quate if  the  trend  of  rising  medical  costs  continues. 

PREMIUMS  THAT  ARE  INDIVIDUALLY  SET  NONGROUP  INSURANCE 

Second  only  to  group  conversions  as  the  main  source  of  existing 
health  insurance  among  the  retired  aged  is  the  continuation  of  a  non- 
group  policy  purchased  when  the  person  was  younger  and  maintained 
after  reaching  age  65.  Increasingly  aged  persons  are,  however,  also 
able  to  obtain  policies  after  the  65th  milestone.  In  either  case  these 
policies  are  financed  by  the  individual.  The  vast  majority  are  can- 
celable at  the  option  of  the  insurer  though  an  increasing  proportion 
are  noncancelable  or  guaranteed  renewable  up  to  a  specified  age.  The 
latter  two  types  call  for  higher  premiums  than  is  the  case  with  the 
cancelable  policies.  Premiums  may  be  raised  from  time  to  time,  if 
the  company  changes  the  premium  for  all  policies  of  similar  form  or 
class. 

Nongroup  policies  of  insurance  companies 

Up  until  a  few  years  ago  individual  or  family  policies  (so-called 
to  distinguish  them  from  group  policies)  were  sold  only  to  persons  who 
had  not  yet  achieved  age  55  or  60.  Now  these  policies  are  made  avail- 
able by  a  number  of  companies  to  persons  in  the  higher  ages.    A  check 
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on  the  highest  age  at  which  a  group  of  104  insurance  companies  would 
issue  individual  policies,  showed  the  following  (12) : 


Highest  age  at  issue 

Number  of 

Percent 

companies 

Total  

104 

100.0 

55  and  under 

6 

59  and  60        

27 

J  48.1 

64  and  65    -   

17 

69  and  70       

10 

74  and  75       

14 

1  61.9 

79  and  80    

17 

84,  85,  90  (1  each)    

3 

No  maximum  

10 

Restrictions  on  the  benefits  provided  and  relatively  high  costs  reflect 
the  expectation  of  adverse  selection  in  a  transaction  in  which  the  pur- 
chaser of  the  insurance  is  electing  to  obtain  it.  A  health  statement  is 
required  in  applying  for  the  policy  and  the  application  may  be  rejected 
on  the  basis  of  an  existing  physical  condition  or  recent  illness.  The 
health  statement  also  serves  as  a  basis  for  cancellation  of  the  policy 
by  the  company  if  a  claim  is  made  for  expenses  for  a  condition  not 
mentioned  by  the  applicant  but  antedating  the  writing  of  the  policy 
(13). 

Individually  purchased  paid-up-at-retirement  policies 

In  addition  to  the  nongroup  policies  already  described  some  com- 
panies sell  policies  (providing  cash  indemnity  benefits)  to  persons  prior 
to  retirement  that  are  paid  up  at  retirement  and  not  cancelable  there- 
after. The  highest  age  at  issue  has  been  59. 

An  example  of  this  type  of  coverage  is  a  policy  providing  given 
amounts  a  day  for  hospital  room  and  board  expenses.  The  insured  is 
entitled  to  365  days  of  hospitalization  up  to  age  65  and  90  days  after 
his  65th  birthday.  Under  this  policy  premium  rates  for  miscella- 
neous hospital  expenses  and  for  surgical  expense  vary  by  (1)  amounts 
selected  by  the  insured  as  maximums,  (2)  age  at  issue,  and  (3)  sex. 

Nongroup  policies  of  comrrwnity-rated  plans 

Most  Blue  Cross,  Blue  Shield,  and  other  nonprofit  plans  using 
community-rating  to  set  group  premiums  also  enroll  persons  on  an 
individual  basis.  The  age  limit  for  such  enrollment  is  usually  65 
though  11  of  the  79  Blue  Cross  plans  have  no  age  limit,  and  in  12  plans 
an  age  limit  of  age  60  or  lower  is  found.  Five  Blue  Cross  plans  do 
not  provide  for  nongroup  enrollment  (14).  Like  all  forms  of  Blue 
Cross-Blue  Shield  coverage,  technically  the  policies  are  cancelable 
but  the  plans  reportedly  seldom  exercise  this  legal  right.  The  various 
plans  have  different  mechanisms  for  enrollment  of  nongroup  members 
including  (1)  "community  enrollment  drives,"  in  which  enrollment 
is  opened  to  all  members  of  a  given  community  for  a  specific  period ; 

(2)  open  enrollment  for  a  specific  period,  usually  2  weeks  twice  a  year ; 

(3)  continuous  open  enrollment. 

A  health  statement  is  usually  a  requirement  and  persons  may  be 
rejected  on  the  basis  of  this  report.  Waiting  periods  before  certain 
benefits  become  available  are  usual ;  certain  conditions  may  never  be 
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covered  or  may  not  be  covered  until  the  member  has  been  enrolled  for 
6  months  or  a  year. 

Depending  on  the  insurance  laws  of  the  States  and  on  plan  practices, 
the  premiums  for  nongroup  coverage  may  be  established  in  one  of  three 
ways :  ( 1 )  on  the  same  basis  as  the  group  or  group  conversion  premium ; 
(2)  slightly  above  the  group  rate,  to  take  into  account  higher  admin- 
istrative costs  associated  with  nongroup  enrollment;  (3)  on  the  basis 
of  the  experience  of  the  entire  nongroup  class  of  enrollees.  Modifica- 
tions in  the  benefits  provided  under  the  group  contracts  are  frequently 
introduced  to  offset  the  likelihood  of  adverse  selection.  These  usually 
take  the  form  of  reductions  in  the  benefit  days  per  year  or  in  the 
per  diem  room  allowances. 


In  addition  to  the  plans  and  policies  already  described  there  is 
another  category  of  prepayment  for  hospital  and  medical  care  de- 
rived from  arrangements  usually  referred  to  as  "independent  plans." 
Some  of  these  plans  fall  into  the  category  of  community-rated  or 
experience-rated  plans,  already  described,  while  others  provide  bene- 
fits through  quite  a  different  approach — namely  some  form  of  self- 
insurance.  The  entire  membership  in  these  latter  plans  is  com- 
posed of  employees — both  active  employees  and  pensioners — of  a 
common  employer,  or  members  of  a  trade  union.  Contributions 
from  the  members  and/or  the  employer  go  into  a  health  and  welfare 
fund  or  employee  hospital  association  or  mutual  benefit  association 
from  which  the  benefits  are  paid  or  covered  services  are  furnished  or 
purchased. 

Out  of  175  industrial  plans,  some  80  reported  that  they  were  cov- 


to  dependents  of  retirees.  Nearly  315,000  retirees  and  their  depen- 
dents were  eligible  for  benefits  in  these  80  plans,  which  had  a  com- 
bined enrollment  of  about  3  million  active  employees.  Among  the 
80  plans,  27  reduced  the  retired  worker's  benefits  below  those  of 
the  active  worker  (these  were  small  plans).  In  11  of  these  27  plans 
and  in  13  plans  where  there  was  no  reduction  in  benefits  the  retired 
worker  paid  the  entire  premium.  In  the  remaining  56  plans  the  re- 
tiree contributed  part  of  the  premium  cost  in  21  plans,  while  in  the 
other  35  all  of  the  retirees'  costs  were  paid  by  the  active  workers 
and/or  the  employer. 

A  number  of  these  plans  operate  their  own  hospitals  or  health 
centers  and  employ  staff  physicians.  The  cost  of  pensioners  is  ab- 
sorbed into  the  overall  cost  of  operating  the  hospital  or  clinic.  The 
railway  hospita]  plans  are  notable  examples  of  plans  that  have  cov- 
ered pensioners  for  many  years.  Examples  can  also  be  found  in 
other  industries.  Length  of  employment  prior  to  retirement  fre- 
quently governs  the  extent  to  which  pensioners  are  entitled  to  continue 
their  health  insurance  protection  (9)  {15). 

Premium  Charges  and  Benefit  Provisions  of  Health  Insurance 
Policies  Applicable  to  the  Aged 

There  is  a  wide  variation  both  in  benefits  and  in  premium  charges 
for  insurance  policies  covering  the  aged.  Some  of  the  major  reasons 
for  these  variations  nave  already  been  discussed.   The  extent  to  which 
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the  risk  is  spread  among  all  age  groups  or  concentrated  on  the  aged 
as  a  separate  group  and  the  extent  to  which  costs  are  insured  through 
broad  henefits  or  left  to  be  met  at  the  time  illness  occurs  are  basic 
factors  in  premium  rates.  Noncancelable  or  guaranteed  renewable 
policies  may  sell  for  more  than  policies  that  can  be  canceled  by  the 
insurance  carrier.  In  addition,  the  selling  (acquisition)  and  adminis- 
trative costs  vary  for  different  classes  of  policies.  In  pricing  a  given 
set  of  benefits  a  company  necessarily  adds  to  the  expected  claims  cost 
the  costs  of  selling  the  insurance,  as  well  as  premium  taxes  and  the 
cost  of  billing  and  collecting  premiums.  Some  of  these  items  are  neces- 
sarily more  expensive  per  person  insured  on  an  individual  basis  than 
when  the  insured  is  under  a  group  policy. 

It  is  therefore  difficult  to  summarize,  in  any  meaningful  way,  the 
current  expenditure  required  for  one  aged  person  to  purchase  hos- 
pitalization insurance.  Nevertheless,  some  general  indication  can  be 
given. 

COMMUNITY-RATED  PLANS 

While  information  is  available  for  the  Blue  Cross  community-rated 
plans  on  premiums  and  on  the  benefits  a  given  premium  will  provide, 
summarizing  the  benefits  and  premiums  simultaneously  is  next  to  im- 
possible because  of  the  differences  in  the  plans  and  in  the  costs  of  hos- 
pital care  in  different  parts  of  the  country.  Considering  first  the 
benefits  afforded  by  the  79  plans,  under  group  conversion  contracts  as 
of  late  1958  the  number  of  days  of  basic  benefit  (per  stay  in  most 
cases,  per  year  in  a  few)  ranged  from  21  to  365.  Thirteen  plans  pro- 
vided 21  days  of  care,  23  provided  30-35  days,  and  28  provided  70-75 
days.  Six  covered  120  days  and  1  covered  365  days  of  care.  Other 
variations  appeared  for  the  nine  remaining  plans.  In  addition,  23 
plans  provided  further  days  of  partial  reimbursement.  The  number 
of  additional  days  covered  ranged  from  30  to  295  and  tended  to  be 
greater  the  lower  the  number  of  days  of  full  benefit  provided  (14-)- 

The  plans  varied  in  the  type  of  room  and  board  coverage  provided 
such  as  semiprivate  (30  plans),  ward  (12),  or  an  allowance  toward  the 
room  charge.  Equally  varied  was  the  extent  to  which  charges  for  the 
operating  room,  anesthesia,  X-ray,  laboratory  services,  and  drugs 
and  medicines  were  covered  although  the  majority  provided  quite  com- 
plete benefits. 

The  annual  premiums  for  these  benefits  varied  from  $19  to  $88 
for  a  single  person  and  from  $52  to  $203  for  a  family.  The  annual 
premiums  under  approximately  comparable  group,  group  conversion 
and  nongroup  contracts  in  the  fall  of  1958  were  as  follows  (16)  : 


Number  of 
Blue  Cross 
plans 

Annual  premium 

Median 

Range 

79 

$30.00 
73.20 

$16.  20-$70.  80 
43.  80-162. 60 

Family    

Group  conversion  contract  

79 

42.20 
84. 70 

19.  20-  87.  00 
51. 00-202.  80 

74 

42.00 
84.00 

22.  08-  87.  80 
51.  60-202.  80 
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The  additional  annual  cost  of  group 
tracts  was  as  follows : 

conversion  over 

group  COn- 

Number  of 

Additional  annual  premium 

Blue  Cross 

plans 

Median 

Range 

Plans  not  reducing  benefits  -  — 

1  person  

Family       

Plans  reducing  benefits       

1  person   

Family    

57 
'  56 
'56 
22 
22 

2  21 

$9.  CO 
10.44 

7.80 
7.20 

$0-$55.  56 
0-115.92 

1.  20-18.  60 
J.  80-40.  20 

1  Group  conversion  rates  not  available  for  1  plan  In  which  the  group  conversion  rates  vary  by  locality. 

3 1  plan  omitted  because  group  family  rate  is  higher  than  group  conversion  family  rate.  Benefits  are 
not  comparable  since  group  conversion  members  are  subject  to  an  80/20  deductible  clause  and  reduced 
maternity  benefits. 


Many  Blue  Cross  plans  offer  group  contracts  with  additional  or 
broader  benefits  and  of  course,  higher  premiums  than  those  offered 
under  the  contracts  analyzed  here.  Such  additional  benefits  are  ordi- 
narily not  available  to  group  conversion  and/or  nongroup  enrollees. 

Blue  Shield  premiums  and  benefit  provisions  vary  even  more  widely 
than  those  of  Blue  Cross. 

Those  relatively  few  aged  persons  who  are  enrolled  in  community 
plans  providing  prepayment  for  most  types  of  medical  care  ordinarily 
pay  a  single  premium  covering  hospital  care,  surgical  services,  physi- 
cians' services  in  hospital,  office  and  home  and  laboratory  services  and 
the  like.  The  annual  premium  cost  of  the  benefits  was  $100  per  person 
or  less  in  several  of  these  plans  in  early  1958. 

GBOTJP  INSURANCE  POLICIES 

Because  experience-rated  plans  are  frequently  tailored  to  the  par- 
ticular group,  it  is  not  possible  to  summarize  in  the  same  way  as  for 
Blue  Cross  plans  the  benefits  provided  or  premiums  charged.  As  has 
been  indicated,  the  benefits  under  insurance  company  policies  are  on 
a  cash  indemnity  basis.  Illustrative  benefit  combinations  available  to 
aged  persons  are  cited  below.  A  general  idea  of  the  annual  premiums 
for  group  coverage  for  specified  benefits  can  be  obtained  from  exam- 
ining the  premium  rates  for  an  initial  period  for  a  standard  group  of 
all  ages.  (These  rates  would  be  subject  to  rate  credits  or  dividends  in 
subsequent  years. ) 

For  a  policy  providing  reimbursement  of  up  to  $10  a  day  for  up  to 
70  days  of  hospital  care  with  10  times  the  daily  rate  (i.  e.,  $100)  for 
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hospital  "extras,"  such  rates  for  a  standard  group  with  21-31  percent 
females  would  be : 


Annual  premium  for  a 
standard  group  (without 
maternity  or  obstetrical 
benefits) 


For  hospitab'zation  coverage  ($10  a  day  for  up  to  70  days  and  up  to  $100  for 
extras) : 

Employee  only   ._   

Family,  combined  rate      

Husband  and  wife  

For  surgical  policy     

Employee  only   

Family,  combined  rate    

Husband  and  wife    


$20.28 
61.  57 
48.  36 

$200  fee  tSOO  fee 

Schedule  Schedule 


$6.84 
22. 47 
16. 55 


$10.27 
33.71 
24.84 


Since  the  premiums  shown  are  those  applicable  initially  to  a  so-called 
standard  group,  they  would  ordinarily  be  increased  through  subsequent 
adjustments  where  the  group  encompassed  sizable  numbers  of  aged 
persons. 

/ nsurance  on  a  group  of  persons  aged  65  and  over 

Two  examples  of  policies  limited  to  groups  of  retired  persons  will 
serve  to  illustrate  the  amount  of  premiums  and  kinds  of  benefits  that 
go  with  this  relatively  new  form  of  coverage. 

1.  A  group  plan  for  an  association  of  retired  persons :  The  annual 
premium  per  individual  is  $72.  The  plan  pays  $10  a  day  for  31  days 
per  illness,  50  percent  of  miscellaneous  hospital  expenses  or  of  emer- 
gency outpatient  hospital  care  for  accidents  up  to  a  total  payment 
of  $125.  Surgical  expenses  with  a  $200  maximum  fee  schedule  are 
payable.  Hospital  care  for  any  condition  for  which  the  insured  was 
hospitalized  in  the  12  months  preceding  membership  in  the  group  is 
not  covered.  Six  months  must  elapse  before  claims  are  again  paid 
for  the  same  or  a  related  illness. 

2.  A  group  plan  for  an  association  of  retired  college  professors: 
The  annual  premium  per  individual  is  $96.  The  policy  pays  $15  a 
day  for  the  first  31  days  and  $7.50  a  day  for  the  next  90  days  of  hos- 
pitalization. Rehospitalizations  for  the  same  or  related  causes  must 
be  separated  by  6  months.  Hospital  care  in  the  first  year  of  the  con- 
tract for  conditions  which  required  hospitalization  in  the  previous 
12  months  is  not  covered.  This  policy  also  pays  50  percent  of  mis- 
cellaneous hospital  expenses  or  emergency  outpatient  care  for  acci- 
dents up  to  a  payment  of  $120  (i.e.,  $240  of  expense  incurred).  It 
includes  surgical  expense  coverage  with  a  $200  maximum  fee  schedule 
and  $3  a  day  for  31  days  for  physicians'  nonsurgical  calls  when  the 
patient  is  in  the  hospital  (17) . 
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A  paid-up-on-retiremeni  policy 

Only  one  such  policy — available  to  employees  of  one  company— has 
been  described  in  the  literature.  It  provides  annually  for  31  days 
of  hospital  care  at  $14  a  day  and  for  up  to  $210  for  hospital  extras. 
It  includes  a  surgical  expense  policy  with  a  $300  maximum  fee  sched- 
ule. At  age  65  this  policy  costs  $1,200  per  individual  or  $2,400  for 
a  couple. 

Under  the  existing  plan  the  employer's  contribution  varies  accord- 
ing to  the  employee's  length  of  service  with  the  company,  reaching 
100  percent  with  respect  to  both  the  employee  and  his  spouse  after 
20  years'  service.  The  company  has  a  profit-sharing  plan  in  which 
the  employee  can  accumulate  the  amounts  required  for  his  share  of  the 
payments  made  on  his  retirement. 

INDIVIDUALLY  PURCHASED  INSURANCE 

The  myriads  of  policies  offered  by  insurance  companies  on  a  non- 
group  basis  make  it  impossible  to  select  a  typical  policy  or  an  average 
premium,  because  premiums  vary  with  the  age  of  the  policyholder 
and  by  reason  of  all  the  other  cost  factors  already  mentioned. 

A  noncancelable  policy 

For  illustrative  purposes,  it  may 'be  useful  to  describe  very  briefly 
one  new  and  much  discussed  noncancelable  policy  that  became  avail- 
able in  late  1958.  This  "lifetime  renewable  safeguard  policy"  is  avail- 
able to  persons  aged  65  to  75.  A  health  statement  is  required  with 
the  application.  The  purchaser  of  the  policy  can  put  together  from 
a  series  of  riders  a  package  that  meets  the  requirements  of  his  pocket- 
book.  None  of  the  available  riders  pays  for  nonsurgical  physicians' 
attendance  or  for  outpatient  diagnostic  services.  Ordinarily  non- 
cancelable  policies  carry  higher  premiums  than  cancelable  policies; 
the  premiums  for  this  contract  however  appear  to  include  little  if  any 
loading  for  the  lifetime  renewable  feature. 

A  typical  package  under  this  policy  might  include  for  each  period 
of  illness  separated  by  6  months,  $10  a  day  for  up  to  30  days  of  hos- 
pital care ;  hospital  extras  of  up  to  $50  for  medicines  and  appliances, 
up  to  $25  each  for  operating  room,  surgical  dressings  and  costs,  blood 
transfusions  and  oxygen,  up  to  $20  for  X-ray  and  for  anesthetic  and 
up  to  $15  for  laboratory  service;  and  surgical  expense  under  a  $200 
fee  schedule — such  a  package  would  cost  $89.40  per  person  per  year. 
With  $15  a  day  for  hospital  room  and  board,  a  $375  surgical  fee 
schedule  and  more  generous  hospital  extras,  the  premium,  for  the 
package  would  be  $153.80  a  person  a  year.  A  very  minimal  package, 
including  only  $8  a  day  for  hospital  care,  a  $150  surgical  fee  schedule 
and  very  limited  hospital  extras  subject  to  deduction  and  coinsurance 
(the  insurance  paying  80  percent  of  the  amount  spent  above  $250  but 
no  more  than  $1,000)  the  annual  premium  would  be  $58.72  per 
person  (17). 

A  paid-up-at-retirement  policy 

Paid-up-at-retirement  policies  taken  out  prior  to  age  59  and  requir- 
ing no  premiums  after  age  65  may  cost  4  to  4.5  times  as  much  at 
age  59  as  at  age  21  for  the  daily  room  and  board  benefit  and  3  to  4 
times  as  much  at  age  59  as  at  age  21  for  the  miscellaneous  hospital 
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expenses  and  surgical  benefits  (the  rate  for  females  is  higher  than  for 
males,  accounting  for  the  range) . 

Under  one  recently  issued  policy,  a  $10  a  day  benefit  for  365  days 
of  hospital  care  up  to  age  65  and  90  days  after  the  65th  birthday 
would  cost  a  male  $102.50  annually  if  issued  at  age  59  (twice  as  much 
if  it  paid  $20  a  day),  as  compared  with  $22.80  at  age  21.  The  addi- 
tion of  miscellaneous  hospital  extras  up  to  $150  would  add  $78  an- 
nually to  the  premium  if  issued  at  age  59  (compared  to  $18  if  issued 
at  age  21).  Surgical  benefits  up  to  $200  would  cost  annually  $42  if 
issued  at  age  59  ($10  at  age  21).  The  three  types  of  coverage  if  ini- 
tially obtained  at  age  59  would  come  to  $223  annually  for  males  at  the 
$10  a  day  room  and  board  rate  or  $325  a  year  if  the  policy  paid  $20 
a  day  for  room  and  board  (17) . 

INDEPENDENT  PLANS 

Neither  premiums  nor  benefits  in  these  plans  lend  themselves  to 
statistical  analysis  zecause  the  sources  of  founds  and  the  scope  of  bene- 
fits vary  so  much  that  no  two  plans  are  alike.  Some  independent  plans 
provide  only  cash  indemnities  for  specified  periods  of  hospital  care 
plus  limited  amounts  for  hospital  extras  and  in  some  cases  for  sur- 
gical and  in-hospital  physicians'  care.  Others  provide  service  bene- 
fits (sometimes  with  coinsurance)  and  include  home  and  office  as  well 
as  hospital  care.  Of  60  independent  plants  owning  their  own  hos- 
pitals, a  recent  survey  showed  that  41  provided  365  days  of  hospital 
care  and  only  4  provided  35  or  fewer  days.  Thirty-seven  additional 
plans  operating  clinics  contracted  with  a  community  hospital  for  hos- 
pital care  for  their  members ;  27  of  them  also  provided  365  days  of 
hospital  care  (9). 

Hospital  and  Medical  Care  Provided  Through  Public  Programs 
and  Philanthropic  Sources 

There  is  considerable  variation  in  the  extent  to  which  hospital  and 
medical  care  is  now  directly  available  to  aged  persons  and  others, 
through  public  programs  or  through  private  arrangements  supported 
in  part  by  philanthropy. 

PUBLIC  PROGRAMS 

A  number  of  special  groups  can  obtain  hospital  and  medical  care 
under  public  programs  without  regard  to  income  or  ability  to  pay. 
Most  important  are  veterans  with  service-connected  disabilities,  active 
and  retired  military  personnel  and  their  dependents,  Members  of  Con- 
gress and  certain  other  Government  officials,  Indians,  and  merchant 
seamen. 

For  many  years,  the  major  part  of  the  care  for  tuberculosis,  mental 
illness,  and  leprosy  has  been  provided  in  public  hospitals.  Such  care 
is  free  for  very  low  income  groups,  but  those  able  to  pay  all  or  part 
of  the  costs  are  usually  expected  to  do  so.  Publicly  administered  gen- 
eral hospitals  in  many  localities  also  provide  care  without  charge  or 
with  charges  related  to  income  for  persons  who  cannot  afford  to  pay 
in  full. 

Still  other  programs  are  open  only  to  "needy"  persons.  Prominent 
among  these  are  the  public  assistance  medical  care  programs  and  the 
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services  provided  to  veterans  with  non-service-connected  disabilities. 
Some  State  and  local  governments  also  provide  hospital  and  nursing 
home  care  for  the  medically  indigent  through  financial  arrangements 
with  private  institutions  as  well  as  directly  through  public  facilities. 

About  19  percent  of  all  patients  in  privately  controlled  general  hos- 
pitals are  aged  65  and  over.  But  in  general  hospitals  under  the  auspices 
of  State  and  local  governments,  patients  aged  65  and  over  are  nearly 
26  percent  of  the  patient  population  (18). 

Veterans^  programs 

Out  of  a  total  of  22,560,000  veterans  in  1957,  there  were  1,034,000  who 
were  65  and  over.  By  1976,  the  total  veteran  population  is  expected 
to  drop  to  18,758,000  but  the  number  who  will  be  65  and  over  is  ex- 
pected to  rise  to  2,307,000. 

Generally  speaking,  care  in  VA  hospitals  may  be  secured  by  veterans 
for  service-connected  disabilities  incurred  or  aggravated  during  a  pe- 
riod of  war,  or  for  any  other  disability  when  the  veteran  is  unable  to 
defray  the  expenses  of  necessary  hospital  care.  In  practice,  a  veteran's 
inability  to  meet  the  cost  of  care  for  a  non-service-connected  disability 
is  generally  established  through  the  veteran's  declaration  to  that  effect. 

About  a  fifth  of  all  patients  in  VA  general  hospitals  are  aged  65 
or  over.  The  Veterans'  Administration  estimates  that  as  of  June  1957, 
for  veterans  of  all  ages,  VA  general  hospitals  were  providing  45.1 
percent  of  the  care  for  medical,  surgical,  and  neurological  patients 
whose  disabilities  were  non-service-connected.  But  for  veterans  who 
were  65  and  over,  the  VA  was  providing  56.6  percent  of  the  general 
hospital  care  for  such  patients. 

The  Veterans'  Administration  assumes  in  its  estimates  that  in  the 
case  of  service-connected  disabilities  requiring  general  hospital  care 
all  such  care  is  received  under  VA  auspices.  Although  there  now  are 
about  2  million  veterans  with  service-connected  disabilities  who  re- 
ceive compensation,  the  number  who  will  receive  general  hospital  care 
specifically  for  service-connected  disabilities  is  expected  to  decline 
steadily  in  the  future.  In  contrast,  because  of  the  aging  of  the  veteran 
population,  the  number  of  veterans  65  and  over  who  will  be  receiving 
care  in  VA  general  hospitals  for  non-service-connected  disabilities  is 
expected  to  increase  (19). 

Public  assistance 

Public  assistance  provides  for  the  basic  maintenance  of  persons 
whose  income  and  resources  are  inadequate  to  meet  their  needs  as  de- 
termined by  State  and  local  welfare  agencies.  At  present  about  5.7 
million  persons  receive  assistance  under  the  four  federally  aided  pro- 
grams. An  additional  1.1  million  persons  receive  assistance  under 
general  assistance  programs  financed  entirely  from  State  and/or  local 
funds.  A  large  proportion  of  the  public  assistance  caseload  is  made 
up  of  persons  with  unusually  heavy  medical  needs  resulting  from  dis- 
ability, chronic  illness,  or  the  infirmities  of  old  age.  Some  are  forced 
to  seek  assistance  primarily  because  of  the  need  for  medical  care. 

Because  the  demands  for  medical  care  have  been  very  great,  a  seri- 
ous problem  of  financing  has  arisen  in  many  States.  Public  assistance 
agencies  must  decide  how  much  money  from  limited  appropriations 
should  be  spent  for  medical  care.  The  public  assistance  program  has 
primary  responsibility  for  providing  money  for  basic  maintenance  of 
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people— food,  clothing,  and  shelter.  However,  medical  care  may  also 
be  a  necessity  of  life  and  some  medical  care  must  be  provided  to  those 
eligible  for  assistance  if  no  other  program  can  meet  emergency  need. 
The  decision  as  to  the  content  and  amount  of  medical  care  to  be  pro- 
vided under  the  public  assistance  program  rests  with  the  State  agency 
and  there  are  wide  differences  among  States  with  respect  to  the  types 
and  quantities  of  medical  care  provided. 

As  of  January  1958,  some  medical  care  was  provided  under  1  or 
more  of  the  special  types  of  public  assistance  in  all  but  2  of  the  53 
States  and  Territories.  The  type  of  care  covered  most  frequently 
under  plan  provisions  for  the  three  adult  programs — old-age  assist- 
ance, aid  to  the  blind,  and  aid  to  the  permanently  and  totally  dis- 
abled— was  nursing-convalescent  home  care.  Among  the  other  types 
of  care  covered  most  frequently  under  the  adult  programs  were  drugs, 
hospitalization,  and  practitioners'  services.  In  old-age  assistance,  49 
of  the  53  States  had  specific  provisions  for  nursing-convalescent  home 
care,  39  for  drugs,  and  35  each  for  hospitalization  and  practitioners' 
services  {20). 

The  determination  of  what  constitutes  eligibility  for  medical  care 
under  the  public  assistance  programs  is  made  by  the  States.  This  de- 
termination is  usually  made  by  considering  the  needs  and  resources  of 
the  individual  and  the  availability  of  medical  services  from  some  other 
source.  Most  recipients  of  medical  care  under  the  public  assistance 
programs  also  get  payments  to  meet  their  maintenance  needs,  but  some 
get  payments  only  for  their  medical  care. 

Information  regarding  the  volume  of  vendor  payments  (made  di- 
rectly to  the  suppliers)  for  medical  care  is  regularly  available.  But 
information  regarding  the  amount  of  money  made  available  to  re- 
cipients to  enable  them  to  purchase  medical  care  themselves  is  not 
regularly  available.  During  the  fiscal  year  ended  June  30,  1958, 
vendor  medical  payments  under  the  four  federally  aided  categories 
totaled  $236.1  million.  The  amount  spent  under  each  of  the  federally 
aided  programs  was  as  follows :  old-age  assistance,  $159.1  million ;  aid 
to  the  blind,  $5.1  million;  aid  to  the  permanently  and  totally  dis- 
abled, $28.6  million;  and  aid  to  dependent  children,  $43.2  million. 
These  payments  constituted  the  following  proportions  of  total  assist- 
ance payments :  old-age  assistance,  8.8  percent;  aid  to  the  blind,  6  per- 
cent; aid  to  the  permanently  and  totally  disabled,  13.5  percent;  and 
aid  to  dependent  children,  5.3  percent. 

Vendor  payments  under  the  old-age  assistance  program  consti- 
tuted about  two-thirds  of  all  vendor  payments  under  the  four  fed- 
erally aided  types  of  public  assistance.  Hospitalization  was  the  type 
of  service  for  which  the  largest  amount  of  vendor  payments  was  made 
in  old-age  assistance :  that  expenditure  was  39.5  percent  of  total  vendor 
payments  according  to  State  reports  covering  nine-tenths  of  such 
payments  in  old-age  assistance. 

A  smaller  proportion  of  the  vendor  payments,  26.3  percent,  was 
made  for  nursing  and  convalescent  home  care,  although  more  State 
plans  included  provision  for  such  services.  The  proportions  of  total 
vendor  payments  for  drugs  and  supplies  and  for  practitioners'  serv- 
ices were  14.7,  and  10.8  percent,  respectively.  In  the  other  adult 
programs,  aid  to  the  blind  and  aid  to  the  permanently  and  totally 
disabled,  expenditures  for  hospitalization  also  ranked  first,  and  those 
for  nursing  and  convalescent  home  care  ranked  second. 
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The  most  comprehensive  information  relating  to  amounts  for  medi- 
cal care  included  in  money  payments  is  for  a  selected  month  Janu- 
ary-March 1957.  For  the  25  States  that  reported  information  of 
this  type,  the  proportion  of  cases  having  an  amount  for  medical  care 
included  in  requirements  varied  widely. 

In  States  having  maximums  or  other  limitations  on  payments  the 
inclusion  of  an  amount  for  medical  care  in  requirements  may  result 
in  payment  to  the  recipient  of  the  full  amount  of  medical  care  costs, 
only  a  part  of  the  amount,  or  nothing  over  and  above  other  require- 
ments. 

On  an  annual  basis,  the  money  payments  in  the  reporting  States 
that  represented  amounts  for  medical  care  would  have  totaled  more 
than  $73  million  at  the  January-March  1957  rate  (ffl) .  The  report- 
ing States  may  not  be  entirely  representative  of  other  States;  the 
total  increase  in  money  payments  for  the  country  as  a  whole  that 
resulted  from  the  inclusion  of  medical  needs  in  requirements  probably 
amounted  to  about  $100  million  a  year. 

General  assistance  is  financed  entirely  from  State  and/or  local 
funds.  There  are  wide  differences  among  States,  and  even  among 
local  jurisdictions  within  a  State,  with  respect  to  the  types  and 
amounts  of  assistance  provided  under  the  program. 

During  the  fiscal  year  ended  June  30,  1958,  vendor  payments  for 
medical  care  under  State  and  local  general  assistance  programs  totaled 
$83.8  million.  These  payments  constituted  24.7  percent  of  all  gen- 
eral assistance  reported.  While  all  vendor  payments  for  medical  care 
under  general  assistance  were  made  from  State  and/or  local  funds 
without  Federal  participation,  an  unknown,  though  probably  substan- 
tial, amount  was  spent  in  behalf  of  recipients  of  the  four  special  types 
of  public  assistance.  It  is  in  many  cases  administratively  simpler  for 
States  to  make  such  payments  under  their  general  assistance  pro- 
grams and  they  are  likely  to  do  so  when  the  amounts  needed  by  re- 
cipients under  one  of  the  special  categories  exceed  the  maximum  that 
can  be  matched  by  Federal  funds. 

Special  interest  attaches  to  the  amounts  spent  for  nursing  or  con- 
valescent home  care  under  the  public  assistance  programs.  This  type 
of  care  is  particularly  important  in  aid  to  the  permanently  and  totally 
disabled  and  is  becoming  increasingly  important  in  the  old-age  assist- 
ance program  as  the  average  age  of  recipients  increases  and  as  old- 
age,  survivors,  and  disability  insurance  provides  the  basic  income  for 
more  of  the  aged  who  do  not  have  special  needs.  Unfortunately,  in- 
formation is  not  available  as  to  how  much  of  such  care  is  in  skilled 
nursing  homes  and  how  much  in  domiciliary-type  institutions.  The 
maximum  amounts  paid  from  public  assistance  funds  for  nursing 
home  care  vary  greatly  from  State  to  State,  as  does  the  adequacy  of 
the  care  made  available.  In  the  States  reporting  information  for  a 
selected  month  January-March  1957,  total  monthly  assistance  pay- 
ments to  and  in  behalf  of  nursing  home  cases  averaged  $113.73  in 
old-age  assistance  (24  States)  and  $128.17  in  aid  to  the  permanently 
and  totally  disabled  ( 20  States )  (20). 

In  a  study  covering  13  States  in  1953-54,  it  was  found  that  payment 
for  care  for  about  51  percent  of  all  patients  in  proprietary  nursing 
homes  was  fully  or  in  part  from  public  assistance.  In  no  State  was 
the  proportion  less  than  25  percent  and  in  a  few  States  the  proportion 
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was  as  high  as  70  percent.  Similarly,  in  a  sampling  of  voluntary  and 
public  nursing  homes  in  11  of  these  States,  the  same  study  found  that 
50  percent  of  patients  in  these  homes  were  also  dependent  in  whole 
or  in  part  upon  public  assistance  support  {21). 

NONGOVERNMENTAL  PROGRAMS 

Nongovernmental  hospitals  traditionally  provide  some  free  medical 
care  to  the  needy  and  medically  needy  and  finance  this  care  from  such 
resources  as  endowment  income  and  philanthropic  contributions.  The 
furnishing  of  free  care  by  hospitals  has  been  financed,  in  part,  within 
hospital  budgets  through  payments  that  are  higher  than  true  costs 
by  self-supporting  patients  or  by  their  third-party  carriers.  Increas- 
ingly, nongovernmental  hospitals  have  been  paid  for  services  to  needy 
persons  through  various  public  programs  and  public  grants. 

As  a  group,  nonprofit  general  and  allied  special  short-term  hospitals 
have  had  small  surpluses  of  total  receipts  (including  philanthropic 
contributions,  endowment  income,  governmental  grants,  etc.)  over 
expenses  in  recent  years.  In  1957,  for  example,  the  aggregate  surplus 
for  all  these  hospitals  was  about  3.4  percent  of  income  (22).  Some 
hospitals,  of  course,  continue  to  have  deficits.  A  nationwide  study 
of  1,400  hospitals  made  in  1954  showed  that  one-fourth  of  the  hos- 
pitals studied  had  overall  deficits,  amounting  generally  to  less  than 
10  percent  of  expenditures.  The  remaining  three-quarters  of  the 
hospitals  were  able  to  finance  current  operations  out  of  current  income, 
typically  with  small  surpluses  (23). 

In  spite  of  the  apparent  fiscal  balance  of  many  hospitals,  there  is 
still  the  problem  in  many  States  of  providing  the  financial  resources 
to  cover  the  cost  of  free  and  part-paid  care  for  patients  limited  in  their 
ability  to  pay.  Within  the  last  4  to  5  years  some  of  these  States  have 
conducted  studies  of  the  impact  of  this  problem  upon  their  hospitals. 

These  studies  examined  the  financial  resources  of  the  hospitals  which 
enabled  them  to  cover  their  free  and  part-paid  care.  Special  note  was 
made  of  the  extent  to  which  resort  was  made  to  increased  charges 
to  paying  patients,  limitations  on  hospital  services,  inadequate  allow- 
ances for  depreciation  and  maintenance,  etc. 

Among  the  States  reporting  studies  are  some  in  which  the  financial 
problem  of  hospitals  is  aggravated  because  public  assistance  or  the 
other  public  programs  pay  none  or  only  part  of  the  cost  of  hospital 
care  for  the  needy  and  medically  needy.  Data  from  a  few  of  the  more 
recent  studies  indicate  the  magnitudes  of  the  "losses"  by  hospitals  in 
recent  years  for  free  and  part-paid  care: 

In  Missouri,  a  study  covering  1953-54  indicated  that  1,496  medically 
needy  patients  received  care  costing  $246,234  from  8  urban  hospitals 
and  20  in  smaller  communities.  Only  about  22  percent  of  the  total 
bill  was  paid ;  78  percent  of  the  amount  of  these  bills  remained  unpaid 
from  any  sourcee  (2 If). 

A  Georgia  study  showed  that,  in  1955,  515479  out  of  215,357  patients 
(23.9  percent)  admitted  to  28  general  hospitals  were  indigent  or  med- 
ically indigent.  The  total  estimated  loss  for  this  care  was  nearly  $4 
million.  This  loss  was  mainly  absorbed  through  surpluses  from 
paying  patients  (25). 
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A  study  was  made  by  the  Alabama  Hospital  Association  covering  87 
percent  of  the  general  hospital  beds  in  that  State.  The  study  showed 
that  in  1955,  out  of  a  total  cost  of  $7%  million  for  inpatient  and 
outpatient  care  of  the  indigent  and  medically  indigent,  only  $4  mil- 
lion was  received  as  reimbursement.  Thus,  an  unpaid  balance  of  $3^4 
million  had  to  be  absorbed  by  the  hospitals  {26) . 

In  Mississippi,  reports  from  75  hospitals  in  a  study  of  indigent 
hospital  care  in  1956,  showed  that  the  cost  of  that  care  was  slightly 
more  than  $4^2  million.  Considerably  less  than  half  of  the  days  of 
care  provided  was  compensated  by  public  payments,  but  even  these 
days  were  compensated  at  only  about  one-third  of  the  cost  (27). 

A  study  in  Pennsylvania  showed  that,  in  1954-55,  178  State-aided 
hospitals  incurred  a  deficit  of  $12%  million  over  and  beyond  State-aid 
payments  for  free  and  part-paid  inpatient  care.  Overall,  this  deficit 
together  with  the  deficit  on  outpatient  care  absorbed  nearly  all  the 
funds  available  to  the  hospitals  other  than  payments  by  or  on  behalf 
of  patients  (28) . 

There  can  be  no  doubt  that  to  the  extent  that  public  assistance 
and  other  public  programs  have  approached  making  full  payments 
for  the  cost  of  providing  hospital  care  to  the  needy  and  medically 
needy,  one  of  the  most  troublesome  elements  in  hospital  financing  is 
being  overcome.  This  situation  increasingly  prevails  particularly 
among  the  wealthier  States.  But  in  other  States,  mainly  those  with 
lower  levels  of  per  capita  income,  adequate  financing  of  indigent  hos- 
pital care  persists  as  a  disturbing  problem. 
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CHAPTER  V 


METHODS  OF  PROVIDING  OASDI  BENEFICIARIES  WITH 
HOSPITAL  AND  NURSING  HOME  BENEFITS  UNDER 
TITLE  II  OF  THE  SOCIAL  SECURITY  ACT 

The  present  chapter  explores  the  methods  that  might  be  used  and 
the  probable  costs  involved  in  providing  hospital  and  nursing  home 
benefits  for  OASDI  beneficiaries  under  title  II  of  the  Social  Security 
Act. 

This  approach  would  make  use  of  the  existing  OASDI  administra- 
tive setup  for  the  collection  of  contributions  and  the  identification  of 
eligible  persons.  Contributions  could  be  deposited  in  the  OASI  and 
DI  trust  funds  or,  following  the  practice  when  disability  benefits  were 
added,  a  separate  trust  fund  could  be  established. 

Ninety  percent  of  all  employed  persons  in  the  United  States  are 
now  paying,  with  the  help  of  contributions  from  employers,  toward 
the  cost  of  retirement,  disability,  and  survivor  benefits  for  themselves 
and  their  dependents.  They  could  similarly  pay  toward  the  cost  of 
hospital  and  nursing  home  benefits  in  retirement  or  for  their  sur- 
vivors, through  an  additional  contribution  for  this  purpose  that  would 
be  collected  as  part  of  an  increased  total  social  security  contribution. 
Such  prepayment  would  assure  that  more  than  9  out  of  10  persons 
reaching  retirement  age  some  years  in  the  future  would  have  hospital 
insurance  coverage.  It  could  also  assure  such  protection  immediately 
for  7  out  of  10  of  those  already  age  65  or  over. 

The  addition  to  the  program  of  a  new  type  of  benefit  would  necessi- 
tate policy  decisions  on  a  number  of  questions  relating  to  the  groups 
eligible  for  benefit,  the  scope  and  character  of  the  benefits,  and  the 
method  of  administration — more  specifically,  the  method  of  reaching 
agreements  with  and  making  payments  to  hospitals  and  nursing  homes. 

Groups  Eligible  for  Benefits 

In  order  to  make  the  social  security  program  effective  within  a  rea- 
sonable period  of  time,  the  law  has  from  the  beginning  provided  that 
workers  already  approaching  retirement  age  when  they  first  had  an 
opportunity  to  be  covered  could  become  insured  on  the  basis  of  very 
brief  periods  of  covered  employment.  And  as  the  benefit  provisions 
have  been  changed  to  take  account  of  changing  price  and  wage  levels, 
the  benefit  amounts  of  those  on  the  rolls  have  also  been  raised.  A 
social  insurance  system  can  use  current  contribution  income  to  pay 
full-rate  benefits  to  this  generation  of  aged  because  it  can  safely 
assume  that  successive  generations  of  workers  will  continue  to  pay 
contributions,  to  acquire  rights  and  to  draw  on  those  rights  when  they 
reach  retirement  age,  or  become  disabled  or  leave  surviving  widows 
and  children. 
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If  the  same  principle  were  followed,  funds  derived  from  current 
social  security  contributions  for  hospital  benefits  would  be  used  to  pro- 
vide such  benefits  immediately  to  persons  now  eligible  for  cash  benefits. 

A  decision  would  have  to  be  made  as  to  the  treatment  of  persons 
eligible  for  but  not  currently  receiving  cash  benefits.  In  mid-1958, 
there  were  about  1.8  million  persons  beyond  retirement  age  who  were 
fully  insured  but  not  drawing  benefits,  including  1.6  million  who  had 
never  filed  a  claim  for  benefits  and  200,000  whose  benefits  were 
suspended.  Such  persons,  and  in  many  cases  their  wives  (some  600,000 
in  mid-1958),  could  at  any  time  receive  cash  benefits  if  they  retired. 
There  are  also  at  any  time  some  eligible  younger  persons  not  drawing 
benefits,  primarily  widowed  mothers  who  are  at  work. 

In  principle,  there  are  strong  arguments  for  restricting  eligibility 
for  hospital  benefits  to  those  who  have  retired.  Persons  still  employed 
have  much  more  opportunity  to  get  group  health  coverage,  and  those 
who  are  self-employed  or  employed  in  small  establishments  at  least 
have  a  more  adequate  income  with  which  to  purchase  individual  insur- 
ance and  are  more  likely  than  retired  persons  to  be  in  sufficiently  good 
health  so  that  they  can  buy  insurance.  In  addition,  it  is  thought  by 
some  persons  that  to  base  eligibility  for  the  hospital  benefits  on  the 
attainment  of  any  specified  age,  rather  than  on  retirement,  would 
weaken  the  rationale  for  special  treatment  of  the  aged  as  compared 
with  the  rest  of  the  population. 

The  problem  is  to  find  a  satisfactory  test  of  retirement.  In  the  case 
of  the  cash  benefits,  the  present  retirement  test  which  defines  substan- 
tial retirement  primarily  in  terms  of  annual  earnings  below  a  specified 
amount  is  workable  and  equitable  in  relation  to  employed  and  self- 
employed  persons.  With  the  retirement  test  on  an  annual  basis, 
however,  it  is  not  always  possible  to  determine  in  advance  whether  an 
individual  should  be  receiving  cash  benefits  for  a  particular  month, 
and  the  required  suspension  of  benefits  may  occur  after  rather  than 
during  the  time  when  he  was  earning  more  than  the  minimum  allowed. 
To  restrict  the  eligibility  for  hospital  benefits  to  those  who  are  actually 
receiving  cash  benefits  would  result  in  serious  difficulties  and 
anomalies.  It  would  also  result  in  considerable  pressure  on  many 
individuals  to  retire  as  soon  as  possible  in  order  to  have  the  hospital 
benefit  protection. 

Difficulties  of  a  different  kind  would  arise  if  there  were  a  special 
test  of  retirement  for  eligibility  for  hospitalization  benefits,  such  as 
receipt  of  cash  benefits  for  a  certain  number  of  months — probably  12 
months  if  employed  and  self-employed  persons  are  to  be  treated 
equitably — within  a  specified  time.  If  hospital  benefits  were  avail- 
able only  on  this  basis,  there  would  be  a  substantial  waiting  period 
after  retirement  before  hospitalization  benefits  could  be  paid.  Par- 
ticularly for  those  who  are  forced  to  retire  because  of  illness,  this 
delay  in  obtaining  protection  could  be  serious.  Such  a  provision 
might  increase  the  existing  pressures  to  abolish  the  retirement  test 
entirely. 

Identifying  eligible  persons 

If  all  persons  who  could  be  eligible  for  cash  benefits  were  entitled 
to  the  hospital  benefits,  eligibility,  once  established,  would  be  on  a 
lifetime  basis  for  old-age  beneficiaries.  Men  65  and  over  and  women 
62  and  over  and  also  younger  beneficiaries  and  eligibles  could  receive 
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some  form  of  document  certifying  to  their  eligibility  for  the  hospitali- 
zation benefits  with  recertification  at  appropriate  intervals  for  those 
who  did  not  have  lifetime  eligibility.  When  the  individual  was 
admitted  to  a  hospital,  presentation  of  the  card  or  document  would 
establish  a  presumption  or  evidence  of  eligibility  under  the  program. 
From  the  point  of  view  of  both  the  individual  and  the  hospital  the 
procedure  would  be  essentially  the  same  as  that  under  most  Blue 
Cross  plans,  which  commonly  use  an  identification  card  to  establish 
at  least  provisional  eligibility. 

With  a  limit  on  the  number  of  days  of  hospital  care  provided  as 
a  benefit,  the  hospital  would  need  a  check  on  whether  the  patient 
had  already  exhausted  his  benefits  for  the  current  year.  The  medical 
history  taken  in  the  hospital  would  provide  the  necessary  information 
in  the  great  majority  of  cases,  since  readmission  occurring  within  any 
12-month  period  would  frequently  be  in  the  same  hospital.  In  cases 
where  the  patient  had  changed  residence  or  for  an  unconscious  patient, 
verification  of  the  amount  of  care  which  would  be  paid  for  by  the 
OASDI  system  would  be  necessary.  Prompt  identification  of  eligi- 
ble individuals  is  of  importance  both  to  the  hospital  and  to  the  person 
and  his  family.  The  necessary  checks  would  presumably  be  handled 
through  the  local  and  area  offices  of  the  Bureau  of  Old-Age  and 
Survivors  Insurance. 

SCOPE  AND  NATURE  OF  THE  BENEFITS 

Assuming  a  primary  decision  had  been  made  that  the  benefits  to 
be  provided  should  relate  to  the  cost  of  hospital,  or  of  hospital  and 
nursing  home  care,  subsidiary  questions  as  to  the  scope  of  the  services 
to  be  paid  for  would  have  to  be  answered. 

It  should  perhaps  be  noted  explicitly  that  the  hospital,  or  nursing 
home,  service  which  any  beneficiary  receives  can  only  be  that  which 
is  available  in  a  hospital,  or  nursing  home,  to  which  a  physician  rec- 
ommends admission.  An  insurance  system  does  not  provide  hospital 
services;  it  provides  an  assurance  that  the  cost  of  specified  services 
received  by  beneficiaries  will  be  paid  from  insurance  funds.  Hospital 
insurance  for  OASDI  beneficiaries  would  not  directly  affect  existing 
variations  in  the  number  of  hospital  beds  in  relation  to  the  total  popu- 
lation of  different  communities  or  sections  of  the  country,  nor  would 
it  result  in  uniformly  high  standards  of  care  in  all  hospitals.  It  could 
encourage  high  standards  and  help  assure  more  adequate  operating 
income  for  all  hospitals  meeting  such  standards.  It  might  also  result 
in  pressures  for  expansion  of  facilities  in  some  areas. 

Because  of  the  more  limited  development  of  nursing  home  facilities, 
the  lack  of  professionally  accepted  standards  as  to  the  care  provided 
in  such  homes  and  the  greater  variability  and  lack  of  stability  in  the 
current  methods  of  financing  nursing  home  care,  a  nursing  home  bene- 
fit might  affect  many  fewer  beneficiaries  at  the  outset  than  a  hospital 
benefit.  The  benefit  could  also  be  expected  to  have  a  greater  impact 
on  the  future  development  of  nursing  home  care  and  indeed  of  con- 
valescent and  chronic  care  facilities  and  arrangements  generally. 

Service  or  indemnity  benefits 

Existing  voluntary  insurance  follows  two  different  practices  with 
regard  to  the  costs  that  are  covered.    Most  Blue  Cross  plans  insure 
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the  member  against  the  costs  of  specified  services.  The  insured  per- 
son in  effect  is  guaranteed  a  stated  number  of  days  of  care  in  a  semi- 
private  room  (or  ward)  and  certain  specialized  services  such  as  use 
of  the  operating  room,  anesthesia,  and  so  forth.  This  is  a  so-called 
service  benefit.  Most  insurance  company  policies  guarantee  to  re- 
imburse the  beneficiary  a  stated  number  of  dollars  per  day  of  hos- 
pitalization with  stated  allowances  towards  the  costs  of  other  hospital 
charges.    This  type  of  coverage  is  called  cash  indemnity. 

Since  hospital  costs  and  charges  vary  greatly  not  only  in  different 
parts  of  the  country  but  also  within  local  communities,  the  extent  and 
character  of  the  protection  provided  may  be  quite  different  under 
the  two  types  of  benefit.  In  most  circumstances,  the  individual — 
and  the  hospital — cannot  know  in  advance  what  part  of  the  total 
hospital  bill  will  actually  be  covered  by  a  benefit  that  is  guaranteed 
in  dollar  terms.  With  a  service  benefit,  both  the  beneficiary  and  the 
hospital  know  for  what  kinds  of  services  payment  is  assured.  Further- 
more, the  beneficiary  knows  that  when  he  receives  such  services  their 
cost  (for  the  specified  number  of  clays  of  care)  will  be  paid  for  in  full 
no  matter  to  which  of  the  participating  hospitals  his  doctor  chooses 
to  send  him. 

A  service  benefit — providing  as  nearly  uniform  protection  as  pos- 
sible for  all  beneficiaries — would  seem  the  most  appropriate  type  of 
benefit  under  a  compulsory  social  insurance  program.  It  is  also  the 
only  type  of  benefit  which  could  guarantee  hospitals  full  payment 
for  the  cost  of  specified  hospital  service  for  aged  persons.  On  the 
other  hand,  it  does  require  a  type  of  negotiation  and  agreement  with 
bospitals  that  could  be  avoided  with  a  cash  indemnity  benefit. 

Some  groups  Jiave  suggested  that  even  though  the  hospital  benefits 
should  in  general  be  service  benefits,  the  beneficiary  should  be  required 
to  pay  out-of-pocket  some  initial  charge.  The  intended  purpose  of 
such  a  deductible  amount  not  covered  by  insurance  is  to  discourage 
overutilization  of  hospital  services,  as  well  as  to  place  some  of  the 
cost  burden  directly  on  the  individual  receiving  hospitalization. 

The  actual  effect  of  such  an  out-of-pocket  charge  would  obviously 
depend  on  the  amount.  Opinion  among  physicians  and  other  quali- 
fied persons  differs  as  to  what  constitutes  overutilization  of  hospital 
services.  A  question  to  which  no  clear  answer  can  be  given  is  whether 
an  out-of-pocket  charge  that  would  not  place  undesirable  barriers  in 
the  way  of  needed  hospital  care  would  have  much  effect  on  admissions. 

The  detailed  cost  estimates  presented  below  relate  to  a  full  service 
benefit.  Figures  are  also  given  to  indicate  the  costs  of  a  cash  in- 
demnity benefit  on  specified  assumptions  as  to  the  amount  of  the  in- 
demnity payment. 

Hospital  services  to  be  paid  for 

The  services  that  would  be  paid  for  through  the  insurance  program 
would  presumably  include  all  those  services  normally  provided  by 
hospitals  and  included  in  the  usual  hospital  bill.  In  addition  to  room, 
board,  and  nursing  care,  these  would  include  use  of  the  operating 
room,  oxygen,  certain  drugs  and  therapies,  and  so  forth. 

It  is  assumed  that  the  benefit  would  cover  semiprivate  accommoda- 
tions with  more  expensive  accommodations  paid  for  by  the  insurance 
system  only  when  required  for  medical  reasons.  Beneficiaries  would 
also  presumably  have  the  option  of  using  ward  accommodations.  If 
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they  elected  to  use  private,  rooms,  the  difference  in  cost  would  be 
borne  out-of-pocket. 

There  are  differences  in  practice  among  hospitals  as  to  whether  cer- 
tain services — in  particular  those  of  anesthesiologists,  radiologists, 
and  pathologists — are  included  as  hospital  services.  As  a  result  the 
scope  of  the  services  paid  for  by  Blue  Cross  plans  varies  in  different 
plans  and  in  different  parts  of  the  country. 

If  hospital  benefits  were  provided  under  OASDI  a  difficult  deci- 
sion would  have  to  be  made  as  to  whether  the  services  that  would  be 
paid  for  from  the  trust  fund  would  include  for  each  hospital  those 
services  usually  included  in  its  bills.  This  would  result  in  variations 
in  the  scope  of  the  benefit  for  different  beneficiaries.  Alternatively, 
if  the  types  of  services  that  would  be  paid  for  were  spelled  out  in  some 
detail  and  applied  uniformly  for  all  hospitals  providing  such  services, 
it  might  be  necessary  to  develop  several  different  systems  of  payment 
to  hospitals  depending  on  their  own  accounting  practices. 

Some  of  the  legislative  proposals  for  hospital  benefits  have  provided 
that  any  institution  licensed  as  a  hospital  under  State  law  would  be 
eligible  to  enter  into  an  agreement  to  receive  payment  for  services 
provided  to  beneficiaries.  Alternatively,  this  privilege  might  be  ex- 
tended only  to  hospitals  accredited  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals  in  which  the  American  Medical  Association, 
the  American  Hospital  Association  and  the  American  College  of  Sur- 
geons participate,  or  by  other  appropriate  accrediting  agencies,  thus 
assuring  that  certain  standards  of  care  would  be  met. 

Duration  of  hospital  benefits 

Information  was  given  in  chapter  II  on  the  duration  of  general 
hospital  stays  for  aged  persons.  Under  present  practices,  it  would 
appear  that  about  three-fourths  of  the  persons  aged  65  and  over  who 
are  hospitalized  in  general  and  special  short-term  hospitals  spend  less 
than  30  days,  90  percent  less  than  60  days  and  more  than  95  percent 
less  than  90  days  m  the  hospital  in  the  course  of  a  year.  These  ratios 
would  be  affected  by  increased  admissions,  changes  in  the  age,  sex,  and 
living  arrangements  of  those  admitted  and  other  factors.  They  give 
a  general  idea,  however,  of  the  proportion  of  beneficiaries  who  would 
have  practically  all  of  their  general  hospital  costs  paid  for  by  an 
insurance  benefit  limited  to  30,  60  or  90  days  of  care  in  general 
hospitals. 

Mental  and  other  long-term  hospitals 

A  decision  would  need  to  be  made  as  to  whether  care  in  mental  and 
tuberculosis  hospitals  should  be  paid  for  from  social-security  contri- 
butions. Such  hospitals  are  now  largely  supported  by  State  and  local 
revenues,  and  the  care  Avhich  they  provide  is  generally  of  a  long-term 
character.  The  social  insurance  program  would  be  taking  on  an  en- 
tirely different  kind  of  burden  if  it  undertook  to  pay  for  such  care 
than  if  the  benefits  covered  only  relatively  short-term  illnesses. 

The  many  senile  old  persons  who  now  occupy  beds  in  mental  hos- 
pitals might  be  better  cared  for  if  there  were  suitable  nursing  home 
care  and  other  chronic  care  accommodations  available.  Movement  of 
older  persons  out  of  mental  hospitals  could  well  be  discouraged  if 
insurance  contributions  were  available  to  cover  the  cost  of  their  care 
in  such  hospitals  but  not  in  nursing  homes  generally.    For  purposes 
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of  the  cost  estimates,  it  has  been  assumed,  that  the  hospital  benefit 
w  ould  not  cover  the  cost  of  care  in  mental  or  tuberculosis  hospitals. 

Relation  to  other  public  hospital  benefits 

A  related  question  arises  concerning  the  cost  of  services  now  paid 
for  through  other  Federal  programs,  though  in  this  case  the  issue 
relates  primarily  to  source  of  financing.  It  may  be  assumed  that  some 
persons  eligible  under  OASDI  and  also  under  another  program  would 
choose  to  receive  their  care  in  Veterans  Administration,  Public  Health 
Service  or  other  Federal  general  hospitals.  Whether  the  trust  fund 
should  pay  for  such  services  is  a  debatable  question.  (It  presumably 
would  not  in  any  case  pay,  as  part  of  the  hospital  benefit,  the  cost  of 
the  physicians'  services  which  these  hospitals  provide  for  all  patients.) 

Similarly,  hospital  services  that  would  be  paid  for  under  the  insur- 
ance benefit  could  either  include  or  exclude  the  cost  of  care  covered 
under  a  workmen's  compensation  program. 

It  is  assumed  that  the  insurance  benefit  would  pay  for  care  in  State 
and  local  public  general  hospitals.  The  OASDI  system  would,  of 
course,  take  over  the  cost  of  public  and  private  hospital  services  for 
beneficiaries  whose  care  is  now  paid  for  by  the  public  assistance  pro- 
gram because  no  other  resource  is  available. 

Nursing  home  care 

The  Ways  and  Means  Committee  request  is  not  clear  as  to  the  kind 
of  nursing  home  care  that  is  contemplated.  Earlier  proposals  have 
related  to  skilled  care  of  a  kind  that  can  appropriately  take  the  place 
of  hospital  care  at  certain  stages  of  illness,  primarily  during  con- 
valescence. The  problems  and  costs  involved  in  such  a  limited  nursing 
home  benefit  are  discussed.  But  in  view  of  the  possibility  that  the 
committee  had  in  mind  a  much  broader  provision  and  that  there 
would  be  pressures  to  expand  the  scope  of  a  limited  benefit  once 
adopted,  attention  is  given  also  to  the  problems  and  costs  of  a  more 
general  nursing  home  benefit. 

There  is  at  present  a  serious  shortage  of  high  quality  nursing  home 
beds  of  all  types — not  only  those  providing  skilled  nursing  care  but 
also  those  providing  primarily  residential  and  custodial  type  care  (1). 
State  laws  with  regard  to  licensure  of  nursing  homes  are  much  newer 
and  standards  far  more  variable  than  the  laws  and  regulations  relating 
to  licensure  of  hospitals.  There  is  no  recognized  national  accrediting 
agency.  If  nursing  home  benefits  were  provided,  therefore,  the  in- 
surance system  might,  at  least  at  the  outset,  have  to  establish  its  own 
standards  as  to  the  care  for  which  it  would  pay. 

Considering  first  the  possibility  of  a  limited  skilled  nursing  home 
benefit,  it  may  be  noted  that  such  benefits  are  now  provided  by  a  few 
Blue  Cross  and  other  plans.  The  benefits  may  apply  to  care  in  a 
chronic  disease  or  convalescent  hospital  as  well  as  in  a  nursing  home. 
In  some  plans  the  benefits  are  payable  only  on  discharge  from  a  hos- 
pital and  for  periods  of  varying  duration  (30  days  in  a  lifetime  at  one 
extreme,  2  years  at  the  other)  {2).  Relatively  few  persons  have  up  to 
the  present  been  covered  under  such  provisions. 

While  the  number  of  skilled  nursing  homes  in  the  United  States 
is  increasing,  the  availability  of  beds  in  such  homes  varies  greatly 
from  one  community  to  another.  Payment  for  the  costs  of  such  care 
under  OASD]  even  for  limited  periods  could  be  expected  to  stimulate 
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the  development  of  more  such  facilities.  For  the  time  being,  bene- 
fieiaries  would  have  markedly  unequal  opportunities  to  get  such  care 
and  therefore  to  have  such  care  paid  for  from  the  trust  fund.  On  the 
other  hand,  for  the  beneficiary  the  alternative  to  prepaid  care  in  a 
skilled  nursing  home  would,  in  many  cases,  be  continued  prepaid  care 
in  a  hospital  (for  just  how  many  days  would  depend  on  whether  the 
hospital  benefit  covered  30,  60,  90  or  more  days  of  care  in  a  year) . 

One  of  the  issues  with  regard  to  skilled  nursing  home  benefits,  if 
they  are  provided,  is  whether  the  prepayment  should  apply  only  for 
illness  in  which  the  patient  is  discharged  to  the  nursing  home  from 
a  hospital.  Such  a  restriction  would  emphasize  care  in  a  skilled 
nursing  home  as  an  alternative  to  the  final  stages  of  hospital  care  once 
the  acute  period  of  illness  has  passed.  Increasingly,  however,  modern 
medical  practice  is  making  possible  and  desirable  the  treatment  of 
many  illnesses — such  as  pneumonia,  certain  types  of  heart  attack, 
etc. — without  the  need  for  a  period  of  hospitalization.  The  judgment 
of  the  physician  must  determine  whether  a  patient  is  cared  for  in 
the  hospital  or  elsewhere.  It  would  be  unfortunate,  however,  to 
adopt  benefit  requirements  that  would  encourage  hospitalization  of 
persons  who  could  be  equally  Avell  cared  for  in  a  skilled  nursing  home 
throughout  the  entire  period  of  illness. 

A  limited  skilled  nursing  home  benefit  would  not,  and  would  not  be 
designed  to,  meet  the  problem  of  the  long-term  chronically  ill.  Nor 
would  it  meet  the  problems  of  those  many  older  persons  who  need 
residential  care  without  continuous  medical  or  nursing  services.  Both 
problems  are  serious  and  of  increasing  magnitude.  The  cost  of  long- 
continued  institutional  care  is  beyond  the  ability  of  most  individuals 
or  families  to  finance.  The  payment  for  nursing  home  care  is  placing 
an  increasing  burden  on  public  assistance  funds,  while  the  level  of 
assistance  payments  to  nursing  homes  in  all  but  a  few  States  is  so  low 
as  to  make  high  quality  care  difficult  if  not  impossible  to  achieve. 

Because  of  the  increasing  need  for  good  nursing  home  care,  and 
the  difficulties  of  drawing  a  sharp  line  between  skilled  nursing  home 
care  and  other  types  of  care,  it  might  prove  difficult  to  limit  a  nursing 
home  benefit  under  OASDI  to  short-term  convalescent  care. 

Whether  the  cost  of  long-continued  care  in  nursing  home  or  other 
chronic  care  facilities  should  be  financed  from  social  insurance  contri- 
butions of  employees,  employers,  and  self-employed  persons  or  whether 
it  should  be  a  charge  on  general  revenues  presents  a  major  issue  of 
social  policy. 

Methods  of  Handling  the  Benefit  Arrangements 

The  necessary  arrangements  with  hospitals  and  nursing  homes  to 
permit  payment  for  specified  services  provided  to  OASDI  bene- 
ficiaries could  follow  one  of  several  different  patterns. 

Payments  to  hospitals  and  nursing  homes 

If  the  benefits  took  the  form  of  a  cash  indemnity  payment,  it  would 
not  be  necessary  for  the  insurance  system  to  enter  into  any  negotiations 
with  hospitals  or  nursing  homes  as  to  the  amount  to  be  paid.  On 
evidence  that  the  services  were  rendered,  the  hospital  could  be  paid 
directly  or  through  a  third  party  for  the  specified  amounts  of  cash 
indemnification.    It  would  also  be  possible  to  pay  these  amounts  to 
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the  beneficiarj'  or  for  the  beneficiary  to  assign  his  benefits  directly  to 
the  hospital.  In  any  case,  the  hospital  would  bill  the  beneficiary  and 
collect  from  him — or  from  him  and  from  relatives  or  welfare  or 
other  agencies — for  amounts  not  covered  by  the  indemnity  payments. 

With  a  service  benefit,  the  insurance  system  would  pay  to  the  hos- 
pital, directly  or  through  an  agent,  agreed  upon  amounts  per  day 
of  care  rendered  to  beneficiaries.  Hospitals  are  now  reimbursed  under 
a  number  of  governmental  programs — maternal  and  child  health, 
crippled  children,  veterans,  vocational  rehabilitation — on  the  basis 
of  a  formula  which  is  intended  to  approximate  the  actual  costs  in- 
curred in  providing  the  services.  Many  Blue  Cross  plans  use  similar 
formulas  in  arriving  at  the  rates  they  pay  hospitals.  The  amount 
paid  per  day  of  care  thus  varies  from  one  hospital  to  another,  but  an 
attempt  is  made  to  assure  that  all  hospitals  receive  a  fair  reimburse- 
ment of  their  costs.1  In  the  case  of  insurance  covering  primarily  aged 
persons,  a  reasonable  cost  formula  should  probably  take  some  account 
of  the  lower  daily  cost  of  long-term  stays.  A  number  of  Blue  Cross 
plans  pay  a  higher  amount  per  patient  day  for  the  first  few  days  than 
for  subsequent  days  in  a  hospital  stay.  Other  methods  of  adjusting 
payments  to  the  level  of  care  received  could  obviously  be  devised. 
The  exact  method  to  be  used  would  of  necessity  be  left  to  the  admin- 
istering agency  to  determine,  after  consultation  with  representatives 
of  hospitals  and  other  appropriate  groups. 

Nursing  homes  could  be  paid  on  the  same  basis  as  hospitals — that 
is,  a  per  diem  or  perhaps  a  weekly  rate  that  reflects  actual  costs. 
There  has,  however,  not  been  the  same  kind  of  experience  with  such 
payment  for  nursing  home  care.  Whether  the  accounting  procedures 
of  most  nursing  homes  are  adequate  for  accurate  cost  determinations 
may  be  questioned.  Hospitals  did  not  generally  keep  accounts  in  the 
necessary  detail  before  payments  from  public  funds  and  from  Blue 
Cross  became  of  some  importance.  It  is  probable  that  for  nursing 
home  services  negotiated  rates  based  on  approximations  of  actual  costs 
would  have  to  be  used  at  the  outset. 

Neither  in  the  case  of  hospitals  nor  nursing  homes  would  it  appear 
desirable  for  the  trust  fund  to  pay  customary  charges  for  a  service 
benefit.  Such  charges  bear  no  uniform  relation  to  actual  costs ;  pay- 
ments on  this  basis  could  be  inequitable  to  either  the  provider  of 
service  or  the  fund. 

Hospitals  could  submit  individual  bills  for  each  beneficiary  or  con- 
solidated billings  at  stated  periods.  Under  the  Medicare  program, 
for  instance,  hospital  bills  are  submitted  primarily  on  a  consolidated 
basis  to  Blue  Cross  plans  and  on  an  individual  basis  for  the  patients 
whose  bills  are  handled  by  Mutual  of  Omaha  (3) . 

Purchase  of  insurance 

It  was  suggested  in  the  request  of  the  Ways  and  Means  Committee 
that  the  OASDI  system  might  "buy  insurance  *  *  *  from  private  and 
nonprofit  health  insurance  organizations."  Under  such  an  arrange- 
ment, bids  would  be  invited  from  insurance  companies  and  health  plans 
as  to  the  premiums  they  would  charge  for  insuring  the  benefits  speci- 


1  Excessively  high  costs  resulting  from  expensive  location  and  surroundings  or  other 
luxury  features  may  be  excluded  from  the  amounts  entering  into  the  reimbursable  cost 
formula  or  other  negotiated  rate. 
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tied  in  the  social  security  legislation  (and  according  to  standards  of 
care  or  other  matters  spelled  out  in  regulations) . 

The  problem  faced  by  an  individual  insurance  carrier  in  determin- 
ing a  fixed-bid  rate  for  such  share  of  the  business  as  it  wished  to 
carry  is  of  an  entirely  different  character  than  the  problem  of  estimat- 
ing average  costs  for  the  OASDI  system  as  a  whole.  Thus  private 
insurance  carriers  would  have  difficulty  in  determining  premium  rates 
for  this  special  coverage  group  and  might  be  reluctant  to  make  bids 
that  from  the  point  of  view  of  the  trust  fund — and  the  contributors  to 
the  system — could  be  considered  reasonable. 

The  State  public  welfare  agencies  that  have  tried  to  purchase  hos- 
pital insurance  covering  public  assistance  recipients  have  found  either 
that  no  carrier  was  willing  to  write  a  policy  or  that  the  rates  were  so 
much  above  the  cost  of  self-insuring  that  there  was  no  justification 
for  such  use  of  public  funds.  The  one  State  (Colorado)  that  uses 
Blue  Cross  to  handle  the  costs  of  hospitalization  has  been  able  to  pur- 
chase such  insurance  for  younger  assistance  recipients  only;  for  old- 
age  assistance  recipients  it  has  had  to  pay  for  the  service  on  a  cost-plus 
basis  (cost  of  services  plus  cost  of  administration). 

It  is  possible  that  a  consortium  of  insurance  carriers  might  be  found 
to  bid  on  the  benefits  for  the  entire  group,  somewhat  as  was  done  by 
the  life  insurance  carriers  under  the  Government  employee  life  insur- 
ance program.  In  that  program,  there  is  no  assignment  of  a  policy 
to  a  particular  company  until  the  individual  retires  or  dies.  In  the 
case  of  a  hospital  benefit,  a  method  of  assignment  would  have  to  be 
found  that  would  let  both  the  beneficiary  and — unless  the  benefit  was 
a  cash  indemnity — the  hospital,  know  in  advance  what  company  was 
carrying  his  policy.  Except  for  the  extra  costs  that  would  be  involved 
in  such  assignments,  if  the  OASDI  system  received  the  appropriate 
rate  credits  and  dividends,  such  a  consortium  would  tend  to  become 
essentially  an  agent  group  paid  on  a  cost-plus  basis. 

Use  of  private  insurance  carrier  as  agent 

The  OASDI  system  might  underwrite  directly  the  cost  of  the  bene- 
fits, but  use  a  private  insurance  carrier  or  carriers  as  its  agents  in 
negotiating  agreements  with  hospitals  and  nursing  homes  and  in 
handling  claims  from  them  and  making  payments  to  them.  The  insur- 
ance carrier  would  receive  a  reasonable  payment  for  its  administrative 
services. 

For  hospital  benefits  the  trust  fund  might  contract  with  a  single 
national  agent,  such  as  the  national  Blue  Cross  Association.  It  is 
possible  that  this  association  might  be  willing  to  act  also  as  agent  in 
negotiations  with  and  payments  to  nursing  homes.  Alternatively, 
there  could  be  several  agents  selected  on  geographic  or  other  bases. 

Use  of  State  agencies  as  agents 

Another  possible  alternative  would  be  to  utilize  appropriate 
State  health  or  welfare  agencies,  in  those  States  that  were  willing  to 
enter  into  such  an  agreement,  to  handle  the  relations  with  hospitals 
and  nursing  homes.  As  in  the  case  of  private  carriers  serving  as 
agents,  the  State's  administrative  costs  for  the  program  as  well  as  the 
amounts  it  paid  to  hospitals  and  nursing  homes  would  be  reim- 
bursed— or  advanced  on  an  estimated  basis  and  later  adjusted — from 
the  trust  fund.    Some  States  might  not  choose,  to  participate  or  be  in 
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a  position  to  do  so  immediately  and  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  would  need  authority  to  administer  the  program 
directly  in  any  State  that  did  not  enter  into  an  agreement  to  act  as 
agent.  A  similar  reserved  power  should  be  available  to  him  under 
any  other  agency  arrangement. 

Direct  administration  by  the  Department  of  Health,  Education,  and 
Welfare 

It  would  also  be  possible  for  the  Department  of  Health,  Education, 
and  Welfare,  through  the  Bureau  of  Old- Age  and  Survivors  Insur- 
ance, the  Public  Health  Service,  or  a  special  unit  set  up  for  the  pur- 
pose, to  handle  directly  the  arrangements  with  and  payment  of  hos- 
pitals and  nursing  homes.  There  are  fewer  than  7,000  general  and 
special  hospitals  in  the  country  that  would  be  providing  the  hospital 
services  guaranteed  as  benefits.  Practically  all  of  them  are  familiar 
with  the  general  basis  for  cost  determination  and  the  payment  proce- 
dures that  would  be  used  no  matter  what  agency  handled  the  arrange- 
ments. Arrangements  with  nursing  homes  would  present  a  more 
difficult  but  not  insuperable  problem.  If  the  Secretary  of  Health, 
Education,  and  Welfare  were  given  responsibility  for  administering 
the  benefit  payment  provisions,  it  would  be  desirable  for  him  to  have 
the  option  of  working  through  appropriate  voluntary  insurance  plans 
or  representatives  of  the  providers  of  service. 

Administrative  Review  Arrangements 

None  of  the  methods  of  handling  payments  to  hospitals  would  in- 
volve completely  new  types  of  recordkeeping  or  reporting  for  hos- 
pitals. Unless  a  flat  per  diem  basis  of  payment  were  adopted,  some 
hospitals  that  are  now  paid  by  Blue  Cross  on  the  basis  of  billings 
would  have  to  make  changes  in  their  accounting  and  recordkeeping 
procedures.  Some  statistical  checks  by  the  insurance  system  would, 
of  course,  be  necessary.  There  is  virtually  universal  agreement  that 
there  should  be  no  interference  with  the  internal  administration  of 
hospitals  or  with  the  authority  of  the  physician  in  medical  matters. 
Nevertheless,  the  use  of  public  funds  for  social  programs  always  im- 
plies some  public  concern  not  only  with  the  proper  handling  of  funds 
but  also  with  the  quality  of  the  benefits  received. 

It  is  inevitable  that  if  insurance — private  or  public — is  available 
to  cover  the  costs  of  some  but  not  all  types  of  services,  there  will  be 
pressures  from  patients  and  doctors  alike  for  maximum  use  of  those 
services  for  which  payment  is  guaranteed.  One  procedure  the  sys- 
tem could  adopt  to  encourage  proper  utilization  of  hospital  services 
would  be  to  maintain  an  adequate  statistical  check  on  the  services  for 
which  it  is  paying.  What  appear  to  be  questionable  practices  could 
then  be  discussed  with  the  appropriate  agency  or  provider  of  services. 
Relatively  simple  checks  might  prove  quite  helpful.  Some  Blue 
Cross  plans,  for  instance,  have  found  a  routine  notification  to  the 
doctor  that  his  patient  has  been  in  the  hospital  for  30  days  results  in 
a  significant  number  of  discharges.  Other  plans  and  some  hospitals 
are  experimenting  with  such  procedures  as  the  review  by  a  medical 
committee  of  all  hospital  admissions  and  of  stays  beyond  a  certain 
duration  (4). 
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Whether  the  payment  arrangements  were  handled  directly  by 
HEW  or  through  an  agent,  HEW  would  presumably  be  responsible 
for  establishing  requirements  for  fiscal  and  statistical  controls  and 
for  analyses  of  experience  data.  The  method  of  using  any  insights 
gained  from  such  analyses  as  well  as  other  kinds  of  checks  on  quality 
of  service  would  vary  somewhat  depending  on  the  administrative 
pattern  adopted. 

Extent  of  Coverage 

A  program  of  hospital  benefits  for  persons  eligible  for  old-age, 
survivors,  and  disability  insurance  would  protect  a  little  over  70  per- 
cent of  the  aged  population  in  1960.  By  1970  it  would  reach  an  esti- 
mated 76  percent  and  in  1980  a  little  over  80  percent  of  the  persons 
then  aged  65  or  over.  It  is  likely  that  there  would  be  pressure  to 
provide  similar  benefits  for  the  remaining  groups  of  aged  persons. 

While  there  would  be  a  number  of  problems  involved,  it  would  be 
possible  to  provide  the  same  benefits  to  some  additional  aged  persons 
by  permitting  other  public  retirement  programs  to  buy  into  the  system 
on  behalf  of  their  beneficiaries.  In  effect  the  OASDI  system  would 
serve  as  administrative  agent  for  these  other  programs. 

A  policy  question  would  also  arise  as  to  whether  public  welfare 
agencies  should  be  given  the  option  of  carrying  their  responsibility 
for  hospital  care  for  old-age  assistance  recipients  through  arrange- 
ments with  and  appropriate  payments  to  the  OASDI  system.  The 
funds  would  presumably  come  as  at  present  from  the  general  revenues 
of  the  Federal  and  of  State  and  local  governments. 

Alternatively,  the  Federal  Government  might  pay  from  general  rev- 
enues into  the  hospital  insurance  account  of  the  OASDI  system  an 
amount  sufficient  to  cover  the  cost  of  hospital  benefits  for  all  aged 
persons  who  are  not  eligible  under  OASDI  or  any  public  retirement 
system.  The  size  of  any  such  supplementary  program  of  hospital 
insurance  would  diminish  in  the  future  as  an  increasing  proportion 
of  all  aged  persons  become  eligible  for  OASDI  benefits. 

Cost  Estimates 

hospital  benefit  costs 

It  is  more  difficult  to  estimate  the  future  costs  of  any  type  of 
medical  benefit  than  it  is  to  estimate  the  long-term  costs  of  specified 
cash  benefits.  For  both  types  of  benefit,  future  costs  will  be  affected 
by  changes  in  the  age  and  sex  composition  of  the  beneficiary  group, 
in  the  average  span  of  life,  and  similar  factors — some  of  which  can 
be  predicted  with  a  reasonable  degree  of  certainty,  others  only  within 
a  wide  range  of  assumptions.  The  long-range  cost  of  hospital  or 
other  medical  benefits  will  in  addition  be  affected  by  changes  in  the 
organization  of  medical  practice  and  new  developments  in  scientific 
knowledge  as  well  as  by  changes  in  labor  costs  and  other  charges. 
The  kinds  of  change  in  medical  practice  that  have  occurred  in  recent 
years  and  the  further  changes  which  are  in  sight  were  reviewed  briefly 
in  chapter  III.  It  must  always  be  recognized,  however,  that  a  major 
breakthrough — in  cancer  research,  for  instance — could  quite  suddenly 
change  the  picture,  and  in  an  unpredictable  direction.  Thus,  while 
for  planning  purposes  it  is  essential  to  have  long-range  actuarial 
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estimates  of  the  possible  costs  of  hospital  or  nursing  home  benefits, 
considerable  weight  should  be  given  to  the  near  future  in  evaluating 
the  cost  burden  of  a  proposed  program. 

Estimates  are  presented  below  of  the  current  and  long-range  cost 
of  hospital  service  benefits  on  two  assumptions  as  to  the  maximum 
number  of  days  in  a  year  that  would  be  insured — one  a  maximum 
of  30  days,  the  other  of  60  days.  While  detailed  computations  were 
not  made  for  a  benefit  of  up  to  90  days,  the  data  on  hospital  utilization 
rates  that  were  given  in  chapter  II  indicate  that  an  extension  of  the 
days  covered  from  60  to  90  would  add  in  the  neighborhood  of  10  per- 
cent to  the  total  cost. 

The  detailed  long-range  estimates  have  been  prepared  also  on  the 
basis  of  two  sets  of  assumptions  as  to  the  other  medical  cost  factors, 
thus  suggesting  a  reasonable  range  within  which  costs  could  fall.  The 
general  effect  on  costs  of  an  additional  set  of  assumptions  is  also  in- 
dicated. In  all  the  long-range  estimates,  the  figures  used  for  the 
number  of  beneficiaries  and  eligible  persons  and  the  taxable  payroll 
for  selected  years  are  those  developed  by  the  Division  of  the  Actuary 
of  the  Social  Security  Administration  for  the  actuarial  cost  estimates 
for  the  present  OASDI  program  (5) .  In  order  to  minimize  the  num- 
ber of  different  estimates  shown,  the  demographic  and  other  assump- 
tions used  in  the  year-by-year  estimates  are  those  appropriate  to  an 
intermediate-cost  estimate  for  the  present  cash  benefits.  The  variable 
assumptions  relate  to  hospital  utilization  and  costs. 

Hospital  •utilization 

Both  the  low  and  the  high  cost  estimates  use  as  their  base  the  ex- 
perience reported  in  the  BOASI  beneficiary  survey.  Total  days  of 
hospital  care  including  days  up  to  30,  and  up  to  60,  in  a  year  were 
computed  on  the  assumptions  summarized  below  for  separate  sex  and 
age  groups  (65-69,  70-74,  and  75  and  over) .  The  rates  for  each  group 
were  then  adjusted  upward  to  allow  for  the  days  of  hospital  care  re- 
ceived during  the  survey  year  by  beneficiaries  who  had  died  prior 
to  the  time  of  enumeration,  using  age-sex  specific  death  rates  and 
estimated  hospital  utilization  experience  for  decedents.  Similar  but 
somewhat  less  complex  methods  were  used  to  derive  the  utilization 
rates  for  the  younger  beneficiary  groups. 

Age-sex  specific  rates  incorporate  directly  into  the  long-range  cost 
estimates  all  the  appropriate  adjustments  for  the  changing  composi- 
tion of  the  beneficiary  population  in  the  future.  That  is  to  say,  the 
estimates  reflect  both  the  gradual  aging  of  that  population  and  the 
increasing  proportion  of  women  beneficiaries  that  are  to  be  expected. 

The  major  assumptions  underlying  the  calculations  of  days  of  care 
per  capita  were  as  follows :  For  both  low  and  high  cost  estimates  the 
proportion  of  persons  hospitalized  and  the  days  of  hospital  care  per 
person  per  year  reported  for  aged  beneficiaries  having  health  insur- 
ance were  used  for  this  portion  of  the  eligible  group.  For  the  high 
cost  estimate,  it  was  assumed  that  if  hospital  benefits  became  generally 
available,  the  persons  hospitalized  among  the  presently  uninsured 
proportion  of  the  aged  would  jump  to  the  present  rate  for  insured 
beneficiaries,  e.g.,  from  8.8  to  14.2  per  100  per  year.  (See  ch.  II,  table 
3.)  It  was  further  assumed  that  the  average  days  per  hospitalized 
person  per  year  for  this  presently  uninsured  portion  would  remain  at 
the  rate  reported  in  the  survey  rather  than  falling  to  the  rate  for  the 
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presently  insured  group  (for  all  age-sex  groups  the  rate  was  25.7  days 
among  the  uninsured  and  17.4  days  among  the  insured  before  the  cut- 
off after  30  or  after  60  days) . 

It  can  be  expected  that  persons  now  uninsured,  since  they  include 
many  of  the  poorer  health  risks,  would  have  somewhat  longer  stays 
than  the  present  insured  groups  even  after  availability  of  benefits  re- 
moves the  cost  barrier  to  early  admission  to  a  hospital.  The  combina- 
tion of  the  admission  rate  of  the  insured  and  the  duration  rate  of  the 
uninsured,  however,  appears  to  be  a  generous  assumption  under  pres- 
ent conditions  of  medical  and  hospital  practice. 

For  the  low  cost  estimate,  it  was  assumed  that  those  presently  un- 
insured would  increase  their  utilization  only  up  to  the  average  expe- 
rience of  the  total  aged  beneficiary  group,  or  236  days  per  100  before 
any  cutoff.  For  the  near  future  this  is  as  rapid  an  increase  in  utiliza- 
tion as  could  reasonably  be  expected.  In  projecting  this  rate  to  the 
long-term  future,  the  low  estimate  gives  some  weight  to  the  probable 
success  of  current  efforts  to  encourage  progressive  patient  care,  the 
reduction  in  hospital  admissions  that  could  result  from  development 
of  outpatient  diagnostic  facilities,  and  similar  trends  in  medical  prac- 
tice. The  low  cost  estimate  includes  an  adjustment  of  the  hospital 
utilization  rates  for  ages  below  70  to  reflect  the  fact  that  hospital 
utilization  is  substantially  lower  among  employed  than  among  retired 
aged  persons  (6).  The  low  cost  estimate  also  uses  a  lower  average 
number  of  days  of  hospital  care  for  decedents. 

Both  sets  of  estimates  include  safety  factors  in  addition  to  those 
inherent  in  the  assumptions  already  described.  In  neither  estimate 
was  any  correction  made  to  take  account  of  stays  in  Veterans'  Admin- 
istration general  hospitals  (such  days  are  included  in  the  beneficiary 
utilization  rates,  but  might  not  be  paid  for  by  the  OASDI  program) 
or  for  the  fact  that  the  existing  beneficiary  population  from  which 
the  utilization  rates  were  derived  is  more  largely  urban  than  the 
future  beneficiary  population  and  would  thus  tend  to  make  more  use 
of  hospitals.  Because  the  estimated  average  hospital  stay  assigned  to 
decedents  was  rough,2  no  adjustment  was  made  in  the  high  cost  esti- 
mate to  take  account  of  the  60-day  cutoff  in  days  covered,  and  the 
adjustment  used  for  the  30-day  benefit  specifications  excluded  only 
days  between  the  30th  and  60th,  leaving  the  excess  days  over  60  as  a 
safety  factor  in  both  cases.  The  high  cost  estimate  also  assigns  to  the 
group  eligible  but  still  at  work  the  same  utilization  rate  as  that  for  the 
retired  beneficiaries.  In  neither  estimate  is  allowance  made  for  the 
fact  that  the  increase  from  the  present  to  the  assumed  ultimate  level  of 
utilization  would  occur  gradually,  thus  resulting  in  a  lower  level  pre- 
mium cost  than  that  calculated. 

The  utilization  rates  for  the  younger  beneficiary  groups  were  based 
on  data  from  the  Census- PHS  September  1956  survey,  the  National 
Health  Survey  and  other  sources.  For  young  widows,  the  rate  used 
in  the  60-day  benefit  high  cost  estimate,  for  example,  was  1  per  day 
per  capita  per  annum;  for  children,  0.5  days.    The  September  1956 


1  Very  Uttle  Information  on  this  specific  rate  is  available.  iThe  estimates  used  were  based 
primarily  on  sex  but  not  age  specific  data  for  persons  aged  65  and  over  from  a  special  survey 
In  San  Jose  County,  Calif.  See  Siegel,  Beth  M.,  Belloc,  Nedra  B.,  and  Hesse,  Frank  E. 
•'Household  Surveys  for  Hospital  Planning  Adjusted  for  Decedents  Missed,"  Public  Health 
Reports,  vol.  72,  No.  11,  November  1957.  Data  from  insured  experiences  such  as  those  of 
Blue  Cross  or  Insurance  companies  include  decedents. 
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survey  showed  a  rate  including  maternity  stays  of  0.9  for  persons 
14-64  and  1.2  for  insured  persons  in  these  ages  and  a  rate  of  0.3  for 
persons  under  14  (the  total  group  and  those  insured) — in  all  cases 
without  any  cutoff  for  days  above  60.  For  women  62-64,  an  assumed 
rate  of  1.6  days  was  used  and  for  the  disabled,  a  rate  based  on  the 
high  utilization  rate  for  the  aged  (2.8  days  with  a  60-day  benefit) . 

The  low  and  high  cost  (age-sex  specific)  utilization  rates  when  ap- 
plied to  the  1960  eligible  aged  population  result  in  average  utiliza- 
tion of  2.3-2.8  days  per  eligible  person  per  year  with  hospital  bene- 
fits up  to  60  days  in  a  year.  (For  eligibles  aged  65  and  over  the  com- 
parable rates  are  2.4-3.)  These  figures  are  higher  than  the  pre- 
liminary estimates  developed  by  the  SSA  last  year,  which  showed 
utilization  rates,  with  a  60-day  cutoff,  or  2-2.5  days  per  eligible  person 
aged  62  and  over  in  1957  (7).  At  the  time  the  earlier  estimates  were 
prepared,  the  data  from  the  BOASI  beneficiary  survey — from  which 
the  rates  used  in  this  study  are  largely  derived — were  not  available. 

Future  experience  with  hospitalization  of  aged  persons  will  de- 
pend on  many  different  kinds  of  factors,  the  more  important  of  which 
have  been  discussed  earlier.  Actual  utilization  rates  in  the  long  term 
future  could  well  be  either  higher  or  lower  than  the  2.3-2.8  day  range 
used  in  the  estimates  prepared  by  the  Department.  On  balance,  how- 
ever, that  range  would  appear  reasonable  under  foreseeable  condi- 
tions. 

Cost  per  day  of  hospital  care 

The  estimated  cost  of  a  day  of  care  was  calculated  in  relation  to 
average  daily  costs  in  general  and  special  hospitals,  starting  with 
1956  data  (the  most  recent  year  for  which  all  the  relevant  figures 
are  available)  and  projecting  to  1960  the  trend  according  to  rates 
of  increase  that  had  been  found  for  the  past  decade;  In  1956,  total 
expense  in  all  non- Federal  short-term  general  and  special  hospitals 
was  $24.15  a  day.  When  this  figure  is  reduced  by  the  estimated  cost 
of  outpatient  departments  and  research  included  in  the  total,  the  re- 
sultant figure  is  about  $22.50. 

For  the  aged,  some  further  reduction  is  appropriate  because  their 
longer  stays  result  in  a  lower  per  diem  cost,  that  would  presumably 
be  reflected  in  some  manner  in  payments  to  hospitals.  Care  in  non- 
Federal  long-term  general  and  special  hospitals,  which  presumably 
could  be  used  in  the  program,  was  $10.20  a  day  in  1956;  no  allowance, 
however,  was  made  for  such  lower  rate.  The  average  reimbursable 
cost  formula  used  by  many  Federal  Government  agencies  was  $20.50 
for  1956;  it  represents  the  average  daily  cost  in  1,958  general  hos- 
pitals. Taking  into  account  these  various  figures,  it  was  decided  to 
use  as  a  basis  for  the  projections  a  cost  of  $21  a  day  for  the  aged  and 
disabled,  and  $23  a  day  for  younger  widows  and  children  as  of  1956. 
The  resulting  figures  for  1960  were  $27  a  day  for  the  aged  and  $29 
a  day  for  younger  beneficiaries. 

For  the  long-term  estimates  a  further  adjustment  in  these  figures 
was  made  to  reflect  the  fact  that  the  earnings  level  used  in  the  most 
recent  actuarial  cost  estimates  is  based  on  1956  earnings.  (See  ap- 
pendix A.) 

In  effect,  the  long-range  cost  estimates  postulate  that  hospital  per 
diem  costs  will  continue  to  rise  at  a  more  rapid  rate  than  general 


80 


HOSPITALIZATION  INSURANCE 


wage  levels  until  the  early  1960's  but  thereafter  will  increase  at  the 
same  rate  as  wage  levels  and  the  expansion  of  the  economy  in  gen- 
eral. In  evaluating  this  assumption,  it  should  be  kept  in  mind  that 
the  per  diem  rates  used  do  not  include  nearly  as  large  an  allowance 
as  might  be  justified  for  the  reduced  costs  of  long  stays  in  short-term 
hospitals,  and  do  not  include  any  allowance  for  the  lower  average 
per  diem  costs  that  would  result  from  an  increase  in  appropriate  fa- 
cilities for  chronic  care.  These  cost-reducing  factors  would  have 
a  more  significant  effect  on  the  estimates  relating  to  a  60-day  bene- 
fit than  those  relating  to  a  30-day  benefit. 

It  could  also  be  assumed  that  hospital  costs  will  continue  to  rise 
more  rapidly  than  general  wage  levels  until  say  1970,  but  with  the 
difference  in  the  two  rates  of  increase  becoming  gradually  less  over 
the  course  of  the  decade.  On  this  assumption,  year-by-year  costs  for 
1970  and  after  might  be  about  15-20  percent  higher  and  the  level- 
premium  costs  about  12-15  percent  higher  than  those  shown  in  table  2. 

It  would  also  be  reasonable,  however,  to  assume  with  respect  to 
cost  estimates  for  the  very  long  term  future,  that  average  per  diem 
costs  would  decline  relatively,  due  to  changes  in  institutional  patterns 
and  other  factors.  If  the  combined  effect  of  such  changes  and  of  po- 
tentially lower  utilization  rates  than  those  used  are  considered,  it 
would  be  reasonable  to  have  another  set  of  cost  estimates  showing 
level  premium  costs  12-15  percent  lower  than  those  shown. 

Early  year  hospital  benefit  costs 

The  estimated  costs  of  hospital  service  benefits  for  persons  who  will 
be  eligible  for  OASDI  in  1960  are  shown  in  table  1.  With  a  hospital 
benefit  of  up  to  60  days  a  year,  hospital  benefit  costs  in  1960  would 
probably  be  about  $900  million,  or  a  little  over  0.4  percent  of  taxable 
payroll.  With  a  30-day  limit  the  cost  would  be  somewhat  under  $800 
million  and  somewhat  less  than  0.4  percent  of  taxable  payroll.  The 
major  part  of  the  cost  would  be  incurred  for  aged  beneficiaries.  If 
the  benefit  covered  90  days  of  hospital  care  in  a  year,  the  cost  in  1960 
would  be  about  $990  million. 

Estimates  for  a  year  in  the  immediate  future  can  reasonably  be 
made  using  a  single  set  of  assumptions.  The  1960  estimates  are  based 
on  the  low-cost  assumption  as  to  days  of  hospital  care  described  above. 
They  thus  allow  for  an  immediate  substantial  increase  in  hospital 
utilization  by  persons  now  without  hospital  insurance — although  not 
as  large  an  increase  as  is  postulated  in  the  high-cost  estimates  for 
future  years  when  the  program  could  have  been  m  effect  long  enough 
for  such  further  expansion  to  occur.  The  per  diem  costs  used  in  the 
1960  estimate  reflect  the  rising  trend  in  hospital  costs  over  the  past 
decade  projected  to  1960. 
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Table  1. — Estimated  costs  in  1960  of  hospital  service  benefits  for  persons  eligible 

for  0A8DI 1 


Benefit  costs 
(millions) 


Benefit  costs 
as  percent  of 
taxable  pay- 
roll 


Hospitalization  up  to — 
60  days  in  a  year: 

Total    

Aged  3    

Disabled  workers  and  their  dependents 
Mothers  and  children   

30  days  In  a  year: 

Total  _  _   

Aged  3   -  

Disabled  workers  and  their  dependents 
Mothers  and  children  4   


0.428 


826.3 
33.6 
35.5 


.395 
.016 
.017 


771.3 


.368 


713.1 

28.4 
29.8 


.340 
.014 
.014 


1  Exclusive  of  administrative  costs,  see  text. 
'  Taxable  earnings  limit  of  $4,800  per  year. 
3  Includes  women  aged  62-64. 

1  Surviving  children  and  their  mothers  and  children  of  retired  workers  and  their  mothers. 

Long-range  costs 

The  estimated  long-range  future  costs  of  hospital  service  benefits 
on  low  cost  and  high  cost  assumptions  are  shown  in  table  2.  Costs 
as  a  percent  of  taxable  payroll  for  selected  years  to  the  year  2050  and 
the  calculated  level-premium  cost  into  perpetuity  are  indicated.  Over 
90  percent  of  the  total  cost  represents  benefits  for  the  aged  group  of 
eligibles.  It  would  appear  that,  at  least  through  1970,  hospital  bene- 
fits of  up  to  60  days  in  a  year  might  involve  costs  equal  to  about  0.5 
percent  of  taxable  payroll.  Thereafter,  assuming  no  change  in  medi- 
cal practices  or  the  other  factors  underlying  these  estimates,  costs 
would  become  somewhat  larger.  The  decline  in  costs  as  a  percent  of 
taxable  payroll  around  the  year  2000  occurs  also  in  the  estimated  cost 
of  the  present  system.  It  results  from  the  fact  that  the  aged  popu- 
lation then  will  consist  primarily  of  surviving  persons  from  among 
the  relatively  low  number  of  births  during  the  1930's  while  the  labor 
force  will  reflect  the  high  birth  rates  of  the  1940's  and  later  years. 
As  a  consequence,  it  is  not  until  almost  2025  that  the  60-day  hospital 
benefit,  on  an  intermediate  cost  basis5  would  involve  expenditures  of  as 
much  as  0.75  percent  of  taxable  payroll  on  the  assumptions  used. 
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Table  2. — Estimated  long-range  costs  of  hospital  service  benefits  for  persons 
eligible  for  OACDI,  as  a  percent  of  taxable  payroll  (low  cost  and  high  cost 
assumptions  for  hospital  cost  factors,  intermediate  cost  assumptions  for  all 
other  factors)  1 


Hospitalization  up  to 

Hospitalization  up  to 

60  days  in  a  year 

30  days  in  a  year 

Calendar  year 

Low  cost 

High  cost 

Low  cost 

High  cost 

hospital 

hospital 

hospital 

hospital 

factors 

factors 

factors 

factors 

1965.     

0.42 

0.53 

0.36 

0.43 

1970       

.46 

.58 

.39 

.47 

1975     

.49 

.62 

.42 

.50 

1980    

.53 

.67 

.45 

.54 

1990    

.59 

.74 

.50 

.60 

2000     

.57 

.73 

.49 

.58 

2025   

.68 

.87 

.59 

.70 

2050      

.83 

1.05 

.70 

.84 

Level-premium  cost 2   

.58 

.74 

.49 

.59 

1  Exclusive  of  administrative  costs,  see  text.  Taxable  earnings  limit  of  $4,800  per  year.  See  ajso  table 
in  appendix  A. 

2  At  3  percent  interest. 

3  If  the  hospital  low  cost  factors  are  combined  with  other  low  cost  factors  and  the  hospital  high  cost  with 
other  high  cost  factors,  the  resulting  level-premium  costs  for  the  60-day  benefit  are  0.50  and  0.86, 
respectively. 

These  estimates  assume  a  continuation  of  the  present  maximum 
taxable  earnings  limit  of  $4,800  a  year,  or  its  equivalent.  If  the 
taxable  base  were  raised  so  that  a  larger  portion  of  total  payrolls  were 
taxed,  the  costs  as  a  percent  of  taxable  payroll  would,  of  course,  be 
lower  than  those  shown.  With  a  taxable  wage  base  of  $6,000,  for  ex-, 
ample,  costs  as  a  percent  of  taxable  payroll  would  be  about  6  percent 
below  the  percent  of  payroll  figures  in  table  2. 

As  pointed  out  above,  changes  in  medical  knowledge  and  practice 
could  result  in  somewhat  different  experience  in  the  long-term  future. 
These  long-term  projections  serve  to  indicate,  however,  the  general 
magnitude  of  the  cost  burden  that  the  system  would  be  assuming  on 
the  basis  of  present  knowledge  and  practices. 

Administrative  costs 

The  estimates  in  tables  1  and  2  relate  to  benefit  costs  only.  The 
added  cost  of  administration  might  amount  to  5  percent  of  the  benefit 
costs,  with  some  variation  depending  on  how  the  arrangements  with, 
and  payments  to,  hospitals  were  handled.  No  new  costs  would  be 
involved  in  collection  of  the  contributions,  and  relatively  minor  costs 
in  identification  of  eligibles.  The  administrative  costs  of  the  agents 
for  the  medicare  program  amounted  to  less  than  2  percent  of  the  medi- 
cal service  expenditures  in  the  first  year  of  operation  (8) . 

Cost  estimates  for  a  cash  indemnity  hospital  benefit 

In  order  to  illustrate  the  possible  cost  of  a  cash  indemnity  hospital 
benefit,  an  estimate  was  made  assuming  an  indemnity  payment  of  $10 
a  day  for  up  to  30  days  and  for  up  to  60  days,  plus  the  cost  of  hospital 
"extras"  up  to  $100  and  up  to  $150  a  year.  Although  hospital  utiliza- 
tion would  probably  be  somewhat  lower  with  this  more  limited  pro- 
tection, the  estimates  are  based  on  the  same  utilization  rates  used  in  the 
estimates  for  the  1960  cost  of  a  service  benefit.  It  was  assumed  that 
with  a  30-day  benefit  and  $100  allowance  for  hospital  "extras"  the  re- 
imbursement for  the  extra  services  might  amount  to  $90  on  the  average 
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in  respect  to  each  hospitalized  aged  or  disabled  person  and  $80  in 
respect  to  mothers  or  children.  For  the  60-day  benefit  and  $150  al- 
lowance, the  corresponding  amounts  for  hospital  "extras"  used  were 
$135  for  the  aged  and  disabled,  $100  for  mothers  and  $80  for  children 
(9). 

On  these  assumptions,  the  1960  cost  would  be  about  $500  million  for 
the  30-day — $100  cash  indemnity  benefit  and  about  $640  million  for 
the  60-day — $150  cash  indemnity  benefit.  As  a  percent  of  taxable 
payroll,  the  costs  would  be  0.24  percent  and  0.30  percent,  respectively. 

NURSING  HOME  BENEFIT  COSTS 

There  is  very  little  experience  on  which  to  base  an  estimate  of  the 
cost  of  a  nursing  home  service  benefit,  whether  such  a  benefit  were 
limited  to  skilled  nursing  home  care  as  a  substitute  for  hospital  care 
or  applied  broadly  to  nursing  home  care  of  all  types.  Furthermore 
the  need  for  additional  nursing  home  beds  and  the  possible  expansion 
that  might  occur  if  a  method  of  paying  for  care  were  to  become  avail- 
able are  so  great  that  it  is  not  possible  to  develop  the  same  kind  of 
credible  long-range  cost  estimates  as  were  given  for  the  general  hos- 
pital benefits.  The  general  magnitude  of  the  potential  costs  can, 
however,  be  suggested. 

Most  nursing  homes  currently  keep  a  minimum  of  records,  and  con- 
sequently no  generally  accepted  accounting  practices  have  yet  de- 
veloped. A  survey  carried  out  jointly  by  the  Public  Health  Service 
and  the  Commission  on  Chronic  Illness  in  13  States  in  1953-54,  pro- 
vides some  information  on  nursing  home  charges.  The  median 
monthly  charge  for  private  paying  patients  was  $175  in  proprietary 
homes  and,  in  10  of  these  States,  the  median  charge  in  voluntary  non- 
profit and  public  homes  was  $116  (10) .  Larger  homes  and  homes  with 
more  trained  nurses  had  higher  charges.  A  special  study  of  the  costs 
of  "acceptable"  care  that  was  made  in  Florida  in  1955  suggested  a 
cost  level  of  $156.50  a  month  for  "care  with  adequate  diet  and  nursing 
care  in  nursing  homes  for  the  average  patient";  the  cost  level  sug- 
gested for  "care  for  an  acutely  ill  person"  was  $176.39  a  month  (11). 

An  estimate  relating  to  a  very  limited  skilled  nursing  home  benefit 
might  build  upon  the  experience  of  the  few  Blue  Cross  plans  having 
such  a  benefit.  The  available  data  suggest  that  a  skilled  nursing 
home  benefit  of  say  90  or  120  days  less  any  days  in  a  hospital  (up  to 
30  or  60  days)  might  involve  8  or  9  days  of  such  care  per  100  aged 
eligibles  in  a  year.  If  a  rate  of  10  days  per  100  aged  beneficiaries  were 
used  for  the  aged  (and  20  days  for  the  disabled),  together  with  a 
daily  cost  of  $10  (or  about  $300  a  month),  the  1960  cost  of  this  benefit 
would  be  about  $14  million  or  0.007  percent  of  payroll.  Since  this 
kind  of  nursing  home  benefit  would  substitute  nursing  home  care 
for  much  more  expensive,  days  of  hospital  care,  the  net  cost  of  such  a 
benefit  would  be  negligible  at  the  outset.  It  would  become  larger  as 
the  number  of  beds  in  skilled  nursing  homes  increases.  Just  how 
much  larger  might  depend  in  considerable  part  on  the  extent  to  which 
it  was  possible  in  practice  to  keep  the  benefit  within  the  intended 
limits  of  short-term  convalescent  care.  There  is  some  question  whether 
any  such  limitation  could  be  effectively  enforced. 
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If,  on  the  other  hand,  a  nursing  home  benefit  covering  long-term  care 
in  all  types  of  nursing  homes  is  proposed,  the  costs  would  be  of  a  very 
different  order  of  magnitude.  The  BOASI  beneficiary  survey  data 
cited  in  chapter  II  provide  a  basis  for  rough  estimates  for  the  aged. 

For  every  100  aged  beneficiaries  there  were  276  days  of  care  in  nurs- 
ing homes  during  the  year.  This  included  homes  of  all  types.  As- 
suming that  all  of  the  homes  would  qualify  for  payments  from  the 
OASDI  system  and  therefore  applying  this  rate  to  the  1960  eligible 
aged  population,  and  allowing  an  average  of  $10  a  day  for  the  cost, 
the  annual  cost  in  1960  would  be  about  $363  million. 

If  a  nursing  home  benefit  of  this  kind  were  available,  some  persons 
now  in  mental  hospitals  and  chronic  care  facilities,  and  some  now  cared 
for  at  home,  might  well  enter  nursing  homes.  (And  some  existing 
mental  and  other  hospitals  might  develop  associated  nursing  home  fa- 
cilities.) Any  large  shift  would  require  an  expansion  in  nursing 
home  facilities  and  might  therefore  take  some  time.  The  shortage  of 
nurses  imposes  a  major  limitation  on  rapid  expansion  of  skilled  nurs- 
ing homes  and  of  high  quality  homes  of  all  types. 

For  the  near  future  an  outside  limit  on  utilization  and  costs  might 
rest  on  the  following  assumptions.  The  aged  beneficiary  group  spent 
448  days  per  100  per  year  in  all  long-term  facilities — mental,  tuber- 
culosis, and  chronic  care  hospitals  and  nursing  homes.  This  rate  is 
higher  than  could  be  reached  in  the  near  future  for  nursing  home  care 
only.  If  nevertheless  this  rate  is  assumed,  the  annual  cost  of  a  nursing 
home  benefit  for  the  1960  eligible  aged  group  would  be  $590  million 
assuming  an  average  daily  cost  of  $10  and  $885  million  if  the  daily  cost 
were  as  high  as  $15. 

A  very  broad  nursing  home  benefit  might  thus  cost  from  about  half 
as  much  as  a  general  hospital  benefit  of  30  days  in  a  year  to  as  much 
as  a  60-day  general  hospital  benefit.  It  should  be  noted  that  a  nurs- 
ing home  benefit  of  this  kind  could  well  result  in  some  decrease  in  the 
estimated  cost  of  hospitalization  benefits  particularly  if  a  60  or  90  day 
benefit  were  contemplated. 

Another  kind  of  offset  against  the  nursing  home  benefit  might  also 
be  considered.  If  the  insurance  system  were  to  pay  for  long-con- 
tinuing institutional  care,  it  would  be  reasonable  to  reduce  the  cash 
benefit  payable  to  the  individual  receiving  such  care,  leaving  him  with 
some  minimal  amount  for  personal  needs  not  taken  care  of  by  the  in- 
stitution. In  the  case  of  a  married  person  the  reduction  should  take 
into  account  the  fact  that  a  wife's  benefit  is  only  half  the  worker's 
benefit  and  that  the  couple's  normal  living  arrangements  are  built 
upon  their  combined  benefits.  Any  reduction  in  the  total  cash  bene- 
fits of  a  beneficiary  couple,  one  of  whom  was  receiving  long-term  in- 
stitutional care  paid  for  by  the  insurance  sj'stem  might  therefore  be 
such  as  to  leave  not  only  the  personal  needs  allowance  but  the  full 
amount  of  the  retired  worker's  benefit  for  the  spouse  at  home.  If  per- 
sons receiving  nursing  home  benefits  had  their  cash  benefits  reduced 
to  $25  a  month,  for  example,  with  the  special  adjustment  suggested  in 
the  case  of  married  couples,  the  cost  offset  might  be  in  the  neighbor- 
hood of  $40  million  against  the  lower  figure  ($363  million)  cited  above 
and  $65  million  against  the  higher  figures  ($590  and  $885  million). 
A  similar  reduction  would,  of  course,  not  be  appropriate  in  the  case 
of  a  short-term  general  hospital  or  nursing  home  benefit. 
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OTHER  COST  ESTIMATES 

In  considering  the  cost  estimates  prepared  by  the  Social  Security 
Administration,  it  may  be  helpful  to  see  how  they  compare  with  esti- 
mates from  two  other  sources.  One  set,  prepared  by  the  Health  In- 
surance Association  of  America  and  presented  in  testimony  before  the 
House  Ways  and  Means  Committee  in  1958,  relates  specifically  to  the 
cost  of  a  program  for  OASDI  beneficiaries  {12). 

The  other  estimates  were  prepared  by  the  New  York  State  Insura- 
ance  Department  (13)  to  provide  insurance  underwriters  and  health 
service  plans  in  that  State  with  a  sound  actuarial  basis  for  writing 
health  insurance  policies,  particularly  policies  covering  persons  aged 
65  and  over.  The  Insurance  Department  also  used  the  figures  in  esti- 
mating the  potential  cost  of  a  broad  extension  of  hospital  (and  sur- 
gical) insurance  to  the  entire  population  of  the  State.  While  the  New 
York  study  did  not,  of  course,  include  cost  estimates  relating  to  a 
program  for  OASDI  beneficiaries,  the  utilization  rates  derived  in  that 
study  are  pertinent  to  a  consideration  of  both  the  SSA  and  the  HIAA 
cost  estimates. 

In  1957,  the  New  York  State  Insurance  Department  undertook  a 
comprehensive  study  of  the  coverage  and  characteristics  of  voluntary 
health  insurance  in  the  State.  In  the  course  of  this  study?  the  de- 
partment obtained  information  Avith  regard  to  hospital  utilization, 
classified  by  age  and  sex,  from  a  number  of  companies  selling  health 
and  accident  insurance,  two  Blue  Cross  plans  and  one  Blue  Shield 
plan,  and  the  Health  Insurance  Plan  of  Greater  New  York.  The  in- 
surance companies  submitted  information  for  their  total  U.S.  busi- 
ness. Only  a  few  of  these  companies  or  plans,  however,  had  usable 
experience  data  for  the  group  aged  65  and  over.  The  hospital  data  "in- 
clude care  for  all  sickness  and  injury,  including  such  long-term  dis- 
abilities as  tuberculosis  and  mental  or  nervous  disorders  whether  in  a 
general  or  special  hospital."   (13) . 

An  actuarial  committee  was  then  set  up  by  the  New  York  State  In- 
surance Department  to  develop  utilization  and  cost  estimates.  In 
constructing  its  hospital  utilization  table,  the  actuarial  committee 
studied  not  only  the  rather  limited  amount  of  experience  data  for  the 
aged  furnished  the  department  as  a  result  of  its  special  inquiry, 
but  also  related  published  data.  The  appendix  of  the  report  issued 
by  the  department  includes,  for  instance,  tabular  data  from  the  Census- 
PHS  1956  survey ;  the  AMA  1953  one-day  hospital  census ;  the  Census- 
SSA  1951  survey;  the  California  1954-55  health  survey;  and  the  An- 
nual Report  of  the  Saskatchewan  Hospital  Service  Plan  for  1956.  Ex- 
perience data  from  most  of  these  surveys  are  presented  in  chapter 
II  above. 

The  hospital  utilization  tables  that  were  prepared  in  the  New  York 
study  thus  represent  the  best  judgment  of  a  group  of  actuaries  as  to 
rates  that  are  appropriate  and  safe  for  use  by  private  insurance  car- 
riers and  health  service  plans.  The  rates  are  presented  by  single 
years  of  age  from  18  to  99.  When  weighted  to  reflect  the  estimated 
1960  age-sex  composition  of  the  OASDI  eligible  aged  population 
(women  62  +  ,  men  65+),  the  average  overall  rates  are  2.3  days  per 
person  per  year  with  a  31-day  benefit  and  3.3  days  per  person  per 
year  with  a  120-day  benefit.  For  eligibles  aged  65  and  over,  the  rates 
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are  2.4  and  3.4  days,  respectively.  These  utilization  rates  are  identical 
with  the  higher  of  the  two  rates  developed  by  the  SSA  for  the  30-day 
benefit  and  consistent  with  the  SSA  estimate  for  a  60-day  benefit. 

In  calculating  the  annual  cost  of  hospital  care  for  the  New  York 
population,  the  study  used  an  average  cost  of  $30  a  day  including  the 
hospital  charges  for  ancillary  services  as  well  as  basic  room  rates. 
The  same  amount  is  used  for  all  age  groups.  A  reimbursable  cost  figure 
would  take  some  account  of  the  probably  lower  average  daily  costs  for 
the  aged  resulting  from  their  longer  stays.  In  1956,  hospital  daily 
room  rates  for  semiprivate  rooms  in  New  York  were  about  25  percent 
higher  than  the  average  for  the  United  States  as  a  whole.  After 
adjusting  to  take  into  account  these  various  factors,  application  of 
New  York  study  data  to  the  OASDI  beneficiary  group  would  result  in 
overall  cost  estimates  of  about  the  same  magnitude  as  those  prepared 
by  the  SSA  and  presented  above. 

The  HIAA  estimates  of  last  year,  on  the  other  hand,  are  significantly 
higher  than  the  SSA  estimates.  The  hospital  utilization  rates  used 
by  the  HIAA  were  based  on  the  estimates  prepared  by  the  actuarial 
committee  of  the  New  York  State  Insurance  Department  study,  with 
very  slight  modifications  for  some  ages,  but  with  the  utilization  rates 
adjusted  to  apply  to  a  60-day  benefit.  When  applied  to  the  1960 
OASDI  eligibles,  the  aggregate  rate  derived  from  the  basic  utiliza- 
tion figures  presented  by  the  HIAA  is  2.9  days  per  person  per  year  for 
the  total  group  (women  62+  and  men  65+ )  and  3.0  days  for  eligibles 
aged  65  and  over.  These  rates  were,  however,  increased  by  25  percent 
for  the  HIAA  initial-year  cost  estimates  and  by  an  additional  36  per- 
cent for  1979  and  thereafter,  resulting  in  rates  of  3.6  and  4.9  days 
for  the  initial  and  long-term  estimates. 

The  HIAA  justifies  this  upward  adjustment  of  the  basic  estimates 
on  the  ground  that  a  Government-run  program  will  result  in  a  higher 
utilization  rate  than  private  insurance  and  cites  particularly  the  ex- 
perience under  the  Saskatchewan  Hospital  Service  program.  Data 
for  the  Saskatchewan  plan  were  presented  in  chapter  II,  and  a  number 
of  reasons  were  given  for  questioning  the  applicability  of  this  exper- 
ience to  a  program  providing  general  hospital  benefits  for  up  to  60 
days  in  a  year  for  OASDI  beneficaries. 

When  cost  estimates  are  based  on  the  experience  of  a  group  includ- 
ing persons  without  health  insurance,  some  upward  adjustment  in 
computed  rates  is  appropriate  to  take  account  of  the  higher  utilization 
found  for  persons  having  health  insurance.  It  may  be  noted,  however, 
that  the  2.9  day  rate  on  which  the  HIAA  estimates  are  based  is  itself 
a  derived,  judgmental  estimate  of  the  utilization  to  be  expected  for 
a  population  all  of  whom  have  insurance  under  service  benefit  as  well 
as  cash  indemnity  benefit  plans. 

In  calculating  annual  costs,  the  HIAA  used  a  figure  of  $27  as  the 
per  diem  charge  in  1959.  This  is  not  significantly  different  than  the 
figures  used  by  the  SSA  for  1960  ($27  a  day  for  the  aged  and  $29  a 
day  for  younger  beneficiaries).  The  HIAA  assumes  that  the  cost  of 
administration  of  a  program  for  OASDI  beneficiaries  would  be  10 
percent  of  benefit  disbursements  rather  than  the  5  percent  used  by 
the  SSA  as  the  additional  administrative  cost. 

Combining  these  various  factors,  the  HIAA  estimated  that  the  cost 
of  a  60-day  hospital  benefit  for  aged,  and  mother  and  child  eligibles 
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in  1959  would  be  $1,370.3  million  or  0.67  percent  of  taxable  payrolls 
(table  3).  The  SSA  estimate  of  the  1960  benefit  cost  for  these  two 
groups — $861.8  million — increased  by  5  percent  for  the  cost  of  admin- 
istration, is  $904.9,  or  0.43  percent  of  taxable  payroll. 

For  the  long-term  future,  the  HIAA  estimates,  as  was  pointed  out 
above,  assume  a  further  36  percent  increase  in  utilization  rates  by 
1979.  They  also  assume  that,  by  1979,  daily  hospital  costs  will  rise 
about  20  percent  more  than  any  increase  in  general  wage  levels  over 
the  period.  As  indicated  earlier,  some  further  increase  in  hospital 
wages  and  other  costs,  relative  to  general  wage  and  price  levels,  may 
occur  in  the  next  decade  or  two,  although  the  catching-up  process 
would  appear  to  be  largely  past.  It  is  possible  also  that  new  techniques 
or  new  drugs  may  push  up  real  costs  per  day  of  care.  Past  experience 
would  suggest,  however,  that  if  this  occurs,  there  will  be  an  accom- 
panying drop — not  an  increase — in  average  length  of  stay  and  hence 
of  days  per  capita.  The  HIAA  long-term  utilization  rate,  on  the 
other  hand,  would  imply  either  a  very  sharp  increase  in  rates  of 
admission  to  hospitals  or  a  marked  reversal  of  the  trend  toward 
shorter  duration  stays,  or  both. 

The  1979  utilization  and  cost  figures  developed  by  the  HIAA  when 
used  in  combination  with  the  intermediate  long-range  cost  estimates 
of  the  Division  of  the  Actuary  of  the  SSA,  assuming  a  2.6  percent 
interest  rate  and  a  $4,200  taxable  wage  limit  (the  applicable  amount 
in  1958),  resulted  in  an  estimated  level-premium  cost  for  a  60-day 
hospital  benefit  for  aged  and  young  survivor  eligible  groups  of  1.655 
percent  of  taxable  payroll.  If  adjusted  to  the  present  $4,800  taxable 
payroll  base  and  a  3-percent  interest  rate,  the  level-premium  cost 
would  be  1.50  percent  of  payroll.3  The  comparable  SSA  estimate 
(for  aged  and  mothers  and  children,  intermediate  hospital  cost  fac- 
tors, 5  percent  administrative  costs)  is  0.66  percent  of  taxable  payroll. 


Table  3. — Health  Insurance  Association  of  America  estimates  of  costs  of  hospital 
benefits  for  0A8DI  eligibles  (aged  and  mothers  and  children) 


Aged  and 

Mothers 

HIAA  estimated  costs 

mothers  and 

Aged 

and 

children 

children 

1959  costs: 

Amount  (in  millions)     -- 

$1,370.3 

$1,319.8 

$50.5 

Percent  of  taxable  payroll   

.67 

.65 

.02 

Level  premium  costs  as  percent  of  taxable  payroll: 

Published  estimate  J    -   

1.655 

1.620 

.035 

1.50 

1.47 

.032 

'  Computed  by  SSA. 

*  Using  a  $4,200  taxable  payroll  base  and  2.6  percent  interest. 

>  Using  a  $4,800  taxable  base  payroll  and  3  percent  interest,  computed  by  SSA,  see  text. 

Source:  HIAA  estimates  from  Hearings  on  Social  Security  Legislation  Before  Committee  on  Wavs  and 
Means,  85th  Cong.,  2d  sess.,  June  1958,  pp.  612-630. 


The  HIAA  also  presented  estimates  of  the  cost  of  a  limited,  skilled 
nursing  home  benefit.  The  estimates  are  given  as  relating  to  a  benefit 
of  120  days  of  care  a  year  less  the  days  of  care  spent  in  a  general 
hospital  (up  to  60)  before  transfer  to  a  skilled  nursing  home.  The 


3  The  level-premium  cost  estimate  presented  by  the  HIAA  was  developed,  on  its  request, 
by  the  Division  of  the  Actuary  of  the  SSA,  using  hospital  cost  factors  specified  by  the 
HIAA.    The  Actuary  took  no  responsibility  for  the  reasonableness  of  these  factors. 
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method  of  estimate  and  the  resulting  figures,  however,  are  those 
appropriate  to  a  general  nursing  home  benefit  not  tied  to  a  hospital 
stay. 

The  HIAA  estimate  of  the  1959  cost  of  a  nursing  home  benefit 
starts  with  the  total  number  of  skilled  nursing  home  beds  now  in 
existence,  computes  the  percent  occupied  by  aged  persons  and  the 
percent  of  aged  persons  who  are  OASDI  eligibles  and  allows  for  100 
percent  occupancy  of  that  proportion  of  beds  by  persons  entitled  to 
the  nursing  home  benefit,  or  in  other  words  persons  who  have  not 
used  up  the  120  days  of  benefit.  The  HIAA  points  out  that  its  esti- 
mate allows  for  only  iy2  percent  of  the  aged  eligibles  to  be  occupying 
nursing  home  beds  at  any  'one  time.  This  would  be  true,  however, 
only  if  most  beneficiaries  stayed  no  more  than  120  days.  The  HIAA 
estimate  of  the  1959  cost  of  a  nursing  home  benefit  was  $513.9  million. 

For  the  future,  the  HIAA  postulated  that  most  unskilled  nursing 
home  beds  would  be  converted  to  skilled  beds  and  that  new  facilities 
would  be  developed.  It  was  assumed,  therefore,  that  the  cost  of  a 
nursing  home  benefit  would  triple  in  10  years.  The  HIAA  points 
out  that  this  projection  implies  that  less  than  5  percent  of  the  aged 
OASDI  beneficiaries  will  be  in  skilled  nursing  homes  at  any  one  time. 
If  applied  to  a  benefit  of  120-day  duration,  this  estimate  means  that 
at  least  15  percent — and  if  many  beneficiaries  stay  more  than  120  days, 
a  considerably  larger  percent — of  all  aged  beneficiaries  would  be  in  a 
nursing  home  at  some  time  during  the  year. 

Even  if  there  were  no  limit  on  the  duration  of  the  nursing  home 
benefit  a  fivefold  increase  in  the  proportion  of  beneficiaries  in  nursing 
homes  would  imply  a  significant  decrease  in  hospital  utilization  by 
aged  persons,  a  marked  movement  of  aged  persons  out  of  their  own 
homes  and  into  institutions,  or  both.  If  the  former  were  the  major 
factor  the  HIAA  estimate  of  the  long-term  cost  of  a  nursing  home 
benefit  would  appear  inconsistent  with  the  assumptions  underlying 
its  estimate  of  the  long-term  cost  of  a  hospital  benefit. 

The  computed  level-premium  cost  of  a  nursing  home  benefit  as  pre- 
sented by  the  HIAA  was  1.16  percent  of  taxable  payroll.  This  is 
lower  than  the  lowest  of  the  SSA  estimates  of  the  cost  of  a  general 
nursing  home  benefit  in  1960  expressed  as  a  percent  of  taxable  pay- 
roll (1.7  percent) .  The  HIAA  used  a  daily  cost  of  $7,  while  the  SSA 
assumed  an  average  cost  of  $10  a  day  as  the  probable  immediate  rate 
and  $15  for  an  outside  estimate.  The  SSA  estimate  of  the  cost  of  a 
limited  skilled  nursing  home  benefit  (payable  only  to  persons  dis- 
charged to  the  nursing  home  from  a  hospital)  is  very  much  lower 
(0.007  percent  of  taxable  payroll  in  1960) . 
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errata 

page  88,  last  paragraph,  second  sentence,  should  read: 

The  SSA  estimate  of  the  cost  of  a  general  nursing  home 
benefit  in  I960  was  0.2-0.U  percent  of  taxable  payroll. 
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METHODS  OF  PROVIDING  HOSPITAL  BENEFITS  OTHER 
THAN  THROUGH  USE  OF  THE  OASDI  MECHANISM 

The  alternative  methods  of  assuring  OASDI  beneficiaries  protec- 
tion against  the  costs  of  hospital  and  nursing  home  care  that  are  ex- 
plored in  this  chapter  are:  (1)  stimulation  of  voluntary  health 
insurance  through  pooling,  reinsurance,  regulation,  or  checkoff  of 
premiums  for  OASDI  beneficiaries;  (2)  Federal  subsidies  to  private 
carriers  to  cover  above-average  risks  or  to  supplement  premiums  from 
persons  of  low  income;  and  (3)  Federal  grants  to  the  States  for 
medical  care  for  the  indigent  and  medically  indigent.  Summaries  of 
legislative  proposals  along  these  lines  that  have  been  introduced  in 
earlier  congressional  sessions  are  included  in  appendix  B. 

The  alternatives  considered  in  this  chapter  are  based  primarily  on 
previous  legislative  proposals.  There  are,  however,  other  possibili- 
ties for  Federal  action.  However,  time  has  not  permitted  any  of  them 
to  be  developed  and  evaluated  in  adequate  detail  for  this  report.  For 
example,  it  would  theoretically  be  possible  to  develop  a  program  of 
hospitalization  insurance  for  the  aged  along  the  lines  of  a  Federal 
tax-offset  for  State  insurance  programs.  There  is,  also,  the  possibility 
of  developing  a  program  that  would  be  limited  to  coverage  of  the 
catastrophic  costs  of  sickness  among  the  aged,  either  under  the 
OASDI  mechanism  or  through  Federal-State  matching  grants. 

The  alternatives  considered  in  this  chapter  would  not  apply  specifi- 
cally to  the  beneficiary  group  except  for  the  proposal  of  stimulation 
through  a  checkoff  against  benefits.  In  the  other  proposals,  OASDI 
beneficiaries  would  receive  protection,  not  as  beneficiaries,  but  as 
members  of  the  aged  population,  as  persons  with  low  incomes,  or  as 
part  of  the  total  population. 

An  earlier  chapter  indicated  that  some  persons  now  receive  hos- 
pitalization and  medical  services  without  charge  in  publicly  admin- 
istered hospitals  and  institutions.  It  has  been  assumed  for  purposes 
of  this  report  that  whatever  expansion  in  public  medical  facilities  and 
services  may  occur  in  the  future,  a  system  of  public  hospitals  need 
not  be  seriously  considered  as  the  primary  method  of  assuring  hospital 
and  nursing  home  care  for  OASDI  benefici  aries.  Hence,  no  attempt 
lias  been  made  to  estimate  the  cost  or  to  analyze  the  administrative 
implications  of  such  a  method. 

Stimulation  of  Voluntary  Insurance 

As  noted  earlier,  the  proportion  of  the  population  aged  65  and  over 
reported  as  having  some  insurance  against  the  costs  of  hospital  care 
increased  from  26  percent  to  36  percent  between  March  1952  and 
September  1956  and  by  1958  to  about  40  percent.    In  terms  of  num- 
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bers  of  persons,  about  3.5  million  persons  aged  65  and  over  had  some 
form  of  hospital  insurance  in  1952  and  9.2  million  did  not.  Today 
with  a  larger  total  aged  population,  there  are  probably  somewhat 
more  than  0  million  aged  persons  with  hospital  insurance  and  about 
9  million  without.  Unfortunately,  there  is  no  source  of  information 
on  the  number  of  permanently  disabled  persons  who  have  hospital  or 
other  types  of  medical  insurance,  and  information  for  young  widows 
and  their  children  is  limited  to  those  included  in  the  beneficiary  sur- 
vey (56  percent  of  these  widows  had  health  insurance) . 

The  experimentation  with  new  methods  of  covering  the  aged 
under  voluntary  insurance  that  has  been  described  in  chapter  IV 
should  result  in  further  increases  in  hospital  insurance  coverage 
among  persons  already  past  65.  It  is  difficult  to  predict  how  rapid 
an  expansion  is  likely  to  occur  with  no  Government  action  or  with 
governmental  encouragement  short  of  subsidy.  If  the  same  average 
yearly  increment  in  the  proportion  covered  that  occurred  between 
1952  and  1957  were  maintained,  private  hospital  insurance  would 
reach  about  56  percent  of  the  aged  population  in  1965  and  68  percent 
in  1970.  If  the  increase  in  health  insurance  coverage  of  OASDI 
beneficiaries  as  reported  in  1951  and  1957  were  maintained,  about  70 
percent  of  the  beneficiary  group  would  have  such  coverage  in  1965. 

These  projections  take  no  account  of  the  drop  in  the  proportion 
of  the  total  population  covered  by  health  insurance  that  occurred 
between  1957  and  1958  and  that  may  have  been  paralleled  in  the 
experience  of  the  aged.  As  the  proportion  of  any  population  group 
that  is  covered  rises,  further  increases  become  relatively  more  difficult 
to  achieve,  since  more  of  the  employed  groups,  those  with  higher 
incomes,  and  the  favorable  risks  come  in  first.  In  the  case  of  the 
beneficiaries,  the  increasing  proportion  of  farmers  and  other  self- 
employed  persons — who  would  have  had  less  opportunity  to  get  cov- 
erage prior  to  retirement — will  tend  to  slow  down  increases  in 
coverage. 

Expanded  protection  would  require  an  improvement  in  the  bene- 
fits available  as  well  as  in  the  number  of  persons  covered.  All  such 
changes  involve  problems  of  costs  of  the  insurance  and  of  how  the 
premium  structure  can  distribute  the  additional  costs  for  the  aged. 

A  number  of  proposals  have  been  made  in  the  past  as  to  ways  in 
which  Government  might  encourage  and  stimulate  such  developments 
without  direct  subsidy. 

Pooling 

One  method  of  encouraging  and  assisting  experimentation  with 
coverage  of  the  aged  would  be  to  create  a  mechanism  for  two  or  more 
carriers  to  pool  their  accumulated  experience,  specialized  personnel 
and  other  resources  to  experiment  with  improved  methods  of  coverage. 
Existing  antitrust  laws  constitute  an  obstacle  to  such  joint  action  on 
the  part  of  private  carriers  otherwise  in  competition  with  each  other. 
Legislation  has  been  proposed  in  the  past  to  permit  agreements  among 
private  carriers  to  take  collective  action  under  specified  conditions. 
Such  voluntary  pools  could  facilitate  the  development  and  testing 
of  new  and  broadened  types  of  insurance  for  the  aged.  They  would 
not,  however,  meet  the  problem  of  the  financial  barriers  to  purchase 
of  insurance  by  the  aged. 
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Reinsurance 

A  Federal  program  to  reinsure  health  insurance  carriers  against 
abnormal  losses  has  also  been  proposed  as  a  method  of  strengthening 
and  improving  voluntary  health  insurance.  Some  of  these  proposals 
have  been  designed  to  emphasize  experimentation  with  coverage  for 
the  aged.  All  proposals  of  this  type  have  contemplated  that  the 
Government  would  make  an  initial  advance  to  get  such  a  fund  under- 
way, that  the  cost  of  the  reinsurance  would  be  paid  by  the  participat- 
ing carriers,  and  that  the  fund  would  ultimately  be  self-supporting. 
Participation  would  be  entirely  voluntary  on  the  part  of  individual 
carriers. 

As  in  the  case  of  pooling  arrangements,  reinsurance  per  se  would 
not  improve  the  ability  of  low  income  persons  to  purchase  health 
insurance.  Rather,  it  would  help  protect  carriers  against  losses 
incurred  through  experimentation  with  new  and  improved  types  of 
coverage. 

Regulation 

There  has  been  considerable  interest  in  a  number  of  States  in  the 
possibility  of  bringing  about  improvements  in  voluntary  health  insur- 
ance through  regulation  of  the  form  that  policies  may  take  (1).  Re- 
quirements that  policies  be  noncancelable,  except  for  nonpayment  of 
premiums,  have  been  considered  in  a  number  of  States,  and  similar 
requirements  with  respect  to  insurance  sold  interstate  have  been  in- 
cluded in  bills  introduced  in  Congress.  There  has  also  been  some 
interest  in  legislation  requiring  that  insurance  carriers  accept  im- 
paired risks  and  all  persons  regardless  of  age.  None  of  the  proposals 
deals  with  the  problems  of  the  effect  of  such  requirements  on  the  size 
of  the  premiums  or  on  the  marketability  of  the  policies. 

Regulation  of  insurance  has  been  established  as  a  State  function. 
In  view  of  the  problems  of  interstate  competition  and  other  difficul- 
ties, it  seems  unlikely  that  there  will  be  very  rapid  action  along  these 
lines  in  many  States. 

Voluntary  checkoff  of  premiums 

Another  type  of  proposal  would  have  the  Government  operate  a 
check-off  system,  similar  to  a  payroll  deduction,  on  a  voluntary  basis 
for  persons  receiving  OASDI  cash  benefits.  Beneficiaries  could  au- 
thorize the  SSA  to  deduct  from  their  monthly  checks  the  amount  of 
the  premium  for  a  private  hospital  insurance  policy.  A  single  policy 
might  be  developed  that  would  be  designed  to  meet  the  needs  of  the 
majority  of  beneficiaries,  or  there  could  be  several  different  policies 
from  among  which  beneficiaries  could  choose.  In  either  case,  since 
participation  would  be  voluntary  and  the  entire  cost  would  be  borne 
by  the  beneficiary  group,  there  is  no  reason  for  thinking  that  the  pre- 
miums could  be  much  lower  than  those  now  charged  by  group  plans 
covering  the  aged. 

To  illustrate  the  difficulties  that  would  face  such  a  plan,  it  may  be 
noted  that  one  of  the  newest  group  policies  available  to  aged  persons 
provides  benefits  of  $10  a  day  for  up  to  31  days  of  hospital  care  per 
illness,  50  percent  of  hospital  extras  for  a  maximum  payment  of  $125 
(50  percent  of  $250),  and  surgical  care  with  a  $200  maximum  fee 
schedule,  for  an  annual  premium  of  $72.  The  benefits  under  the  policy 
would  on  the  average  cover  less  than  a  fourth,  probably  less  than  a 
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fifth,  of  the  total  medical  costs  an  aged  person  might  expect  to  incur. 
The  premium,  however,  would  represent  more  than  7  percent  of  a 
$1,000  a  year  income,  and  the  premium  for  a  couple  more  than  7  per- 
cent of  a  $2,000  a  year  income.  In  1957  almost  half  of  the  nonmarried 
beneficiaries  had  incomes  of  less  than  $1,000,  and  more  than  two-fifths 
of  the  couples  had  less  than  $2,000. 

Subsidy  of  premium  payments 

A  variant  of  the  premium  checkoff  proposal  would  have  the  Govern- 
ment subsidize  the  cost  of  health  insurance  bought  by  OASDI  bene- 
ficiaries through  a  matching  payment  for  amounts  deducted  from  the 
monthly  benefit,  thus  reducing  the  premium  charge  carried  directly  by 
the  beneficiary.  If  the  purchase  of  insurance  was  voluntary,  such 
matching  payments  would  presumably  come  from  general  revenues. 
Unless  the  subsidy  represented  a  substantial  portion  of  the  premium, 
it  is  probable  that  not  many  more  beneficiaries  would  participate  in 
the  plan  than  in  a  voluntary  checkoff  without  subsidy. 

A  compulsory  checkoff,  which  has  also  been  suggested,  would  raise 
serious  questions  as  to  the  adequacy  of  the  reduced  cash  benefit  and  the 
justification  for  such  a  policy.  A  compulsory  checkoff  accompanied 
by  an  equivalent  increase  in  benefit  amounts — in  other  words,  a  100 
percent  subsidy  of  the  premium  charge — would  hardly  seem  feasible 
unless  a  single  type  of  policy  were  prescribed.  If  the  benefit  specifi- 
cations were  legislatively  determined,  the  plan  would  forego  all  the 
advantages  of  flexibility  and  individual  choice  that  are  among  the 
major  arguments  for  private  insurance.  The  arrangement  would 
become  somewhat  similar  to  one  of  the  alternatives  discussed  in  chap- 
ter V — purchase  of  hospital  insurance  from  private  insurance  com- 
panies by  the  OASDI  trust  fund — although  with  perhaps  less  public 
control  over  the  costs  of  the  program. 

Costs 

The  proposals  relating  to  pooling,  reinsurance,  or  regulation  would 
involve  no  significant  cost  to  the  Government.  A  voluntary  checkoff 
plan  would  involve  relatively  small  but  not  insignificant  administra- 
tive costs  for  the  OASDI  system.  A  subsidy  of  all  or  part  of  the  pre- 
miums could  involve  costs  ranging  from  relatively  small  amounts  up 
to  amounts  equal  to  or  more  than  those  estimated  for  hospital  benefits 
provided  through  the  OASDI  mechanism  (i.e.,  upwards  of  $900  mil- 
lion in  an  early  year) . 

Subsidies  to  Private  Carriers 

The  difficulties  of  providing  hospitalization  and  health  insurance 
coverage  for  the  aged  stem  primarily  from  the  fact  that  they  require 
above-average  amounts  of  care  and  in  general  have  below-average 
incomes.  Any  large  expansion  of  protection  for  the  aged  thus  seems 
unlikely  without  some  way  of  covering  the  costs  by  spreading  them 
over  other  segments  of  the  population  and  throughout  the  lifetime  of 
the  individual.  Voluntary  insurance  has  succeeded  in  doing  this  to  a 
limited  extent  through  community-rated  premiums  and  inclusion  of 
the  retired  aged  in  employed  groups.  There  is  a  question,  however, 
of  how  far  voluntary  effort  and  private  industry  can  go  in  developing 
the  kind  of  distribution  of  costs  that  would  be  needed  to  assure  ade- 
quate protection  to  all  or  the  great  majority  of  the  aged. 
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One  proposal  that  has  been  made  in  the  past  is  that  the  Government 
should  provide  subsidies  to  private  insurance  carriers  to  absorb  the 
excess  cost  of  above-average  risks  and  also  to  pay  part  of  the  premium 
for  persons  with  low  income.  Under  this  arrangement,  voluntary 
insurance  would  continue  to  offer  policies  with  varying  benefit  and 
premium  provisions,  with  a  Government  subsidy  coming  into  play 
when  the  policy  covered  aged  persons,  disabled  persons  or  other  above- 
average  risks  and  when  it  was  bought  by  families  with  incomes  below 
specified  amounts. 

The  major  bills  that  have  embodied  this  type  of  plan  have  called  for 
Federal  grants  to  the  States,  with  State  administration  and  with  the 
actual  scope  of  the  plan  varying  locally.  Of  the  various  proposals  of 
this  type,  the  Flanders-Ives  bill  was  developed  in  the  most  detail  and 
is  used  here  for  illustrative  purposes.    (See  also  appendix  B.) 

Under  this  approach  subscribers  to  nonprofit  plans  would  pay 
charges  scaled  to  their  incomes,  with  Federal-State  money  making  up 
the  difference  between  these  charges  and  the  particular  plan's  "reason- 
able cost"  of  providing  the  services  to  its  beneficiaries.  In  order  to  de- 
termine the  actual  percentage  of  income  that  the  subscribers  would  pay 
for  any  specific  policy,  the  legislative  proposal  set  forth  a  "yard- 
stick." This  yardstick  was  in  the  form  of  a  rather  complete  package 
of  personal  health  services  for  which  the  subscriber  would  pay  3  per- 
cent of  his  adjusted  gross  income  up  to  $5,000.  Beyond  this  income 
level,  the  subsidy  did  not  apply. 

The  yardstick  pricing  was  recognized  as  pragmatic,  with  the  par- 
ticular percentage  chosen  for  the  purpose  of  not  being  too  high — 
"people  would  not  subscribe"- — or  too  low — "the  voluntary  character 
of  the  program  would  be  vitiated."  The  benefits  which  a  particular 
plan  guaranteed  to  provide,  through  a  contract  between  the  plan  and 
the  regional  health  authority,  were  to  be  compared  with  this  yard- 
stick in  order  to  set  the  actual  percentage  of  income  that  the  sub- 
scriber would  pay.  The  reasonable  cost  of  this  particular  package 
was  then  to  be  determined  on  the  basis  of  established  cost  norms  in 
order  to  arrive  at  the  amount  of  the  public  subsidy. 

In  relation  to  the  yardstick  proposed  by  the  bill,  it  was  roughly  es- 
timated that  the  proportion  of  the  cost  that  would  be  met  by  Federal- 
State  funds  would  be  25-35  percent  of  the  total.  This  ratio  does  not 
serve,  however,  as  a  basis  for  estimating  the  proportion  of  subsidiza- 
tion that  might  be  required  under  a  proposal  covering  only  the  aged 
or  limited  to  beneficiaries  of  OASDI,  and  relating  only  to  hospitaliza- 
tion insurance. 

Whatever  the  benefit  provisions  contemplated  under  such  an  ap- 
proach, it  Avould  be  necessary  to  establish  some  kind  of  cost-norm  or 
basic  premium  structure  that  would  apply  to  all  participating  plans. 
And  ever  though  the  proposal  for  Federal  or  Federal-State  subsidiza- 
tion were  limited  to  high-risk  or  low-income  groups,  such  norms 
would  need  to  apply  to  all  policies  in  order  to  assure  that  there  would 
not  be  a  loading  of  costs  on  subsidized  policies. 

When  such  requirements  are  recognized  and  spelled  out  in  detail, 
it  becomes  apparent  that  the  degree  of  regulation  of  voluntary  health 
insurance  that  would  be  involved  would  probably  be  unacceptable  and 
that  such  a  program  would  be  complicated  and  costly  to  administer. 
Subsidy  of  private  insurance  without  reasonable  requirements  as  to 
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benefit  and  cost  norms,  on  the  other  hand,  would  open  the  door  to  in- 
equitable variations  in  the  extent  of  the  protection  and  the  subsidy  ac- 
tually provided  to  aged  persons  or  other  low-income  groups  and  it 
would  largely  remove  all  public  control  on  the  expenditure  of  public 
funds. 

Costs 

The  cost  of  a  subsidy  to  private  carriers  can  be  estimated  only  very 
roughly  and  only  in  relation  to  specific  proposals.  Some  idea  of  the 
general  magnitudes  involved  may  be  suggested,  however.  Several 
illustrations  were  given  in  chapter  IV  of  the  types  of  hospital  insur- 
ance benefit  now  sold  to  aged  persons.  Since  one  of  the  purposes  of  a 
subsidy  is  to  avoid  putting  the  excess  costs  for  the  aged  on  the  premium 
paid  by  younger  groups  in  the  population  one  may  assume  that  the 
subsidy  would  apply  to  experience-rated  premiums. 

If  it  is  assumed  that  the  subsidy  would  apply  only  to  the  excess 
costs  of  the  aged,  the  magnitude  of  the  subsidy  might  be  roughly 
estimated  in  the  following  way.  The  median  premium  rate  for  a 
single  person  under  group  contracts  under  Blue  Cross  plans  providing 
reasonably  adequate  hospital  service  benefits  was  in  the  neighborhood 
of  $30  a  year  in  1958.  This  premium  presumably  reflects  at  least  part 
of  the  additional  costs  of  any  above-average  risks  that  are  included. 

To  cut  this  premium  rate  of  $30  down  to  the  amount  it  would  be  if 
the  group  did  not  include  retired  aged  persons,  it  might  be  assumed 
that  5  percent  of  the  members  were  retired  persons  over  65  and  that 
they  were  using  about  two  and  one-half  times  the  amount  of  care  of 
the  younger  group.  The  premiums  for  those  in  the  under-age-65  group 
would  then  be  about  $28  a  j^ear  and  that  for  those  in  the  over  65  group 
about  $70  a  year. 

Since  expansion  of  insurance  coverage  would  probably  bring  in 
groups  with  higher  utilization  rates,  the  premium  appropriate  to  the 
larger  aged  group  might  be  somewhat  higher  than  the  figure  based 
on  the  proportion  of  aged  persons  in  present  Blue  Cross  coverage.  If 
one  assumed  a  premium  of  $72  a  year  the  amount  to  be  covered  by 
the  subsidy  for  those  aged  who  purchased  insurance  would  be  $44. 
Since  the  objective  of  the  subsidy  is  to  encourage  the  extension  of 
private  insurance  to  aged  persons,  any  cost  estimate  should  assume 
that  a  fairly  high  proportion  of  the  aged  would  participate.  If  the 
proportion  were  as  high  as  three- fourths  of  all  persons  65  and  over, 
the  program  might  thus  involve  annual  expenditures  of  about  $520 
million  in  1960  and  more  in  the  years  to  come  when  larger  numbers 
are  in  this  age  group.  If  only  half  the  population  65  and  over  par- 
ticipated, the  subsidy  would  amount  to  about  $350  million  annually. 

If  the  subsidy  did  not  also  cover  part  of  the  regular  premium  many 
aged  persons  might  not  be  able  to  buy  the  insurance.  To  effectively 
remove  this  cost  barrier,  it  would  be  possible  to  follow  the  approach 
taken  in  the  Flanders-Ives  bills  of  determining  a  reasonable  propor- 
tion of  income  that  a  person  could  pay  for  a  standard  package  of 
hospital  benefits,  with  the  subsidy  applying  to  costs  above  this  pro- 
portion. 

To  illustrate  the  possible  costs  of  a  subsidy  to  help  aged  persons  with 
low  incomes  meet  premium  charges,  it  might  be  assumed  that  aged 
persons  with  annual  incomes  of  less  than  $2,000  (other  than  those 
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who  are  primarily  dependent  on  public  assistance)  could  afford  to 
pay  2  percent  of  their  incomes  for  reasonably  adequate  hospital  bene- 
fits. (On  the  average,  low  income  families  spend  6  to  7  percent  of 
their  incomes  for  all  medical  care.) 

In  1957,  about  80  percent  of  persons  aged  65  and  over  reported  total 
money  income  of  less  than  $2,000.  The  2  percent  of  income  that  the 
entire  group  might  pay  for  hospital  insurance  could  be  estimated  to 
amount  to  $20  per  person  per  year.  In  relation  to  the  hypothetical 
premium  cost  of  $72  suggested  above,  this  would  mean  a  subsidy  of 
$52  per  aged  person  who  obtained  insurance. 

The  subsidy  in  1960  would  amount  to  at  least  $520  million  if  such 
insurance  were  purchased  by  virtually  all  of  the  10  million  aged  esti- 
mated to  have  incomes  under  $2,000  and  not  primarily  dependent  on 
old-age  assistance.  If  three-fourths  of  those  to  whom  the  subsidy 
was  available  insured  themselves,  the  total  cost  to  the  Government 
would  be  about  $390  million. 

Other  variations  could  be  assumed — for  example,  the  subsidization 
of  costs  above  a  specified  percentage  of  income  for  persons  with  in- 
comes below  $2,000  (or  some  lower  amount)  coupled  with  subsidiza- 
tion of  only  the  "excess  cost"  for  aged  persons  with  higher  incomes — 
and  the  range  of  possible  costs  to  the  Government  would  vary  accord- 
ingly. 

If  the  program  were  handled  on  a  Federal-State  basis,  with  the 
States  expected  to  pick  up  a  substantial  share  of  the  subsidy,  total 
Government  costs  could  be  expected  to  be  less  than  indicated  in  these 
examples  since  the  requirement  of  State  financing  would  presumably 
be  accompanied  by  some  flexibility  as  to  the  level  of  the  subsidy. 

Federal  Assistance  to  the  Medically  Indigent 

Tax  revenues  of  Federal,  State,  and  local  governments  are  now  used 
to  pay  all  or  part  of  the  cost  of  hospital  and  other  medical  care  for 
needy  persons.  (See  ch.  IV.)  Such  direct  support  might  be  in- 
creased, both  through  an  expansion  of  the  medical  services  provided 
under  public  assistance  and  through  an  extension  of  aid  under  a  special 
program  for  the  medically  indigent  with  a  somewhat  more  liberal  test 
of  need.  A  special  program  for  the  medically  indigent  would  pre- 
sumably operate  through  Federal  matching  grants  to  the  States,  and 
might  be  administered  through  either  the  State  public  welfare  or 
health  departments. 

Under  the  present  public  assistance  programs,  the  Federal  Govern- 
ment will  match  State  and  local  expenditure  for  medical  care  for 
persons  who  are  receiving  help  towards  the  payment  of  medical  costs 
only.  The  latter  are  persons  whose  income  from  other  sources  is 
sufficient  to  provide  them  with  the  food,  shelter,  and  clothing  included 
in  the  assistance  standards,  but  who  do  not  have  money  to  meet  neces- 
sary medical  bills. 

There  is  a  large  and  indeterminate  number  of  persons  with  income 
and  resources  somewhat  above  the  existing  levels  of  assistance  stand- 
ards who  nevertheless  have  great  difficulty  in  paying  for  medical  care. 
To  them  a  hospital  stay  or  prolonged  illness  outside  the  hospital  can 
mean  the  exhaustion  of  savings,  heavy  burdens  on  younger  members 
of  the  family,  and  eventually  the  necessity  of  turning  to  public  assist- 
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ance  for  the  basic  means  of  subsistence.  Many  of  them  have  no  real 
opportunity  to  purchase  hospital  or  medical  care  insurance.  For 
others,  the  premiums  they  would  have  to  pay  are  beyond  their  means, 
particularly  in  view  of  the  medical  services  that  would  not  be  covered 
by  any  insurance  they  can  buy. 

Various  definitions  of  the  medically  indigent  are  possible  and  the 
definition  chosen  would  in  turn  govern  the  cost  of  a  specific  proposal. 
Legislative  proposals  for  the  medically  indigent  which  were  intro- 
duced in  the  period  1946-49  were  geared  to  families  with  relatively 
low  incomes.  For  example,  the  Taft  proposal  of  1949  was  thought 
of  as  one  which  might  reach  20  percent — or  possibly  25  percent — of 
all  families.  The  Taft  proposals  were  based  on  the  premise  that  a 
large  part  of  the  medical  bill  for  the  needy  was  already  being  met 
through  such  devices  as  care  in  county  hospitals,  as  well  as  free  care 
by  private  physicians.  The  $300  million  annually  which  was  to  be 
spent  in  Federal  funds  (and  matched  in  State  funds)  was  not  to  re- 
place existing  efforts,  and  the  bill  specifically  provided  that  total  con- 
tributions from  the  State  and  from  local  governments  could  not  be 
less  than  their  expenditures  for  medical  services  to  the  covered  group 
prior  to  the  initiation  of  the  program.    (See  appendix  B.) 

No  major  proposal  for  a  Federal-State  program  for  the  medically 
indigent  has  been  put  forward  since  1949.  This  may  be  due,  at  least 
in  part,  to  the  fact  that  the  1950  Amendments  to  the  Social  Security 
Act  provided  for  Federal  sharing  in  the  direct  payments  made  by 
States  to  doctors,  hospitals,  or  other  persons  furnishing  medical  care 
to  assistance  recipients  in  the  four  federally  aided  categories.  In  the 
subsequent  period,  there  have  been  significant  advances  in  State  pro- 
grams for  medical  care  for  public  assistance  recipients. 

If  all  States  had  assistance  standards  as  adequate  as  those  now  used 
in  some  States,  a  part  of  the  problem  of  the  medically  indigent  would 
be  met.  Under  present  programs,  however,  this  would  require  not 
only  additional  State  and  local  funds  for  medical  care  but  substan- 
tially increased  funds  for  cash  assistance — a  result  of  more  liberal 
eligibility  standards  that  would  include  persons  who  do  not  meet  the 
more  stringent  tests  of  need.  For  this  reason,  it  is  not  realistic  to 
think  of  meeting  the  medical  needs  of  all  medically  indigent  persons — 
or  of  aged  persons— through  the  existing  public  assistance  programs. 

A  new  program  of  assistance,  specifically  for  medical  expenses  and 
with  its  own  test  of  need,  could  take  one  of  several  alternative  forms. 
A  decision  would  have  to  be  made  as  to  whether  the  program  Avould 
apply  only  to  persons  aged  65  and  over  or  to  medically  indigent  per- 
sons in  all  age  groups. 

A  second  issue  would  relate  to  the  types  of  medical  services  to  be 
paid  for.  If  the  Government  were  to  provide  funds  to  pay  for  medi- 
cal services  for  individuals  and  families  meeting  some  test  of  need, 
should  this  assistance  extend  only  to  the  costs  of  hospital  care  ?  When 
a  needs  test  is  involved  there  are  substantial  reasons  for  covering  all 
types  of  care.  The  test  of  need  could  well  vary  with  the  size  of  the 
medical  costs  involved.  In  other  words,  assistance  could  be  extended 
to  families  of  considerably  higher  income  levels  when  large  and  con- 
tinuing medical  needs  existed  than  when  the  family's  medical  costs 
were  lower. 
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A  basic  question  with  regard  to  such  a  program  would  be  whether 
there  should  be  uniform  nationwide  standards  as  to  the  test  of  need 
and  the  medical  services  to  be  paid  for.  Even  though  the  program 
were  a  Federal- State  program,  the  offer  of  Federal  financial  assist- 
ance could  relate  to  a  specified  list  of  services  to  be  paid  for  and  could 
specify  the  needs  test  to  be  used  in  determining  eligibility  for  assist- 
ance. With  Federal  standards  of  this  kind,  the  Federal  aid  might 
take  the  form  of  a  grant  sufficient  to  cover  a  high  proportion  of  the 
cost  of  a  minimum  program,  with  the  States  required  to  provide  the 
remainder  and  free  to  provide  as  much  more  as  they  wanted  to  achieve 
a  more  adequate  program. 

Alternatively,  the  special  medical  assistance  program  could  be  de- 
veloped on  the  same  principles  as  the  existing  Federal-State  public 
assistance  programs,  with  each  State  establishing  its  own  test  of  need 
and  determining  the  types  of  services  for  which  it  would  pay. 

A  program  with  uniform  nationwide  standards  as  to  coverage  and 
need  might  specify  also  the  standards  to  be  met  by  hospitals  and 
nursing  homes  and  the  basis  for  payments  to  them  (e.g.,  full  cost) .  If 
standards  of  need  were  left  to  the  individual  States,  it  is  probable  that 
they  would  also  be  responsible  for  standards  as  to  relationships  with 
hospitals  or  other  providers  of  service. 

Costs 

The  possible  costs  of  a  program  of  public  assistance  specifically 
for  medical  expense  cannot  be  gaged  except  in  relation  to  the  broadest 
of  assumptions  as  to  standards  used  in  determining  medical  indigency. 
Of  all  people  65  and  over,  three-fifths  had  no  money  income  or  less 
than  $1,000  in  1957  and  another  fifth  had  between  $1,000  and  $2,000. 

It  is  conceivable  that  three  out  of  every  four  aged  persons  could  prove 
need  in  relation  to  hospital  costs  (or  at  least  those  costs  which  exceeded 
any  protection  they  might  have  through  private  health  insurance). 
Thus,  expenditures  for  hospital  care  for  the  aged  under  a  program 
of  medical  assistance  assuring  uniform  nationwide  protection  might 
be  of  the  same  order  of  magnitude  as  the  costs  of  providing  hospital 
insurance  for  aged  OASDI  beneficiaries — roughly  $750  million  in 
1960  for  persons  aged  65  and  over. 

On  the  other  hand,  if  a  program  of  assistance  for  the  medically 
indigent  were  developed  on  the  same  principles  as  the  existing  public 
assistance  programs,  with  the  definition  of  need  left  to  the  individual 
States,  there  would  undoubtedly  be  considerable  variation  in  stand- 
ards from  State  to  State.  The  size  of  existing  State  old-age  assistance 
loads  reflects  great  variations  in  assistance  standards  as  well  as  in 
the  extent  of  need. 

There  are  few  States  which  are  now  doing  so  nearly  complete  a  job 
of  providing  medical  care  through  old-age  assistance  that  they  might 
not  have  an  equal  number  of  aged  persons  who  are  medically  indigent. 
In  States  that  provide  very  little  medical  care  through  the  old-age 
assistance  program,  much  larger  proportions  of  the  aged  could  qualify 
as  medically  indigent  under  a  program  with  a  uniform  definition  of 
need.  With  the  definition  left  to  the  States,  however,  it  is  doubtful 
that  these  gaps  would  be  closed  and  much  the  same  interstate  variation 
might  be  expected  to  persist  in  a  special  assistance  program. 
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For  illustrative  purposes,  then,  it  might  be  assumed  for  the  country 
as  a  whole  that  additional  aged  persons  equal  in  number  to  those 
already  receiving  old-age  assistance  would  have  their  hospital  costs 
paid  through  a  special  assistance  program.  This  would  amount  to 
some  2y2  million  persons.  They  could  be  expected  to  represent  a  high 
cost  group  since  they  would  include  persons  who  were  medically 
indigent  by  virtue  of  serious  illness  and  heavy  medical  expenses.  If 
it  were  assumed  that  they  would  receive  on  the  average  3  days,  or 
alternatively  4  days,  of  hospital  care  per  person  per  year,  and  if 
daily  payments  to  hospitals  were  the  same  as  those  assumed  for 
1960  in  the  cost  estimates  in  chapter  V  ($27  a  day),  total  annual 
expenditures  for  hospital  care  would  run  in  the  neighborhood  of  $200 
million  or  $270  million  with  the  higher  utilization. 

These  estimates  are  appropriate  in  relation  to  a  benefit  limited  to 
60  days  of  hospitalization  in  a  year.  Under  an  assistance  program, 
such  a  limitation  on  the  number  of  benefit  days  is  less  justifiable  than 
under  an  insurance  program.  On  the  other  hand,  it  is  probable  that 
average  daily  payments  to  hospitals  under  a  Federal-State  assistance 
program  would  be  lower  than  those  used  in  these  calculations. 

The  costs  of  nursing  homes  care,  if  provided  on  a  uniform  national 
basis  under  a  program  for  the  medically  indigent,  would  probably  be 
of  about  the  same  magnitude  as  the  costs  suggested  in  chapter  V  for  a 
broad  nursing  home  oenefit,  although  it  is  assumed  that  the  lower 
of  the  two  daily  rates  of  payment  to  nursing  homes  used  in  that 
chapter  is  the  one  that  would  obtain  under  an  assistance  program. 
The  range  of  annual  costs  for  this  kind  of  nursing  home  provision 
in  1960  might  thus  be  in  the  neighborhood  of  $320  million  to  $520 
million  for  persons  aged  65  or  over.  For  a  program  with  standards 
set  by  the  individual  States,  the  costs  would  again  be  less. 

All  the  costs  cited  above  apply  to  a  program  of  medical  assistance 
for  the  aged  only.  If  assistance  were  extended  to  other  medically 
indigent  persons  or  if  all  types  of  medical  service  and  not  only  hos- 
pital and  nursing  home  care  were  covered,  the  costs  would  be  very 
much  larger. 

The  proposals  considered  in  this  chapter  thus  run  the  gamut  from 
almost  no  cost  to  the  Federal  Government  to  costs  of  many  millions 
of  dollars.  The  provisions  suggested  likewise  range  from  those  that 
would  assist  small  or  large  segments  of  the  aged  with  all  or  only  a 
part  of  their  medical  costs.  The  great  variation  in  the  potential  im- 
pact of  these  proposals  illustrates  the  complexity  of  the  problem  with 
which  this  study  has  attempted  to  deal. 

SOURCES 

(1)  Examples  are  the  following  bills  introduced  in  the  Senate  of  the  State 
of  New  York  in  1957  and  1958 : 

On  January  22, 1957,  S.  Int.  551 — No.  552  (re  insuring  preexisting  conditions)  ; 
S.  Int.  624 — Nos.  640,  2116  (re  noncancelability )  ;  and  S.  Int.  623— No.  639  (re 
provision  for  conversion  from  group  to  nongroup  insurance)  were  introduced. 

On  March  5,  1958,  S.  Int.  3648— Nos.  4161,  4383;  S.  Int.  3649— Nos.  4162,  4384 
and  S.  Int.  3650 — Nos.  4633,  4385  relating  to  conversion  and  cancellation  were 
introduced.  S.  Int.  3647— Nos.  4160,  4382  of  March  5,  195S,  provided  for  clear 
printing  on  insurance  contracts  of  the  provisions  relating  to  age  limits,  policy 
cancellation  and  renewal  dates,  grace  periods  and  the  like. 

(2)  U.S.  Senate,  81st  Congress,  1st  session,  "Hearings  Before  a  Subcommittee 
of  the  Committee  on  Labor  and  Public  Welfare  on  S.  1106,  S.  1456,  S.  15S1,  and 
S.  1679,"  part  I,  pages  165-166. 
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Appendix  A 

Estimated  number  of  persons  eligible  for  monthly  benefits  under  the  OASDI 

program,  Jan.  1, 1960 

[In  thousands] 


Type  of  beneficiary  and  age 


Total 


Men 


The  aged. 


Persons  aged  65  years  and  over. 


G5  to  69  years  

70  to  74  years  

75  years  and  over. 

Persons  62  to  64  years. 


Disabled  workers  aged  50  to  64  years. 
Young  survivors  and  dependents  


Mothers: 

Widows  and  young  wives  of  retired  workers  

Wives  of  disabled  workers   

Children:  ' 

Surviving  children  and  children  of  retired  workers. 
Children  of  disabled  workers  


Total. 


13, 159 


11,  591 


4, 858 
3,655 
3, 078 


1,568 


430 
2,625 


640 
85 


1, 775 
125 


16,214 


6,890 


5,890 


2, 390 
1,824 
1,676 


1  Includes  dependent  disabled  children  aged  18  and  over  whose  disability  began  before  age  18. 


Hospital  utilization  rates:  Average  days  of  general  hospital  care  per  person  per 
year,  used  in  developing  cost  estimates  for  hospitalization  benefits  for  OASDI 
beneficiaries 


Hospitalization  up  to  60 
days  in  a  year 

Hospitalization  up  to  30 
days  in  a  year 

OASDI  beneficiary  type 

Low  cost 
hospital 
factors 

High  cost 
hospital 
factors 

Low  cost 
hospital 
factors 

High  cost 
hospital 
factors 

All  aged  1  _  

2.3 

2.8 

2.0 

2.3 

2.4 

3.0 

2.1 

2.4 

Male: 

65  to  69    

1.9 

2.6 

1.6 

2.1 

70  to  74   _    

2. 1 

2.4 

2.1 

2.2 

3.4 

4.6 

2.8 

3.4 

Female: 

62  to  64     

1.5 

1.6 

1.3 

1.4 

65  to  69     

1.8 

2.0 

1.6 

1.  7 

70  to  74     

2.7 

3.0 

2.3 

2.5 

3.3 

4.1 

3.1 

Children...     

.4 

.5 

~3 

.4 

Mothers  (young  widows)  

.8 

1.0 

.9 

Disabled   ..-   

2.6 

2.8 

2!  2 

2.4 

1  Calculated  from  the  age-sex  specific  utilization  rar.es  weighted  by  the  estimated  number  eligible  for 
OASDI  as  ol  January  I960.  The  long-range  cost  estimates  use  the  age-sex  specific  rates  applied  to  the  esti- 
mated population  in  the  specified  years. 
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Summary  of  estimated  1960  costs  of  alternative  programs1  (exclusive  of  costs 

of  administration) 


Type  of  program 


OASDI  program: 

Hospital  service  benefits,  60  days: 

All  OASDI  beneficiary  groups    

Aged  eligible  persons  (women  62+,  men  65+)  1  

Limited  skilled  nursing  home  benefit  (aged  and  disabled) 

General  nursing  home  benefit  (aged  and  disabled)  

Subsidy  to  private  carriers: 

Part  of  premium  to  offset  excess  hospital  costs  of  aged: 

If  three-fourths  of  all  aged  65  or  over  participate  

If  one-half  of  all  aged  65  or  over  participate  

Part  of  premium  for  low  income  aged  not  on  public  assist- 
ance: 

All  with  incomes  of  less  than  $2,000   

Three-fourths  of  those  with  incomes  of  less  than  $2,000 
Federal  assistance  to  medically  indigent: 

Hospital  care  for  persons  aged  05  and  over: 

Uniform  Federal  standards    

Federal-State  program,  State  standards..   

Nursing  home  care  for  persons  aged  65  and  over:  Uniform 
Federal  standards   


Number  of 
persons  pro- 
tected (in 
millions) 


16.2 
13.2 
13.6 
13.6 


11.8 
7.8 


10.0 
7.5 


11.6 
2.5 


11.6 


Costs 


Millions  of 
dollars 


895.4 
826.3 
14.0 
363-885 


520 
350 


520 
390 


750 
200-270 


320-520 


Percent  of 
taxable 
payroll 


0. 427 
.395 
.007 
.2-4 


1  For  basis  of  estimates  see  eh.  V  and  VI. 

5  For  comparison  with  programs  relating  only  to  persons  aged  65  and  over,  the  OASDI  eligibles  aged  65 
and  over  number  11.6  million  and  hospital  benefit  costs  for  this  group  would  be  $762.8  million. 


Estimated  long-range  costs  of  hospital  service  benefits  for  persons  eligible  for 
OASDI,  as  a  percent  of  taxable  payroll  (low  cost  and  high  cost  assumptions 
for  hospital  cost  factors,  intermediate  cost  assumptions  for  all  other  factors) 
for  benefits  up  to  60  days  in  a  year,  by  beneficiary  type,  selected  years  1965- 
2050  1 


Hospitalization  up  to  60  days  m  a  year 

Year 

All  bene- 
ficiary 
types 

Aged' 

Mothers 

and 
children  1 

Disabled 
workers 
and  their 
dependents 

Low  cost  hospital  factors 


1965   

1970   

1 975  

1980  

1990   - 

2000...  

2025   

2050   

Level  premium  cost  *. 


1965  

1970    

1975   

1980_  

1990.  

2000..   

2025  

2050    

Level  premium  cost  *. 


0.42 

0.38 

0.01 

0.02 

.46 

.42 

.01 

.03 

.49 

.45 

.01 

.03 

.53 

.49 

.01 

.03 

.59 

.65 

.01 

.03 

.67 

.54 

.01 

.03 

.68 

.65 

.01 

.03 

.83 

.78 

.01 

.03 

.58 

.54 

.01 

.03 

High  cost  hospital  factors 

0.63 

0.48 

0.02 

0.03 

.68 

.53 

.02 

.03 

.62 

.57 

.02 

.03 

.67 

.62 

.02 

.03 

.74 

.70 

.01 

.03 

.73 

.69 

.01 

.03 

.87 

.83 

.01 

.04 

1.05 

1.01 

.01 

.04 

.74 

.69 

.01 

.03 

'  Excludes  administrative  costs.   Taxable  earnings  limit  of  $4,800  a  year.   For  assumptions  as  to  hospital 
cost  factors  sec  eh.  v. 
2  Includes  women  aged  62-64. 

=  Survivor  children  and  their  mothers  and  children  of  retired  workers  and  their  mothers  under  age  62, 
including  disabled  children  aged  18  and  over  whose  disability  began  before  age  18. 
«  At  3  percent  Interest. 
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Estimated  long-range  costs  of  hospital  service  benefits  for  persons  eligible  for 
OASDI,  as  a  percent  of  taxable  payroll  (low  cost  and  high  cost  assumptions 
for  hospital  cost  factors,  intermediate  cost  assumptions  for  all  other  factors) 
for  benefits  up  to  30  days  in  a  year,  by  beneficiary  type,  selected  years  1965- 
2050  1 


Hospitalization  up  to  30  days  in  a  year 


Year 

All  bene- 

Disabled 

ficiary 

Aged  2 

Mothers  and 

workers 

types 

children  > 

and  then- 

dependents 

Low  cost  hospital  factors 


1965  -  — 

0.36 

0. 33 

0.01 

0.02 

1970.-  -   

.39 

.35 

.01 

.02 

1975-  —  -   

.42 

.38 

.01 

.03 

1980    -   

.45 

.42 

.01 

.03 

1990  -  —  —   

.50 

.47 

.01 

.02 

2000.—    

.49 

.46 

.01 

.02 

2025....   

.59 

.55 

.01 

.03 

2050   

.70 

.67 

.01 

.03 

Level  premium  cost 1   

.49 

.46 

.01 

.02 

High  cost  hospital  factors 

1965.    

0.43 

0.39 

0.02 

0.02 

1970   -  

.47 

.43 

.01 

.03 

1975   -  — 

.50 

.46 

.01 

.  03 

1980    

.54 

.50 

.01 

.03 

1990   -   

.60 

.56 

.01 

.03 

2000   —  

.58 

.55 

.01 

.03 

2025      

.70 

.66 

.01 

.03 

2050.     

.84 

.80 

.01 

.  03 

Level  premium  cost 4    

.59 

.55 

.01 

.03 

'  Excludes  administrative  costs.   Taxable  earnings  limit  of  $4,800  a  year.   For  assumptions  [as  to  hospital 
cost  factors  see  ch.  v. 
3  Includes  women  aged  62-64. 

5  Survivor  children  and  their  mothers  and  children  of  retired  workers  and  their  mothers  under  age  62, 
including  disabled  children  aged  18  and  over  whose  disability  began  before  age  18. 
•  At  3  percent  interest. 

Derivation  of  Hospital  Cost  Factors  fob  Long-Range  Cost  Estimates 

The  hospital  utilization  rates  used  and  the  method  by  which  they  were  derived 
were  described  in  chapter  V.  The  per  diem  hospital  cost  figures  used  in  the 
long-range  cost  estimates  were  $24  for  the  aged  and  disabled  and  $26  for  younger 
eligibles.  These  figures  are  14  percent  above  the  estimated  1956  hospital  per 
diem  cost  figures  described  in  chapter  V. 

The  actuarial  cost  estimates  for  the  OASDI  system  are  calculated  on  the 
assumption  that  earnings  levels  will  remain  stable  into  the  future.  The  yearly 
costs  expressed  as  a  percent  of  taxable  payroll  that  result  from  use  of  this  hypo- 
thetical basis  are  identical  with  those  that  would  result  if  benefit  levels  (and 
all  elements  entering  into  the  determination  of  cash  benefits,  including  the  tax- 
able earnings  limit)  were  increased  proportionately  with  any  increase  in  earnings 
levels.  In  relation  to  the  cost  of  hospital  service  benefits,  this  method  of  calcula- 
tion allows  for  future  increases  in  hospital  costs  equal  to  any  increase  in  the 
general  earnings  level.  The  earnings  level  used  in  the  most  recent  actuarial 
cost  estimates  is  based  on  1956  earnings.  The  assumed  14  percent  increase 
above  the  1956  level  in  the  hospital  per  diem  costs  used  in  the  long-range  cost 
estimates  represents  the  difference  between  the  projected  increase  in  hospital 
per  diem  costs  and  the  projected  increase  in  general  earnings  levels  between 
1956  and  the  early  1960's. 
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Appendix  B 

Major  Legislative  Proposals  in  Earlier  Congresses 

Over  the  years,  many  and  varied  proposals  have  been  made  for  Fed- 
eral legislation  to  provide  health  insurance,  to  stimulate  the  spread 
of  voluntary  health  insurance,  and  to  support  State  medical-care  pro- 
grams. This  appendix  summarizes  the  major  proposals  made  in  bills 
introduced  in  U.S.  Congresses  beginning  with  the  late  1930's  that  are 
relevant  to  this  study. 

The  summary  is  not  limited  to  proposals  specifically  designed  to 
provide  insurance  against  the  cost  of  hospitalization,  or  hospital  and 
nursing  home  care,  for  the  beneficiaries  of  old-age,  survivors,  and  dis- 
ability insurance.  It  is  limited,  however,  to  approaches  that  could 
be  used  for  this  purpose.  It  omits,  therefore,  proposals  in  which  the 
primary  basis  for  selecting  the  population  group  to  be  protected  is 
not  only  unrelated  to  age  but  is  one  not  likely  to  encompass  many  aged 
people.  Thus  excluded  are  such  proposals  as  exemptions  or  credits  on 
Federal  income  taxes  for  amounts  paid  as  health  insurance  premiums, 
or  special  programs  for  farm  families  and  agricultural  migrants,  and 
for  temporarily  unemployed  persons.  Also  omitted,  even  though  they 
may  affect  substantial  numbers  of  aged  persons,  are  proposals  limited 
to  public-assistance  recipients. 

Some  proposals  express  their  coverage  in  terms  of  "low-income 
families"  or  medically  indigent  persons"  wherever  found  in  the  total 
population.  Most  aged  persons  and  other  beneficiaries  of  the  old-age, 
survivors,  and  disability  insurance  program  could  come  within  their 
scope,  especially  if  broadly  defined.  These  proposals  are  therefore 
included,  along  with  proposals  that  are  either  specifically  designed  for 
all  aged  persons  or  for  beneficiaries,  or  that  have  such  comprehensive 
coverage  that  these  groups  are  included. 

This  summary  of  proposals  indicates  those  on  which  hearings 
have  been  held. 

A.  REINSURANCE,  POOLING,  AND  REGULATION 

These  proposals  are  designed  to  encourage  the  growth  of  voluntary 
health  insurance  without  requiring  any  permanent  form  of  Federal 
subsidy  or  tax.  They  therefore  hold  Federal  subsidization  to  a  mini- 
mum, involving  only  direct  Federal  expenditures  for  costs  of  admin- 
istration and  for  sums  needed  to  launch  the  proposed  reinsurance 
corporation.  They  are  intended  to  encourage  expansion  of  the  avail- 
ability of  voluntary  insurance  coverage  (1)  through  legislation  waiv- 
ing the  antitrust  laws  so  as  to  permit  insurance  carriers  to  pool  their 
resources  in  developing  policies  and  methods  for  extending  insurance 
to  substandard  health  risks,  (2)  through  Federal  participation  in 
the  reinsurance,  and  (3)  through  Federal  regulation  of  interstate 
insurance. 

1.  Reinsurance  and  pooling 

Existing  antitrust  laws  constitute  a  barrier  to  collective  efforts  of 
groups  of  private  insurance  carriers  who  might  wish  to  pool  their 
experience  and  technical  know-how  and  their  financial  resources  in 
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the  development  of  new  policies  to  cover  unusual  risks.  Amendment 
of  the  antitrust  laws  has  been  suggested  by  the  Secretary  of  Health, 
Education,  and  Welfare. 

A  bill  whose  purpose  was  "to  encourage  the  extension  and  improve- 
ment of  voluntary  health  prepayment  plans  or  policies"  was  intro- 
duced in  the  2d  session  of  the  84th  Congress.  It  authorizes  the 
Secretary  of  Health,  Education,  and  Welfare,  after  consultation  with 
the  Federal  Trade  Commission  and  approval  by  the  Attorney  General, 
to  approve  voluntary  agreements  between  certain  private  insurance 
organizations  to  make  available  new  or  improved  types  of  insurance 
coverage.1 

While  the  population  groups  affected  were  not  spelled  out,  pro- 
ponents of  the  proposal  believed  carriers  might  be  more  willing  to 
experiment  with  coverage  of  substandard  risks  such  as  the  aged  or 
those  with  disabling  conditions  if  they  were  able  to  take  collective 
action  to  develop  such  policies.  Experiments  in  coverage  of  rural 
and  low  income  families  might  also  be  undertaken. 

Improvements  in  benefits  could  be  tried,  such  as  the  sale  of  more 
noncancellable  policies,  extension  of  existing  benefits,  major  medical 
expense  policies,  and  the  like. 

No  Federal  funds  were  involved  in  this  proposal.  The  insurance 
carriers  would  fix  their  own  premiums. 

The  following  congressional  bills  embodied  this  proposal : 


Year 

Congress 

Session 

Bill  No. 

Sponsors 

1956   

84th  

2d  

H.R.  12153   

Priest. 

Thompson. 

Hill  and  Smith. 

Thompson. 

Hill  and  Smith. 

Harris. 

Wolverton. 

1956  

84th  

2d  

H.R.  12140  

1956  

84th  

2d...  

S.  4172  

1957  

85th  

1st  

H.R.  489   

1957  

85th  

1st  

S.  1750   

1957    

85th  

1st  

H.R.  6506   

1957    

85th  

1st  

H.R.  6507  

2.  Federal  Reinsurance  Corporation 

These  proposals  contemplate  the  formation  of  a  federally  operated 
reinsurance  fund  to  which  the  Federal  Government  would  make  an 
initial  contribution  and  to  which  insurance  carriers  would  contribute 
a  small  percentage  of  their  premium  income.  The  fund  would  provide 
partial  indemnification  to  the  companies  for  extraordinary  losses  ex- 
perienced under  those  health  insurance  contracts  which  were  reinsured. 

As  first  roughly  outlined  in  a  proposal  made  by  Mr.  Harold  Stassen 
in  1950  the  reinsurance  fund  would  have  repaid  insurance  carriers  for 
a  portion  of  any  hospitalization  claims  exceeding  a  maximum  such 
as  $1,000  and  for  medical-surgical  bills  above  a  certain  maximum. 
Bills  actually  introduced  in  Congress  have  taken  three  forms. 

(a)  The  1950  Wolverton  reinsurance  proposal. — Congressman  Wol- 
verton's  proposal  embodied  the  Stassen  suggestions  with  some  addi- 
tional features.  It  contemplated  a  Federal  Health  Reinsurance  Cor- 
poration. Nonprofit  organizations  could  reinsure  their  health  service 
contracts  with  this  corporation  for  a  premium  if  these  contracts  met 


1  Also  the  1957  proposal  applied  only  to  nonprofit  plans  and  to  the  smaller  commercial 
companies  (defined  as  companies  paying  out  less  than  1  percent  of  all  health  insurance 
benefits  or  having  less  than  0.5  percent  of  the  assets  of  all  health  insurance  companies 
and  plans  in  the  United  States). 
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some  specific  criteria  as  to  population  groups  covered  and  benefits  of- 
fered. Separate  funds  to  reinsure  hospitalization  and  medical  care 
were  to  be  established.  The  reinsurance  could  be  invoked  and  the  cor- 
poration become  liable  for  66%  percent  of  each  claim  in  excess  of 
$1,000  for  any  12-month  period  for  any  one  individual. 

Subscription  charges  for  the  contracts  were  to  be  related  to  sub- 
scribers' incomes,  to  encourage  participation  of  low  income  families. 

The  benefits  contemplated  were  as  follows :  Six  months  of  hospital 
care  per  year  with  the  subcriber  himself  to  pay  5  percent  or  $1  a  day 
whichever  was  less  as  coinsurance ;  95  percent  of  physicians'  charges 
in  hospitalized  cases ;  12  visits  with  a  doctor  in  his  office  or  at  home 
with  the  subscriber  paying  out-of-pocket  25  percent.  The  scale  of 
charges  to  be  paid  by  the  insurer  was  to  be  fixed;  the  doctors  were 
to  agree  not  to  make  an  additional  charge  of  more  than  the  25  percent 
the  subscriber  was  to  pay  directly.  The  plan  did  not  cover  the  first 
visit  to  the  doctor. 

The  sources  of  financing  the  reinsurance  corporation  proposed  were 
$50  million  from  Federal  general  revenues  divided  equally  into  the 
hospital  and  the  medical  care  funds,  and  2  percent  of  gross  premiums 
received  for  health  service  contracts. 

The  following  bills  embodied  this  proposal : 


Year 

Congress 

Session 

Bill  No. 

Sponsors 

1950  - 

81st  

2d  

H.  R.  8746_  _  

Wolverton. 
Do. 
Do. 
Do. 

1954  

83d  

2d__  

H.  R.  0949   

H.  R.  400   

1955  

84th.  

1st  

1955  -  

84th  

1st  

H.  R.  401.  

(b)  The  195 Jf.  administration  proposal. — The  administration's  pro- 
posal for  reinsurance  departed  from  the  earlier  concept  of  repaying 
insurance  carriers  a  portion  of  an  individual's  large  claims  and  dealt 
with  a  carrier's  average  losses  which  resulted  when  the  plan  paid  out 
more  than  it  received  in  premiums.  Both  nonprofit  and  commercial 
insurance  companies  could  participate. 

Encouragement  of  underwriting  major  medical  expense  was  antici- 
pated as  well  as  broadening  of  basic  benefits,  noncancelable  insurance, 
etc.  The  1954  proposal  would  have  established  a  reinsurance  fund 
which  would  pay  75  percent  of  a  plan's  losses  on  reinsured  contracts 
that  exceeded  the  premium  income  of  the  contracts  less  87.5  percent 
of  the  administrative  expenses  predetermined  for  the  contract.  The 
Federal  Government  would  lend  the  fund  $25  million  which  would 
eventually  be  refunded  from  reinsurance  premiums.  Premiums  of 
unspecified  size  (but  2  percent  of  reinsured  premium  income  was  dis- 
cussed) would  be  paid  by  the  carriers  to  the  fund. 

The  1954  administration  proposal  was  introduced  in  the  following 
bills : 


Year 

Congress 

Session 

Bill  No. 

Sponsors 

1954  

83d  

2d  

H  E.  8356  

Wolverton. 

Ives,  Flanders,  Purtell, 
Cooper,  Upton, 
Ferguson,  Bush, 
and  Saltonstall. 

Wolverton. 

1954  

83d  

2d  

S.3114   

1955  

84  th  

1st  

H.R.  2533  
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There  were  hearings  on  H.R.  8356  in  March,  April,  and  May  1954 
and  on  S.  3114  in  April  1954.  The  House  Committee  on  Interstate 
and  Foreign  Commerce  reported  out  H.R.  8356,  but  it  failed  to  carry 
and  was  referred  back  to  the  committee,  which  took  no  further  action. 

(c)  The  1955  administration  proposal. — A  revised  version  of  the  re- 
insurance proposal  of  the  83d  Congress  was  included  as  title  I  of  an 
omnibus  health  bill  introduced  in  1955.  The  reinsurance  fund  was 
divided  into  four  parts  and  each  separate  fund  was  to  receive  an 
initial  $25  million  in  Federal  money  to  launch  it.  The  four  funds 
dealt  with:  (1)  plans  for  low  and  average  income  families,  (2)  major 
medical  expense  contracts,  (3)  plans  specifically  designed  for  rural 
areas,  and  (4)  certain  other  plans. 

Other  features,  including  the  terms  of  the  reinsurance  premiums 
and  the  claims  formula,  were  the  same  as  in  the  earlier  administration 
proposal. 

A  type  of  contract  providing  a  wide  range  of  benefits  but  with 
coinsurance  features  was  included  for  low  income  families. 

Under  the  1955  proposal,  the  Federal  Government  would  contrib- 
ute up  to  $100  million  which  would  eventually  be  paid  back.  Partici- 
pating insurance  companies  were  to  pay  the  fund  an  unspecified  per- 
centage of  their  premium  income  as  reinsurance  premiums. 

The  following  bills  embodied  the  proposal : 


Year 

Congress 

Session 

Bill  No. 

Title  or  part 
of  bill 

Sponsor 

1955  

84  th  

1st  

H.R  3458.. . 
H.R.  3720... 
S.  886  - 

Title  I  

Priest. 
Wolverton. 
Smith  and  others. 
Hill  and  Smith. 
Harris. 
Wolverton. 

1955  

84th   

1st  

 do  

 do  

1955  

84th.  

1st  

1957  

85th  

1st  .... 

S.  1750.  

1957  

85th  

1st  

H.R.  6506 

1957   

85th...  

1st  

H  R.  6507 

3.  Federal  regulation 

In  1956  and  1957  three  bills  were  introduced  in  the  House  of  Rep- 
resentatives whose  purpose  was  to  encourage  improvements  in  avail- 
able voluntary  health  insurance  policies,  and  thus  indirectly  to  pro- 
mote the  spread  of  such  protection.  The  method  proposed  was  to 
prohibit  the  issuance  of  health  insurance  policies  which  could  be  can- 
celed after  a  stated  period  for  any  reason  other  than  nonpayment  of 
premiums.  The  prohibition  would  apply  to  insurers  engaged  in  inter- 
state business. 

Though  applicable  both  to  group  and  individual  policies,  the  pro- 
hibition would  be  most  meaningful  in  relation  to  individually  pur- 
chased policies.  Such  policies  are  frequently  the  only  ones  older 
persons,  rural  residents,  widows  and  the  self-employed  can  purchase. 

(Bills  of  similar  intent  have  been  introduced  into  several  State 
legislatures,  notably  New  York  and  Oklahoma.) 

Bills  introduced  in  sessions  of  the  U.S.  Congress  were  as  follows : 


Year 

Congress 

Session 

Bill  No. 

Sponsors 

84th  

2d  

H.R.  8216  

H.R.  llfi  

Christopher. 

Do. 
Rhodes. 
Christopher. 

1957  

85th.. 

1st  

1957   

85th  

1st...  

H.R.  5041...  

1957    

85th  

1st  

H.R.  7087  
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B.  FEDERAL  SUBSIDIES  TO  PRIVATE  CARRIERS 

In  recognition  of  the  problem  to  low-income  groups,  including  the 
aged,  of  financing  their  own  voluntary  health  insurance  premiums, 
there  have  been  a  variety  of  proposals  whose  aim  is  to  provide  a  form 
of  Federal  subsidy  for  either  part  of  their  premiums  or  the  excessive 
cost  of  the  care  the}'  will  require,  or  both. 

The  purpose  of  these  proposals  is  to  make  possible  the  inclusion 
under  voluntary  health  insurance  of  groups  inadequately  represented 
in  the  existing  enrollment  without  excessive  financial  burdens  on  those 
with  low  incomes  and  without  either  a  differential  premium  on  high 
cost  risks  or  higher  premium  rates  for  the  entire  enrollment. 

1.  Flanders-Ives  proposal 

This  proposal,  incorporated  in  a  series  of  bills  introduced  during 
the  period  1949-55,  would  have  built  on  existing  nonprofit  plans  sub- 
sidizing them  from  Federal  funds  indirectly  through  State  plans. 

Among  its  more  important  features  were  (1)  scaling  of  premiums 
to  income;  (2)  encouragement  of  expansion  of  coverage  and  improve- 
ment in  the  scope  of  benefits  by  subsidizing  premiums  of  low-income 
families  and  losses  incurred  from  above  average  risks;  (3)  recogni- 
tion of  the  fact  that  existing  prepayment  plans  vary  widely  in  the 
scope  of  the  benefits  they  provide — the  program  was  designed  to  be 
adaptable  to  the  existing  level  of  voluntary  health  insurance  benefits ; 
(4)  costs  reflecting  local  scales  of  payment  to  hospitals  and  providers 
of  services;  (5)  State  operation  and  control  of  the  program;  (6) 
development  of  health  service  areas. 

The  bill  did  not  attempt  to  secure  uniformity  of  prepaid  protec- 
tion throughout  the  Nation,  or  even  within  a  given  State,  leaving  the 
scope  of  benefits  to  be  determined  locally  in  relation  to  those  locally 
available. 

Any  resident  of  a  State  having  an  approved  State  plan  would  be 
eligible  for  participation.  Eligible  persons  could  request  payroll 
deductions  for  premiums.  Premiums  could  be  paid  on  behalf  of 
welfare  clients. 

The  bill  spelled  out  a  rather  complete  list  of  personal  health  services 
which  might  be  provided  including  hospital  room  and  board,  services 
of  physicians,  dentists,  nurses,  and  other  auxiliary  personnel,  and 
related  drugs,  appliances,  and  ambulance  service. 

The  regional  health  authority  was  to  determine  for  its  locality  which 
of  the  benefits  spelled  out  above  might  be  included  in  contracts  with 
prepayment  plans  in  their  local  area.  The  regional  health  authority 
and  each  local  prepayment  plan  would  then  enter  into  a  contract 
for  specific  benefits  selected  from  among  these.  The  premiums  estab- 
lished under  these  contracts  were  to  be  determined  by  the  relationship 
of  the  benefits  afforded  to  a  so-called  cost  norm,  priced  to  provide 
fairly  complete  coverage  of  physicians'  services  and  30  days  of  hospital 
care  per  person  per  year. 

Financing  the  costs  of  the  benefits  agreed  on  would  involve  funds 
from  three  sources — subscriber  premiums  which  would  be  related  to 
family  income  as  well  as  benefits  insured ;  State  and  local  subsidies  to 
bring  actual  premium  income  up  to  an  "allowed  cost";  and  Federal 
grants  to  the  States,  varying  according  to  the  State's  per  capita  income, 
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to  share  one-third  to  three- fourths  of  the  subsidies  paid  to  the  prepay- 
ment plans. 

Under  the  Flanders-Ives  proposal,  the  local  prepayment  plan  could 
provide  either  service  benefits  or  cash  indemnification  of  the  claimant. 
The  following  bills  embodied  this  proposal : 


Year 


Congress 


Session 


Bill  No. 


Sponsors 


1949 
1949 

1949 
1951 
1953. 
1953 
1953. 
1953. 
1955. 

1955. 


81st 
81st 

81st 
82(1. 
83(1. 
83(1. 
83d. 
83d. 
81th 

84th 


1st.. 
1st.. 

1st.. 
1st.. 
1st.. 
1st.. 
1st.. 
1st.. 
1st.. 

1st.. 


S.  1970  

II.R.  4918  through 
II.  R.  4924. 

H.R.  5087  

H.R.  146  

S.  1153  

H.R.  3582  

H.R.  3586  

H.R.  4128_  

S.  434   

H.R.  481  


Flanders  and  Ives. 

Case  of  New  Jersey, 
Fulton,  Hale,  Her- 
ter,  Javlts,  Morton, 
and  Nixon. 

Auchincloss. 
Do. 

Flanders  and  Ives. 

Hale. 

Javits. 

Scott. 

Case  of  New  Jersey, 

Flanders,  and  Ives. 
Scott. 


Hearings  held  in  June  1949  included  testimony  on  S.  1970 ;  hearings 
were  held  on  H.R.  4918  and  other  identical  bills  in  July  1949. 

2.  Hill-Aiken  proposal 

These  bills  (1949-53)  were  intended  to  provide  voluntary  health 
insurance  for  persons  unable  to  pay  part  or  all  of  the  usual  premium. 
Each  State  was  to  establish  a  State  agency  which  would  administer 
the  means  test.  It  would  collect  the  portion  of  the  premium  from 
persons  able  to  pay  part  of  the  cost,  and  pay  the  insurance  plan  the 
entire  premium  with  respect  to  all  such  insured  persons.  The  State 
agency  would  reimburse  the  plan  for  payments  made  to  hospitals, 
etc.,  for  care  of  persons  certified  as  eligible  for  State  payment  (i.e., 
unable  to  pay  any  of  the  cost) . 

The  plan  contemplated  service  benefits  covering  60  days  of  hospi- 
tal care  per  year;  surgical,  obstetrical  and  medical  services  in  the 
hospital;  and  diagnostic  and  outpatient  services  in  hospitals  or 
diagnostic  clinics. 

Of  the  public  outlays  for  low  income  groups  paying  none  of  their 
costs  or  only  part  of  their  premiums,  the  Federal  Government  would 
provide  from  one- third  to  three-fourths  (depending  on  the  State's 
financial  ability)  and  States  and  localities  would  share  equally  the 
remainder. 

It  was  specifically  provided  that  persons  eligible  for  State  payment 
were  to  be  issued  "membership  cards,"  indistinguishable  from  those 
of  regular  members. 

This  proposal  was  introduced  in  the  following  bills : 


Year 

Congress 

Session 

Bill  No. 

Sponsors 

1949     

81st  _ 

1st  

S.  1456  _   

Hill,  O'Connor, 

Withers,  Aiken,  and 

Morse. 
Hill  and  Aiken. 
Do. 

1951   

82d  

1st  

S.  2171  

1953    

83d  

1st  

S.  93   

Hearings  were  held  on  S.  1456  in  May  and  June  1949. 
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C.  FEDERAL  GRANTS  FOR  STATE  HEALTH  PROGRAMS 

Proposals  for  Federal  grants  to  State-operated  medical  care  pro- 
grams lay  out  only  broad  outlines  of  the  type  of  program  envisaged, 
leaving  to  the  States  the  specific  provisions. 

1.  The  Wagner  proposal  of  1939 

The  coverage  of  the  Wagner  proposal  of  1939  was  in  terms  of  all 
persons  included  in  benefits  of  those  State  plans  approved  by  the 
bocial  Security  Board  "for  extending  and  improving  medical  care" ; 
persons  living  in  rural  areas  and  those  in  greatest  need  were  specifi- 
cally mentioned.  Similarly,  the  benefits  contemplated  were  to  be  de- 
termined by  the  States  in  plans  approved  by  the  Social  Security 
Board  and  could  include  "all  services  and  supplies  necessary  for  the 
prevention,  diagnosis,  and  treatment  of  illness  and  disability." 

State  funds  were  to  be  provided  according  to  a  variable  matching 
formula,  but  no  Federal  matching  was  allowed  for  so  much  of  the 
State  expenditure  as  was  in  excess  of  $20  a  year  per  individual  eligi- 
ble for  medical  care. 

The  method  of  paying  the  providers  of  services  was  left  to  the  State. 

This  proposal  was  included  in  S.  1620  (76th  Cong.,  1st  sess.)  intro- 
duced by  Senator  Wagner  in  1939.  There  were  hearings  on  this  bill 
in  the  period,  April  to  July  1939. 

«.  The  Capper  Mils  (1939-41) 

The  Capper  bills  were  designed  to  foster  State  programs  of  medical 
care  for  lower  income  workers  with  coverage,  for  most  of  them,  on  a 
compulsory  basis.  The  population  groups  to  be  covered  were  to  be 
determined  by  the  State,  with  workers'  contributions  related  to  their 
income  and  with  Federal  financial  participation  limited  to  persons 
with  lower  earnings. 

Minimum  benefits  to  be  provided  in  approved  State  plans  were 
specified.  Details  differed  in  various  versions  of  the  proposal  but,  in 
general,  these  included  general  practitioners'  services  in  the  home, 
office,  and  hospital,  most  dental  services,  home  nursing  care,  maternity 
care,  and,  if  prescribed,  hospital  and  specialists'  and  laboratory  serv- 
ices and  care. 

Contributions  would  be  made  to  a  health  insurance  fund  in  each 
State  by  the  Federal  and  State  Governments,  by  compulsorily  covered 
workers  and  their  employers  and  by  other  workers  requesting  volun- 
tary coverage.  While  details  differed,  each  of  the  bills  introduced  by 
Senator  Capper  (S.  658  in  1939;  S.  3660  in  1940;  and  S.  429  in  1911) 
provided  that  the  amounts  of  workers'  contributions  would  vary  di- 
rectly with  their  incomes,  with  compensating  increases  for  the  lowest 
income  workers  from  either  employer  or  State-Federal  contributions. 

The  method  of  paying  the  providers  of  care  would  be  determined 
by  the  States  or  by  local  areas  within  the  States. 

3.  The  Tafl  bills  {191,6-49) 

Another  proposal  in  which  Federal  grants  would  be  used  for  State- 
operated  programs  was  embodied  in  the  Taft  bills  of  1946-49.  In 
these  proposals  it  was  recognized  that  the  State-operated  programs 
might  utilize  voluntary  health  insurance  in  the  provision  of  service. 
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The  Taf t  proposals  would  have  covered  all  those  families  and  indi- 
viduals in  the  State  unable  to  pay  the  whole  cost  of  needed  medical 
and  dental  services. 

Federal  grants  would  be  made  to  each  State,  on  the  basis  of  State 
population,  to  carry  out  surveys  of  existing  medical,  hospital,  and 
dental  services  and  to  formulate  "in  detail"  a  5-year  plan  for  extend- 
ing such  services  to  persons  unable  to  pay.  The  Federal  share  was 
to  be  matched  by  each  State. 

Federal  matching  grants  for  carrying  out  approved  State  plans 
would  be  made  on  a  variable  matching  basis,  varying  between  33% 
and  75  percent  inversely  with  each  State  s  per  capita  income. 

Total  contributions  from  the  State  and  from  local  governments 
could  not  be  less  than  their  expenditures  for  medical  services  to  the 
covered  groups  prior  to  initiating  the  program  and  not  less  than 
the  difference  between  the  Federal  grant  and  the  cost  of  the  approved 
State  plan.   Contributions  from  private  institutions  were  allowed. 

Collection  of  part  of  the  costs  of  services  from  those  patients  or 
their  families  able  to  pay  part  of  such  costs  could  be  provided  for  in 
the  State  plan. 

Each  State  might  choose  any  one  (or  a  combination)  of  several  ways 
to  provide  and  to  pay  for  services  to  eligible  recipients.  Use  of  non- 
profit prepayment  plans  as  insurers  or  agents  and  the  reimbursement 
of  local  governments  and  private,  nonprofit  organizations  for  services 
rendered  to  eligible  recipients  were  mentioned. 

This  proposal  was  embodied  in  the  following  bills : 


Year 

Congress 

Session 

Bill  No. 

Sponsors 

1946    

79th 

2d  

S.  2143.. 
S.  545... 
S.  1581.. 

Taft,  Smith  of  New  Jersey,  and  Ball. 

Taft,  Smith  of  New  Jersey,  Ball,  and  Donnell. 

Taft,  Smith  of  New  Jersey,  and  Donnell. 

1947..   

80th 

1st  

1949   

81st 

1st.  

There  were  hearings  on  S.  545  in  May,  June,  and  July  1947  and 
January,  February,  May,  and  June  1948.  Hearings  on  S.  1581  were 
held  in  May  and  June  1949. 

4.  The  Lodge  bills  (1940-49) 

This  proposal  restricted  the  subsidization  to  certain  high-cost  drugs 
and  medical  services  and  would  not  have  covered  hospitalization  costs. 

The  population  group  affected  was  described  in  terms  of  "such  per- 
sons as  may  require  'X-ray  services,  laboratory  diagnostic  services, 
respirators,  and  the  drugs  useful  in  treating  or  preventing  the  listed 
diseases'  and  such  other  infectious  or  chronic  diseases  as  the  Surgeon 
General  may  from  time  to  time  prescribe." 

Federal  grants  to  each  State  would  constitute  one-half  of  all  funds 
spent  under  the  State's  plan.  Conditions  under  which  recipients 
would  pay  for  part  of  these  services,  while  not  mentioned  in  the  pro- 
posal, could  presumably  be  specified  in  State  plans  and  could  include 
use  of  voluntary  health  insurance  plans. 

Senator  Lodge  introduced  the  proposal  in  1940  (S.  3630),  1947  (S. 
678) ,  and  1949  (S.  1106) .  There  were  hearings  on  S.  678  in  April  1948 
and  on  S.  1106  in  May  and  June  1949. 
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D.  NATIONAL,  COMPULSORY  INSURANCE  WITH  STATE  OPERATION 

A  series  of  proposals  for  a  national  compulsory  system  of  health  ben- 
efits was  introduced  by  Senators  Wagner  and  Murray  and  Congress- 
man Dingell  during  the  period  1943-57.  These  proposals  provided  for 
the  setting  up  of  a  separate  account  in  the  U.S.  Treasury  and  for  pay- 
ments to  this  account  computed  as  a  percent  of  the  taxable  earnings  of 
insured  persons. 

The  compulsory  coverage  of  the  proposals  included  almost  all  em- 
ployees and.  self-employed  in  private  pursuits,  Federal  civilian  em- 
ployees and  annuitants,  and  persons  entitled  to  OASDI  benefits,  and 
their  dependents.  Groups  not  compulsorily  covered,  such  as  recipients 
of  public  assistance,  the  unemployed,  and  certain  persons  in  temporary 
employment  (and  their  dependents)  could  be  insured  for  any  periods 
for  which  payments  were  made  by  or  for  them  or  for  which  guarantees 
of  payment  were  made  by  any  local,  State,  or  Federal  agency. 

The  benefits  proposed  included  almost  all  physicians',  dental,  and 
home  nursing  services ;  hospital  services  for  periods  up  to  60  days  per 
beneficiary  per  year ;  prescribed  auxiliary  services  and  appliances  and 
usually  expensive  drugs.  All  benefits  except  general  practitioner  and 
dental  services  would  be  available  only  be  referral  or  prescription. 

Since  the  Wagner-Murray-Dingell  proposal  was  introduced  as  a 
health  rather  than  a  tax  measure,  the  exact  methods  of  raising  Federal 
revenues  to  finance  the  benefits  were  not  specified  in  the  bill  itself. 
However,  the  bill  was  so  drafted  as  to  make  it  clear  that  revenues 
would  come,  in  the  main,  from  payroll  taxes. 

The  proposals  contemplated  administration  by  the  States  as  agents. 
Any  State  could  assume  responsibility  for  administering  the  specified 
benefits  within  its  boundaries  by  submitting  to  the  National  Insurance 
Board  a  plan  which  complied  with  listed  provisions  in  the  bill.  The 
National  Insurance  Board  could  itself  administer  the  program  in 
States  without  approved  plans. 

Federal  authorities  would  divide  funds  among  the  States  on  the 
basis  of  population,  availability  of  health  resources,  and  differing 
costs  of  services  in  various  areas.  State  administrative  agencies  would 
contract  with  providers  of  care  and  fix  rates  of  payments  for  services ; 
State  agencies  would  pay  providers'  bills  or  might  utilize  local  health 
region  officials  or  nonprofit  voluntary  prepayment  plans  as  agents  for 
making  such  payments.  Physicians  would  select  the  manner  in  which 
they  would  be  reimbursed,  whether  by  fee-for-service,  capitation,  or 
salary. 
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Year 


1943 
1943 
1945 
1945 
1945 
1945 
1947 

1947 
1947 
1949 

1949 
1949 
1949 


1949  

1949  

1950  

1951  

1951  

1953  

1955  

1957  

1957  


Congress 


78th  ._ 
78th  _ 
79th.. _ 
79th... 
79th ... 
79th  . 
80th  _ 


80th 
80th 
81st. 

81st. 
81  st. 
81st. 


81st. 
81st. 
81st. 
82(1.. 
82d__ 
83d._ 
84  th. 
85th. 
85th. 


Session 


1st. 
1st. 
1st. 
1st. 
1st. 
1st. 
1st. 


1st... 
1st... 
1st... 

1st... 
1st... 
1st... 


1st. 
1st. 
2d.. 
1st. 
1st. 
1st. 
1st. 
1st. 
1st. 


Bill  number 


S.  1161  '._ 
H.R.  2861 
II. R.  395. 
S. 1050... 
S.  1606... 
H.U.  4730 
S.  1320... 

H.R.  3548 
U.R.  3579 
S.  5  

H.R.  345. 
H.R.  783. 
S.  1679.-- 


H.R.  4312 
H.R.  4313 
H.R.  6766 
H.R.  27.. 
H.R.  54.. 
H.R.  1817 
H.R.  95.- 

S.  844  

H.R.  3764 


Sponsors 

Wagner  and  Murray. 
DiuRell. 

Do. 

Wagner  and  Murray. 

Do. 
Dlngell. 

Wagner,  Murray, 
Pepper,  Chavez, 
Taylor,  and 
McGratn. 

Dingell. 

Celler. 

Wagner,  Murray, 
Pepper,  Chavez, 
Taylor,  and 
McGratn. 

Celler. 

Dlngell. 

Wagner,  Murray, 
Pepper,  Chavez, 
Taylor,  McGrath, 
Thomas,  and 
Humphrey. 

Biennller. 

Dingell. 

Bosone. 

Celler. 

Dingell. 
Do. 
Do. 

Murray. 

Dingell. 


'  These  1943  bills  callod  for  Federal  administration  rather  than  through  a  State  plan. 


There  were  hearings  on  S.  1606  in  April- July  1946 ;  on  S.  1320  in 
May- July  1947  and  January,  February,  May,  and  June,  1948;  on  S. 
1679  in  May  and  June  1949 ;  and  on  H.R.  4312  and  H.R.  4313  in  July 
1949. 

E.  FEDERALLY  OPERATED  HEALTH  INSURANCE 

Various  proposals  have  been  made  over  the  years  for  national  health 
insurance  operated  by  the  Federal  Government.  These  include  a  pro- 
posal for  voluntary  insurance,  one  which  combines  compulsory  cov- 
erage for  workers  with  low  earnings  with  voluntary  coverage  for 
others,  a  proposal  for  compulsory  hospital  insurance  for  persons  cov- 
ered by  old-age,  survivors,  and  disability  insurance  and  one  for  benefi- 
ciaries of  that  system. 

/.  National  Voluntary  Health  Insurance 

As  proposed  by  Senator  Hunt  in  1950  in  S.  2940  (81st  Cong.  2d 
sess.),  any  individual  who,  with  his  dependents,  had  an  annual  income 
of  $5,000  per  year  or  less,  who  applied  for  the  insurance,  and  who  paid 
the  prescribed  premiums  would  be  covered  along  with  his  dependents. 

The  benefits  contemplated  included  medical,  surgical,  and  dental 
services  regardless  of  location ;  home  nursing  care ;  hospital  care  and 
related  services  for  up  to  60  days  per  person  per  year ;  such  auxiliary 
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services  as  laboratory  tests,  X-ray,  diagnosis  or  treatment,  op- 
tometrists' services,  appliances,  unusually  expensive  drugs,  and  so 
forth. 

The  program  would  be  administered  by  a  National  Health  Insur- 
ance Board  with  the  Surgeon  General  as  chairman  and  four  additional 
appointive  members,  within  a  proposed  Cabinet-level  Department  of 
Health. 

Insured  persons  would  be  free  to  select  and  change  physicians, 
dentists,  hospitals,  and  so  forth. 

It  was  proposed  that  a  Personal  Health  Insurance  Account  be  cre- 
ated in  the  U.S.  Treasury.  All  premiums,  as  set  by  the  National 
Health  Insurance  Board,  would  be  paid  into  this  account.  Reserves 
in  the  account  could  be  invested  in  the  same  manner  as  those  of  the 
Federal  old-age  and  survivors  trust  fund.  Congress  was  authorized 
to  appropriate  additional  money  to  the  account  when  needed  to  carry 
out  the  program.  No  participation  by  State  or  local  governments  or 
private  organizations  is  indicated  in  this  proposal. 

Payments  to  the  providers  of  medical  care  benefits  were  to  be  made 
directly  from  the  personal  health  insurance  account  under  regulations 
promulgated  by  the  National  Health  Insurance  Board. 

2.  National  health  insurance  combining  compulsory  and  voluntary 
coverage 

In  1938,  Congressman  Treadway  introduced  this  proposal  in  H.E. 
9847  (75th  Cong.,  2d  sess.).  Compulsory  coverage  was  proposed  for 
almost  all  employees  (including  dependents)  earning  $1,800  per  year 
or  less  (agricultural  employees  excepted) ,  with  voluntary  coverage  for 
all  other  persons. 

The  proposed  benefits  included  almost  all  physicians'  services ;  hos- 
pital services  up  to  10  consecutive  weeks  per  illness  per  person ;  "nec- 
essary" drugs  and  laboratory  and  diagnostic  services.  Services  for 
diagnosis  and  treatment  of  any  disability  or  disease  for  which  public 
care  was  available  "free"  or  "at  nominal  charges"  or  for  which  some 
agency  or  other  person  was  required  to  pay  would  not  be  included. 

Each  employee  covered  compulsorily  would  contribute  2  percent 
of  his  remuneration,  but  not  less  than  35  cents  per  week  nor  more 
than  70  cents  per  week  or  $36  per  year.  His  employer  would  con- 
tribute 1  percent  of  such  employee's  remuneration,  but  not  less  than 
20  cents  per  week  nor  more  than  35  cents  per  week  or  $18  per  year. 

All  voluntarily  covered  persons  would  make  sufficient  contribu- 
tions, as  determined  by  Federal  authorities,  to  pay  benefit  and  ad- 
ministrative costs  for  such  persons. 

Moneys  would  become  part  of  a  "health  insurance  fund"  operated  by 
a  "Health  Insurance  Commission"  set  up  as  a  public  corporation  to 
administer  the  plan. 

The  Commission  could  pay  physicians  on  a  salary,  a  capitation, 
or  a  fee-for-service  basis,  except  that,  if  fees  were  paid,  maximum 
amounts,  based  on  the  number  of  patients,  would  be  set  and  fees 
prorated  accordingly. 

Workers  in  any  industry  having  a  private  medical  services  in- 
surance plan  would  be  excepted  from  compulsory  coverage  if  the 
private  benefits  were  at  least  equal  to  those  under  the  public  plan. 
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S.  Compulsory  hospitalization  insurance  for  persons  covered  by 
OASDI 

The  Eliot  and  Green  bills  (1942-45)  included  provisions  for  a 
federally  operated  program  of  hospitalization  insurance  through  an 
expansion  of  the  coverage  and  benefits  of  the  old-age,  survivors,  and 
disability  insurance  system. 

Almost  all  employed  and  self-employed  persons  would  have  been 
covered  by  OASDI,  and  they  and  their  dependents  insured  for  up  to 
30  days  of  hospital  care.  (Government  employees  could  be  covered 
by  special  arrangements.) 

The  hospital  insurance  would  be  financed  through  payroll  taxes, 
applying  to  the  same  portion  of  earnings  taxed  for  purposes  of  cash 
benefits. 

Administration  was  to  be  entirely  through  the  Social  Security 
Board.  The  Board  would  pay  hospitals  directly  for  the  costs  of  hos- 
pital care  or  might  accept  and  pay  claims  from  insured  individuals 
who  had  received  care.  Participating  hospitals  would  be  approved 
by  the  Board  with  respect  to  care  offered. 

The  proposal  was  introduced  by  Congressman  Eliot  in  1942  (H.K. 
7534)  and  by  Senator  Green  in  1943  (S.  281)  and  1945  (S.  1188). 

If..  Compulsory  hospitalization  insurance  for  OASDI  beneficiaries 

The  first  bill  embodying  a  proposal  for  hospitalization  benefits 
for  beneficiaries  under  title  II  was  introduced  into  Congress  in  1952. 
With  minor  variations,  tliis  proposal  has  been  introduced  in  each  of 
the  Congresses  since  then.  Among  the  bills  introduced  in  the  85th 
Congress  is  H.E.  9467  (the  Forand  bill)  to  provide  nursing  home 
benefits  and  surgery  as  well  as  hospitalization  benefits. 

The  essential  features  of  these  proposals  are  as  follows:  Persons 
eligible  for  insurance  benefits,  whether  currently  drawing  benefits  or 
not,  would  be  insured  for  up  to  60  days  in  a  year  for  semiprivate 
room  care  in  short-term  hospitals.  The  hospital  benefit  would  be  a 
service  benefit  and  would  include  those  services,  drugs  and  supplies 
which  the  hospital  customarily  furnishes  its  bed  patients.  The 
Forand  bill  (BLR.  9467)  also  proposed  to  pay  the  costs  of  skilled 
nursing  home  care  for  patients  transferred  from  the  hospital  (up 
to  a  total  period,  including  the  hospital  stay,  of  not  more  than  120 
days  in  a  year)  and  of  surgical  services  provided  in  a  hospital  (or, 
in  case  of  emergency  or  minor  surgery,  in  the  outpatient  department 
of  a  hospital  or  in  a  doctor's  office) . 

Hospitals  would  be  paid  on  a  cost-incurred  basis  or  on  a  reasonably 
equivalent  basis.  The  methods  of  paying  the  hospital  varied  with 
the  administrative  arrangements  suggested  in  the  various  bills.  Un- 
der the  early  proposals  where  the  Federal  Government  was  to  use 
State  agencies  as  its  agent,  the  State  agency  would  either  pay  hospitals 
within  the  State  for  the  care  rendered  eligible  persons  or  would 
utilize  private  nonprofit  health  insurance  plans  to  negotiate  with 
and  pay  the  hospitals.  Under  more  recent  proposals  national  ad- 
ministration has  been  proposed,  with  the  Secretary  of  HEW  given 
authority  to  negotiate  agreements  directly  with  hospitals  or  to  use 
the  services  of  such  agencies  as  Blue  Cross. 

Benefits  would  be  financed  through  the  social  security  payroll  tax 
paid  compulsorily  by  covered  employees,  their  employers,  and  the 
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self-employed.  The  amount  of  the  additional  payroll  tax  would, 
of  course,  depend  on  the  exact  benefits  proposed.  The  level  premium 
cost  of  tne  Forand  proposal  for  hospitalization,  nursing  home  and 
surgical  benefits  was  estimated  at  one-half  of  1  percent  of  covered 
payrolls. 

The  earliest  proposals  contemplated  that  the  program  would  utilize 
the  States,  and  preferably  the  State  public  health  agencies,  as  ad- 
ministrative agents.  Only  in  a  State  which  did  not  effect  an  agree- 
ment to  administer  the  program  would  the  overall  administrative 
functions  be  performed  federally.  (Necessary  regulations  relating 
to  the  program  in  general  and  determinations  as  to  an  individual's 
insured  status  would,  of  course,  be  made  at  the  Federal  level.)  As  a 
result  of  the  post-1952  development  of  national  Blue  Cross  contracts 
and  the  implementation  of  Medicare,  more  recent  proposals  have 
contemplated  national  administration  of  the  hospitalization  benefits. 

The  following  bills  have  embodied  this  proposal : 


Year 


Congress 


Session 


Bill  Number 


Sponsor 


1952 
1952 
1952 
1953 
1953 
1953 

1955 
1955 
1956 
1956 
1957. 
1957 
1957 
1957 


82d. 
82d_ 
82d. 
83d. 
83d. 
83d. 

84th 
84th 
84th 
84th 
85th 
85th 
85th 
85th 


2d. 
2d. 
2d. 
1st 
1st 
1st 

1st 
1st 
2d. 
2d. 
1st 
1st 
1st 
1st 


S.3001  

H.R.7484.. 
H.R.  7485.. 

H.R.  8  

H.R.  390... 
S.  1966 

H.R.  638... 
H.R.  2384. 
H.R.  9868.. 
H.R.  9980.. 
H.R.  1092.. 
H.R.  4765.. 
H.R.  9448.. 
H.R.  9467  > 


Murray. 

Dingo]]. 

Celler. 

Dingell. 

Celler. 

Murray,  Humphrey, 

and  Lehman. 
Celler. 
Dingell. 

Do. 
Metcalf. 
Celler. 
Dingell. 
Roberts. 
Forand. 


1  Includes  provisions  permitting  States  to  extend  hospitalization  coverage  to  noninsured  aged  persons. 
3  Includes  nursing  home  benefits  and  surgery. 


Hearings  before  the  House  Committee  on  Ways  and  Means  on  all 
titles  of  the  Social  Security  Act,  in  June  1958,  included  testimony  on 
HE.  9467. 


Appendix  C 

From  report  of  House  Ways  and  Means  Committee  to  accompany 
H.R.  13549,  Social  Security  Act  Amendments  of  1958  (85th  Cong., 
2d  sess.,  H.  Kept.  2288,  pp.  6  and  7) : 

Your  committee  is  very  much  aware  of  the  problems  faced  by  the  aged  in 
paying  for  hospital  services  and  nursing  home  services.  A  number  of  bills 
introduced  in  the  85th  Congress  would  broaden  the  old-age,  survivors,  and  dis- 
ability insurance  program  to  provide  for  payment  of  the  cost  of  hospitalization 
and  nursing  home  services  for  beneficiaries  under  this  program.  In  the  recent 
public  hearings  that  your  committee  held  on  social  security,  a  number  of  wit- 
nesses testified  on  these  proposals. 

There  was  considerable  testimony  to  the  effect  that,  under  existing  arrange- 
ments, insurance  against  the  cost  of  needed  hospital  and  nursing  home  services 
is  out  of  reach  of  many  older  people.  There  appears  to  be  a  need  for  making 
this  protection  available  to  older  people.  Your  committee  believes,  however, 
that  more  information  on  the  practicability  and  the  costs  of  providing  this  kind 
of  protection  through  various  methods  should  be  available  before  it  entertains 
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any  recommendation  for  legislation  on  the  subject.  A  study  of  alternative  ways 
of  providing  insurance  against  the  cost  of  hospital  and  nursing  home  care  for 
old-age,  survivors,  and  disability  insurance  beneficiaries  should  be  made. 

The  alternatives  explored  should  include  among  other  proposals :  A  prepay- 
ment plan  under  which  persons  would,  during  their  working  years,  pay  addi- 
tional social-security  contributions  which  would  be  used  to  buy  this  type  of 
insurance  (to  take  effect  when  the  individual  becomes  an  old-age,  survivors,  and 
disability  insurance  beneficiary)  from  private  and  nonprofit  health  insurance 
organizations ;  other  methods  of  providing  insurance  against  the  cost  of  hos- 
pital and  nursing  home  care  under  title  II ;  and  any  other  method  which  offers 
reasonable  prospects  for  protecting  old-age,  survivors,  and  disability  insurance 
beneficiaries  against  the  cost  of  needed  hospital  and  nursing  home  care.  The 
study  would  include,  for  each  of  the  several  alternatives,  an  evaluation  of  (1) 
cost  of  the  benefits  and  (2)  administrative  implications. 

Your  committee  has  asked  the  Secretary  of  Health,  Education,  and  Welfare 
to  conduct  such  a  study  and  to  report  the  results  on  or  before  February  1,  1959. 
With  the  results  of  such  a  study  available,  the  Congress  will  be  in  a  better 
position  to  decide  what  legislative  measures,  if  any,  should  then  be  taken  to 
meet  the  problem. 
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Foreword 

When  the  Supreme  Court  of  the  United  States  sustained  the  con- 
stitutionality of  the  old-age  insurance  provisions  of  the  Social 
Security  Act,  Mr.  Justice  Cardozo,  in  writing  the  opinion  of  the  Court, 
said,  "the  hope  behind  this  statute  is  to  save  men  and  women  from  the 
rigors  of  the  poor  house  as  well  as  from  the  haunting  fear  that  such  a 
lot  awaits  them  when  journey's  end  is  near."  Now,  a  quarter  century 
later,  that  hope  has  been  largely  realized.  The  social  security  program, 
founded  on  sound  principles  and  since  strengthened,  has  indeed  done  a 
great  deal  to  provide  economic  security  in  old  age  and  to  relieve  the 
haunting  fears  of  poverty. 

For  the  vast  majority  of  the  aged,  however,  there  remains  a  major 
obstacle  to  their  peace  of  mind  and  for  all  too  many  to  their  security 
and  independence.  It  is  the  high  costs  of  ill  health  in  old  age  and  the 
inability  of  many  of  the  aged  to  meet  these  costs.  A  nation  that 
cherishes  independence  and  self-reliance  and  that  has  undertaken  to 
help  maintain  these  values  through  a  sound  system  of  social  security 
cannot  afford  to  let  catastrophic  health  costs  stand  in  the  way  of  old- 
age  security.  The  considerations  that  led  to  the  enactment  of  the 
social  security  program  more  than  a  quarter  century  ago  now  point 
unmistakably  to  the  addition  of  health  insurance  for  the  aged  to  this 
program. 

As  life  expectancy  has  increased,  bringing  with  it  increased  medical 
burdens  of  old  age,  it  has  become  clear  that  provision  for  basic  health 
insurance  must  be  made  a  part  of  the  program  of  retirement  protection 
in  the  Social  Security  Act.  Seeing  the  plight  of  their  parents,  people 
are  coming  to  realize  that  insurance  protection  against  the  costs  of 
hospital  care  in  old  age,  like  insurance  providing  for  basic  retirement 
income,  requires  use  of  the  social  security  method.  Nongovernmental 
programs,  of  course,  are  an  important  way  of  supplementing  old-age 
insurance,  and  public  assistance  is  a  necessary  back-stop  for  those  with 
special  needs. 

It  is  plain  from  the  wealth  of  data  set  forth  in  this  report  that  the 
aged  as  a  group  have  much  greater  health  care  needs  than  younger 
people  and  that  the  costs  of  meeting  these  needs  are  much  greater  than 
the  aged,  with  their  limited  resources,  can  possibly  afford  to  pay. 
Their  incomes  are  lower  than  those  of  younger  persons.  Likewise, 
health  insurance  for  the  aged  is  far  more  expensive  than  for  younger 
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persons,  and  adequate  health  insurance  is  beyond  the  reach  of  most 
of  the  aged.  Public  assistance  programs  are  least  effective  in  the  low 
income  States,  where  need  is  most  prevalent.  Some  people  cannot 
undertake  to  meet  the  cost  of  the  serious  illnesses  of  their  aged  parents 
without  themselves  suffering  hardship.  Some  cannot  take  on  this 
burden  without  facing  the  painful  decision  to  do  less  than  they  should 
in  providing  education  for  their  children  and  meeting  other  basic 
family  needs. 

It  is  imperative  that  the  aged  have  basic  insurance  protection 
against  the  cost  of  needed  hospital  care.  Of  all  health  costs  faced  by 
the  aged,  the  cost  of  hospital  care  is  the  one  most  likely  to  be  cata- 
strophic. Insurance  to  cover  the  costs  of  such  care  cannot  be  financed 
solely  out  of  the  incomes  of  the  aged  themselves.  Social  security  pro- 
tection, financed  by  payments  made  during  the  working  years,  supple- 
mented by  private  programs  and  backed  up  by  the  Federal-State 
public  assistance  provisions  for  medical  care,  is  the  only  way  to  a 
truly  effective  solution  of  the  problem. 

We  have  in  our  social  security  system  an  effective  mechanism  for 
providing  retirement  income  in  old  age.  This  same  system  enables  us 
to  finance  health  care  for  the  aged.  It  is  time  we  used  it  for  this  pur- 
pose. Without  health  insurance  protection  under  social  security,  the 
promise  of  freedom  from  the  fear  of  want  in  old  age  cannot  be  truly 
met. 

Abraham  Ribicoff, 
Secretary  of  Health,  Education,  and  Welfare. 
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Preface 

Financing  the  health  care  of  aged  persons  is  now  widely  acknowl- 
edged to  be  a  matter  of  social  concern.  Decisions  as  to  how  community 
responsibility  in  this  area  is  to  be  met  should  rest  on  a  full  appraisal 
of  needs  and  existing  resources. 

Within  the  past  year  there  has  become  available  new  and  current 
information  relating  to  the  health  needs  of  the  aged  and  the  relative 
incomes  of  young  and  of  older  families.  These  data  present  the  same 
general  picture  of  greater  medical  need  and  more  limited  income  and 
resources  among  the  aged  that  emerged  from  earlier  studies,  which 
were  summarized  in  the  Reports  submitted  by  this  Department  to  the 
Committee  on  Ways  and  Means  of  the  House  of  Representatives  in 
April  1959  and  July  1961.  The  new  data  fill  in  certain  details  as  to 
how  the  aged  manage  and  the  nature  of  the  problem  for  them  and 
their  children,  that  have  not  hitherto  been  available. 

There  has  now  been  almost  a  year  and  a  half  of  experience  under 
the  new  program  of  medical  assistance  for  the  aged  that  was  adopted 
in  1960.  We  are  thus  in  a  position  to  appraise  what  this  program 
is  accomplishing. 

It  has  seemed  useful  and  timely  to  bring  together  under  one  cover 
the  most  current  information  and  background  facts  relating  to  the 
health  care  problems  of  the  aged  and  the  existing  methods  of  meeting 
their  medical  care  costs,  including  private  health  insurance  and  public 
programs. 

An  appendix  to  this  report  summarizes  the  many  and  varied 
proposals  that  have  been  made  since  the  late  1930's  for  Federal  legisla- 
tion to  provide  health  insurance  for  the  aged,  to  stimulate  the  spread 
of  voluntary  health  insurance  or  to  support  State  medical  care  pro- 
grams. 

No  one  report  can  provide  all  the  reference  data  that  may  be  needed 
by  those  who  are  concerned  with  the  formulation  of  detailed  policy 
relating  to  so  important  and  far-reaching  a  problem  as  the  health 
care  of  the  aged.  This  report  attempts  to  present  the  more  signifi- 
cant background  facts  in  a  form  that  will  be  useful  to  anyone  who  is 
seriously  studying  the  problem  and  the  issues  it  raises. 

Ida  C.  Mekriam, 
Director,  Division  of  Program  Research. 
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SUMMARY 


New  developments  in  medicine  and  the  better  living  conditions 
attendant  upon  our  growing  productivity  now  keep  more  and  more 
people  alive  beyond  the  biblical  span  of  three-score-and-ten.  At  the 
same  time,  there  is  a  tendency  to  retire  the  worker  from  active  em- 
ployment at  a  progressively  younger  age — leaving  him  more  years  to 
get  along  on  reduced  income. 

OASDI  and  related  income-maintenance  programs  developed  over 
the  last  quarter  century  assure  continued  basic  self-support  for  most 
persons  after  they  reach  age  65.  Years  of  prosperity  and  advancing 
wage  levels  bring  to  many  persons  in  later  life  some  security  in  owned 
homes  and  other  savings  accumulated  during  the  working  years.  But 
for  nearly  all  the  burden  of  health  costs  casts  a  heavy  shadow  over 
the  prospects  of  retirement. 

Persons  65  and  over  now  total  over  17  million,  and  their  number 
is  growing  faster  than  the  rest  of  the  population.  Today  out  of 
every  11  persons,  one  has  passed  his  65th  birthday.  By  1980,  the 
proportion  may  well  be  more  than  1  out  of  10  and  the  number  25 
million.  Because  women  tend  to  outlive  men,  the  aged  population 
includes  a  disproportionate  share  of  widows.  Indeed,  the  65  and  over 
group  has  almost  as  many  widows  as  married  men.  Close  to  half  of 
the  widows  are  past  75.  It  is  in  the  oldest  age  groups  that  illness 
costs  become  especially  high,  and  it  is  usually  the  widows  who  have  the 
least  financial  resources. 

The  majority  of  the  aged  maintain  independent  living  arrange- 
ments: About  7  in  10  live  alone  or  with  a  spouse  or  one  other  relative; 
little  more  than  half  a  million  in  all  live  in  institutions.  While 
independent  living  brings  its  own  satisfactions,  it  usually  means 
living  on  a  rather  restricted  budget,  and  often  with  no  one  at  home 
to  help  out  during  illness. 

Few  at  age  65  can  count  on  continuing  to  earn  their  living  for  the 
remaining  years  of  life.  In  mid-1961,  fewer  than  1  in  4  of  those  65 
and  over  had  any  income  from  employment,  even  counting  wives  whose 
husbands  worked.  Furthermore,  most  of  those  who  worked  were 
not  working  full-time,  merely  supplementing  payments  under  a  public 
program.  More  than  9  in  10  aged  persons  now  receive  income  from 
some  public  program,  whereas  only  1  in  20  is  still  working  and  draw- 
ing no  income  from  a  public  program. 
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Public  programs  obviously  are  limited  in  what  they  pay.  On  the 
average,  the  aged  person  has  to  get  along  on  only  half  as  much  in- 
come as  the  younger  person  in  a  family  of  the  same  size.  "While  the 
older  person's  total  needs  are  less  than  those  of  the  younger  person, 
they  are  far  from  50  percent  less. 

Today  9  out  of  10  workers  are  accumulating  credits  towards  retire- 
ment benefits  under  (he  OASDI  program.  Persons  currently  draw- 
ing benefits,  or  eligible  to  do  so  if  they  choose  to  retire,  already  number 
three-fourths  of  those  05  or  older  and  eventually  should  include  al- 
most every  one.  (The  few  not  included  will  for  the  most  part  come 
under  one  of  the  other  public  retirement  and  income-support  pro- 
grams.) 

Although  OAST  benefits  to  retired  workers  have  been  rising,  the 
current  average  monthly  payment  of  $76,  or  even  the  current  maxi- 
mum of  $125  for  a  retired  worker  or  $187  for  an  aged  couple,  is  not 
likely  to  make  for  comfortable  living  without  additional  resources, 
particularly  when  serious  illness  strikes. 

Medical  bills  for  the  aged  person  come  high,  judged  both  in  terms  of 
the  dollar  total  and  in  the  light  of  his  limited  resources.  Older  per- 
sons pay  out  more  for  medical  care  than  young  persons,  and  these 
payments  take  a  larger  share  of  their  small  income — and  the  share 
■would  be  even  greater  if  all  the  elderly  got  and  paid  for  the  care  they 
needed. 

How  much  care  do  the  aged  need  ?  Persons  65  and  over  are  twice  as 
likely  as  younger  persons  to  suffer  a  chronic  condition,  and  6  times  as 
likely  to  have  one  restricting  or  limiting  activity.  By  age  75  every 
fourth  person  (not  in  an  institution)  is  totally  unable  to  carry  on 
normal  activity — work  or  keep  house.  The  average  old  person  is  in- 
capacitated 5  weeks  of  the  year  by  illness  or  injury,  with  two  of  these 
weeks  spent  in  bed. 

Aged  persons  as  a  group  see  doctors  and  get  medical  attention  more 
than  younger  persons,  but  many,  particularly  those  with  low  income, 
go  without  care  that  could  bring  relief.  From  40  to  50  percent  of 
those  who  have  arthritis  and  rheumatism,  or  hernias,  or  who  have 
trouble  seeing  or  hearing,  for  example,  and  one  out  of  7  with  a  heart 
condition,  are  not  currently  under  medical  care.  It  is  the  aged  in  fam- 
ilies with  low  incomes  who  are  more  likely  to  have  incapacities  and 
illnesses,  but  it  is  those  in  families  with  high  incomes  who  see  the 
doctor  more  often. 

Hospital  care  for  anyone  poses  a  special  problem  because  of  the 
large  and  usually  unexpected  bills,  making  it  difficult  to  plan  ahead 
of  time.  It  is  especially  difficult  for  the  aged.  The  aged  person  has  a 
1  in  6  chance  of  going  to  a  hospital  in  a  given  year,  somewhat  higher 
odds  than  for  the  person  under  65.  Also,  once  he  is  admitted,  the 
aged  person  can  count  on  staying  an  average  of  two  weeks,  as  opposed 
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to  one  week  for  younger  patients.  Thus,  he  can  expect  a  hospital  bill 
twice  that  of  his  younger  fellow  patient.  What  makes  the  situation 
still  worse  is  that  less  of  the  older  person's  bill  will  be  met  by 
insurance. 

Among  the  aged,  as  among  the  rest  of  the  population,  it  is  those 
most  in  need  of  health  insurance  who  are  least  likely  to  have  it:  The 
chronically  ill,  the  ones  not  working,  and  those  with  low  income. 
Such  persons  generally  either  find  the  costs  of  insurance  beyond  their 
means,  or  are  considered  too  poor  a  risk  for  the  commercial  insurer. 
Some  who  have  protection  find  the  policy  cancelled  when  they  most 
need  it — when  they  develop  expensive  long-drawn  out  "conditions," 
or  when  they  reach  the  older  age  brackets,  although  currently  more 
noncancellable  policies  are  being  written. 

Sometimes  the  aged  person  himself  discontinues  the  protection  he 
had  before  retirement,  because  he  no  longer  has  the  advantage  of  the 
lower  group  rate  and  must  pay  more  on  an  individual  basis — and 
usually  for  less  adequate  benefits.  In  addition  the  share  paid  by  the 
employer  is  often  stopped  altogether,  leaving  much  higher  premium 
costs  at  the  time  income  is  sharply  cut. 

No  more  than  half  the  aged  today  have  any  protection  against  hos- 
pital costs — the  most  common  form  of  health  insurance.  According 
to  the  National  Health  Survey,  just  about  half  the  elderly  patients 
discharged  from  a  short-stay  hospital  had  no  part  of  the  hospital 
bill  paid  by  insurance.  Such  insurance  as  was  available  was  more 
likely  than  not  to  cover  only  short  stays.  Insurance  took  care  of  as 
much  as  three-fourths  of  the  bill  for  6  out  of  10  stays  under  a  month, 
and  fewer  than  5  out  of  10  lasting  a  month  or  more. 

Although  the  average  elderly  patient  leaves  the  hospital  within 
two  weeks,  nearly  1  in  10  remains  a  month  or  longer.  The  longer  his 
hospitalization  lasts  the  more  likely  is  the  aged  person  to  need  help 
in  paying  for  his  care.  Among  OASI  beneficiaries  in  a  general  hos- 
pital 3  out  of  4  of  those  staying  as  long  as  2  months,  and  1  out  of  2  of 
those  hospitalized  for  shorter  periods  could  not  assume  responsibility 
for  all  of  their  own  medical  costs. 

The  burden  of  paying  for  hospital  care  is  even  greater  when  one 
takes  account  of  those  who  do  not  leave  the  hospital  alive.  Terminal 
illnesses  often  are  especially  expensive  and  those  at  the  older  ages, 
most  likely  to  die,  are  least  likely  to  have  any  insurance.  Often  they 
leave  a  legacy  of  debt  with  a  heavy  burden  on  surviving  widows. 

No  one  can  foresee  just  when  he  will  enter  the  hospital — although 
9  out  of  10  persons  who  reach  age  65  are  sure  to  go  at  least  once  in  their 
remaining  lifetime.  But  all  the  evidence  indicates  that  the  year  one 
does  have  to  go  will  be  characterized  by  unusually  high  medical  bills 
of  all  kinds.  In  1957-1958,  for  example,  hospital  care  costs,  excluding 
those  paid  out  of  public  funds,  averaged  $49  per  person  65  or  older. 


3 


M 


1 


Cl 


4 


o 

SB 
>. 


a: 
< 
u 


z 
co 
Q 

LU 

O 
< 


On 


III 
O 
< 
III 

s 


o 

</» 


o 
u 
_J 
< 
u 

o 

LU 

:£ 

LU 

O 
< 

LU 
> 
< 


□ 


o 

LU 

o 

ither 
hospit 

or  Bo 
ospito 

5 

a: 

hospit 

Z.E 

«x 

cS.E 

NO 

c 

z 

Not 

o 

■o 

o 

X 

o 


0 

c 
I) 

o 


co 
O 
OC 
CL 
X 


c 
o 

c 
o 

•X: 
o 


o 

■•- 

o 
e 


O  , 

X  oo 
.  m 
>-  o 
<  — 

to  OS 

x< 
too; 

Z3 
OQ 
v> 
<y. 

LU 

a. 


z 

UJ 
I— 

< 
a. 

DC 
LU 

a. 


tl- 
lO 

O 
X 


>- 

< 

Q 
LU 

o 
< 

LU 

> 
< 


si 


6 


I 


7 


For  those  who  actually  had  a  hospital  illness,  however,  costs  were  7 
times  this  much.  Their  doctors'  fees  for  inhospital  visits  were  twice 
as  great  as  the  average  total  bill  for  all  doctors'  visits  in  the  year — in 
or  out  of  hospital. 

Aged  OASI  beneficiaries  in  general  hospitals  during  1957  had 
total  medical  bills  for  the  year  5  times  as  high  as  those  with  no  hospi- 
tal illness — not  counting  the  costs  of  persons  unable  to  report  them, 
often  because  some  care  was  given  without  charge  or  paid  for 
directly  by  a  public  or  private  agency.  For  beneficiaries  who  went 
to  a  hospital,  the  hospital  charges  alone  represented  close  to  half 
the  total  medical  bills  for  the  year.  They  were  two  to  three  times 
as  large,  on  the  average,  as  the  total  medical  costs  for  the  year  for 
beneficiaries  who  did  not  have  a  hospital  illness. 

At  December  1961  prices  an  elderly  couple  with  one  or  both  mem- 
bers receiving  hospital  care  could  expect  their  combined  total  medical 
bills  for  the  year  to  total  about  $1,160.  For  the  elderly  person  without 
a  spouse,  a  hospital  stay  might  mean  average  medical  bills  for  the 
year  of  about  $895.  "With  half  the  aged  couples  having  less  than 
$2,500  income  and  more  than  half  the  other  aged  persons  less  than 
$1,000  it  is  obvious  that  most  of  them  would  be  hard  put  to  pay  such 
a  bill  and  still  have  enough  left  for  groceries  and  housing — unless 
they  had  the  benefit  of  health  insurance,  could  count  on  getting  free 
care  or  received  help  from  relatives.  Indeed,  more  than  two-fifths  of 
the  beneficiary  couples  and  roughly  three-fifths  of  the  nonmarried 
beneficiaries  who  were  in  a  general  hospital  in  1957  did  not  meet  all 
the  year's  medical  costs  out  of  their  own  income,  assets  or  health 
insurance. 

Except  for  an  owned  home,  few  of  the  aged  have  assets  in  substan- 
tial amounts.  Those  who  do  are  more  likely  to  be  the  relatively  small 
number  who  already  have  the  advantage  of  higher  income.  Some- 
times the  aged  person  with  low  income  and  some  savings  must  choose 
between  using  them  for  every  day  needs,  or  doing  without  some 
essentials  so  as  to  leave  savings  intact  for  a  medical  emergency. 

How  then  do  the  aged  manage  when  ill?  Some  seek  help  from 
relatives,  and  failing  that,  from  public  assistance.  Some  borrow 
money.  A  small  number  can  manage  on  their  own,  especially  if  they 
have  insurance.  Some,  as  is  true  of  all  low-income  groups,  probably 
never  get  the  care  they  need.  Relatives  provided  help  with  medical 
bills  for  every  seventh  OASI  beneficiary  couple  and  every  fourth  non- 
married  beneficiary  who  went  to  a  hospital.  Many  beneficiaries  who 
"paid  their  own  bill"  could  do  so  only  because  relatives  had  either 
taken  them  into  their  own  home  or  contributed  in  cash  to  their  living 
expenses.  Typically,  the  relatives  to  whom  old  people  must  turn  for 
help  already  have  families  and  children  to  take  care  of,  or  are  them- 
selves old  enough  to  be  facing  their  own  problems  of  retirement. 
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Some  aged  persons  with  medical  problems  ask  for  public  assist- 
ance^— either  to  meet  the  emergency  itself,  or  for  regular  living  needs 
after  using  their  resources  to  pay  for  the  medical  care.  In  the  first 
half  of  19G1,  just  about  every  third  person  approved  for  old-age 
assistance  needed  it  directly  or  indirectly  as  a  result  of  health  difficul- 
ties. Among  recipients  getting  the  assistance  to  supplement  OASI 
benefits — generally  those  with  the  greatest  economic  resources  of 
their  own — the  proportion  obtaining  assistance  on  account  of  medical 
needs  was  as  high  as  2  in  5.  Currently  about  half  the  aged  going  on 
the  OAA  rolls  are  OASI  beneficiaries. 

The  kinds  of  medical  services  and  the  amount  of  care  provided 
through  public  assistance  vary  greatly  from  State  to  State.  Some 
State  public  assistance  programs  pay  for  relatively  comprehensive 
services,  others  meet  emergency  medical  needs  only.  In  January  1962, 
vendor  payments  for  medical  care  under  old-age  assistance  averaged 
$13.62  per  recipient;  the  range  was  from  a  low  of  24  cents  to  a  high 
of  $61.29  per  recipient  per  month. 

The  1960  Amendments  to  the  Social  Security  Act  increased  the 
Federal  matching  funds  for  vendor  payments  under  old-age  assist- 
ance. They  also  provided  Federal  matching  grants  for  a  new  pro- 
gram of  medical  assistance  to  aged  persons  not  eligible  for  old-age 
assistance  but  whose  income  and  resources  are  insufficient  to  meet  the 
cost  of  needed  medical  care.  As  of  March  1962,  medical  assistance 
for  the  aged  programs  were  in  effect  in  23  States,  Puerto  Kico,  the 
Virgin  Islands  and  Guam.  The  services  provided  under  these  new 
programs  also  vary  widely.  Currently,  about  five-sixths  of  all  ex- 
penditures under  the  MAA  program  are  being  made  in  two  States, 
States  that  transferred  to  MAA  most  of  the  nursing  care  cases  on 
their  OAA  rolls.  Liberalization  of  the  Federal  contribution  in  the 
federally-aided  assistance  programs,  has  often  meant  more  improve- 
ment in  States  already  doing  a  better-than-average  job  than  in  those 
where  standards  and  available  funds  were  low. 

Many  aged  persons  get  medical  care  at  public  expense  or  at  reduced 
rates.  Probably  close  to  30  percent  of  total  public  expenditures  for 
patient  care  in  hospitals  goes  for  treatment  of  the  aged,  who  comprise 
only  9  percent  of  the  population. 

Hospital  care,  more  costly  and  more  often  emergency  in  character, 
may  be  more  likely  to  be  obtained  without  charge  than  other  types 
of  service.  In  any  case,  aged  persons  with  no  health  insurance  and 
in  need  of  hospitalization  are  more  likely  to  go  to  a  public  hospital 
than  patients  with  health  insurance.  Public  hospitals  more  com- 
monly than  private  institutions  must  tailor  their  charges  to  ability 
to  pay,  including  taking  as  a  public  charge  those  who  cannot  pay  at 
all. 

Total  public  and  private  expenditures  for  medical  care  for  aged 
persons  are  estimated  to  have  been  about  $5  billion  in  1960,  or  ap- 
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proximately  1  dollar  out  of  every  5  spent  for  personal  medical  care 
services.  Only  1  person  in  11  is  aged  65  or  over.  Public  programs 
are  now  responsible  for  more  than  1  dollar  in  every  4  spent  for  medical 
care  for  persons  aged  65  and  over.  Thus  much  of  the  burden  of  medi- 
cal care  of  the  aged  population  already  falls  on  the  community  at 
large.  One  may  well  question,  however,  whether  the  cost  of  this  bur- 
den is  prorated  among  all  our  citizens  in  the  most  efficient  and  equitable 
fashion. 

Over  the  past  decade,  prices  of  all  goods  have  gone  up,  but  not 
as  much  as  has  income  of  the  population.  Real  income,  as  measured 
in  purchasing  power,  has  improved  for  most  Americans.  On  the 
other  hand,  medical  care  prices,  and  especially  the  cost  of  hospital 
care,  have  risen  more  than  other  prices,  and  by  and  large  have  out- 
stripped gains  in  income.  This  has  been  a  serious  problem  for  all 
low-income  groups;  and  particularly  so  for  persons  currently  age  65 
and  over — many  of  whom  receive  retirement  benefits  based  on  low 
lifetime  earnings. 

A  part  of  the  increase  in  the  cost  of  hospital  and  medical  care  has 
resulted  from  improvements  in  the  earnings  and  conditions  of  work 
of  hospital  employees  who  have  been  among  the  relatively  lowest  paid 
groups  and  are  of  the  last  to  move  from  a  12-  to  8-hour  working  day. 
Changes  in  medical  technology,  such  as  the  increasing  use  of  special- 
ized equipment  and  expensive  drugs  and  antibiotics,  while  increasing 
the  power  of  medicine  have  also  made  it  more  costly. 

Wage  and  salary  levels  of  hospital  employees  have  now  largely 
caught  up  with  those  in  other  service  industries  and  will  probably 
increase  in  the  future  at  more  or  less  the  same  rate  as  general  wage 
levels.  We  have  certainly  not  reached  the  end  of  changes  in  medical 
science  and  technology.  New  breakthroughs  in  knowledge  which 
can  be  expected  from  the  large  investments  now  being  made  in  medical 
research  may  further  increase  the  unit  cost  of  medical  care  or  they  may 
drastically  reduce  prolonged  illness  and  the  cost  of  medical  services. 

The  organization  of  medical  services  is  also  in  process  of  change. 
The  hospital  is  assuming  a  new  importance  as  the  center  for  medical 
care  in  a  community,  at  the  same  time  that  more  effective  use  of  home 
health  services  and  skilled  nursing  home  or  other  arrangements  is 
making  it  possible  to  transfer  many  long-term  patients  out  of  the 
hospital,  to  their  benefit  as  well  as  that  of  the  community.  The 
further  development  of  a  wide  range  of  community  and  social  services 
can  have  a  significant  effect  on  medical  care  problems. 

By  and  large,  in  planning  for  the  next  decade,  it  seems  reasonable 
to  assume  that  the  overall  cost  of  medical  care  will  increase  at  about 
the  same  rate  as  our  total  national  output.  Whatever  the  future 
costs  may  be,  the  question  of  how  the  benefits  of  modern  medicine  can 
best  be  assured  to  all  who  need  them  will  be  one  of  the  most  important 
challenges  to  our  social  ingenuity. 
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PART  I 


Characteristics  and  Health  Needs  of  the  Aged 

CHAPTER  1,  NUMBER  AND  CHARACTERISTICS  OF  THE 

AGED 

The  United  States  has  a  rapidly  growing  total  population  and  an 
even  more  rapidly  expanding  population  65  years  and  older.  Ad- 
vances in  medical  technology,  improvements  in  living  standards,  and 
other  factors  have  increased  life  expectancy  at  birth  to  an  overall 
average  of  70  years.  Those  who  live  to  be  65  can  look  forward  to 
reaching  on  the  average  age  79  or  80.  This  lengthening  life  span,  ac- 
companied by  a  lowering  of  the  age  at  which  workers  voluntarily 
or  involuntarily  withdraw  from  the  labor  force,  brings  with  it  its 
own  special  problems.  A  growing  number  survive  to  face  the  illnesses 
and  infirmities  of  age,  but  many  do  not  have  the  income  to  pay  for  the 
care  they  need  and  which  modern  medicine  has  to  offer.  For  most 
of  our  aged,  basic  self-support  in  retirement  is  largely  assured  by  old- 
age,  survivors  and  disability  insurance  and  related  income-mainte- 
nance programs  developed  over  the  last  quarter  century  except  for 
burden  of  medical  care  costs  in  retirement. 

Persons  aged  65  and  over  now  number  about  17^4  million,  or  more 
than  9  percent  of  the  population  of  the  United  States,  and  in  less 
than  another  decade,  it  is  expected  they  will  exceed  20  million,  and  by 
1980,  25  million.  During  the  1950's  the  proportion  of  persons  aged  65 
and  over  in  the  population  increased  35  percent  (table  1),  or  from  1 
in  12  to  1  in  11,  and  by  1980,  they  may  well  make  up  more  than  1  in 
10  of  the  total. 

In  two-fifths  of  the  States  at  least  10  percent  of  the  population  was 
aged  65  and  over  on  April  1,  1960  and  in  only  eight  States  and  Puerto 
Eico  were  there  fewer  than  7  percent.    (Appendix  A,  table  1) 

Characteristics  of  persons  65  and  over 

The  growth  in  the  aged  population  has  been  accompanied  by  a 
change  in  its  composition.  There  has  been  an  increase  in  the  relative 
numbers  of  women  and,  also,  of  persons  in  the  85  and  over  age  group. 
These  are  trends  which  will  continue. 
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Table  1. — Age  and  Sex:  Number  and  distribution  of  persons  65  and  over  in  the 
United  Slates,1  1950  and  1960 


Age 

Total 

65  to  69 

70  to  74 

75  to  79 

80  to  84 

85  and 

over 

Number  (thousands): 

Total,  1960  

16. 560 

6.258 

4.739 

3.054 

1. 580 

929 

Male   

7.  503 

2. 931 

2.  185 

1.360 

665 

362 

9.  057 

3.327 

2,  554 

1.694 

915 

567 

Total,  1950  

12, 295 

5.  013 

3.419 

»3.  284 

578 

Male   

5.813 

2.  431 

1.  633 

1,511 

238 

Female  

6.  482 

2.  582 

1.786 

1.773 

340 

Percent  distribution: 

Total,  1960  

100.0 

37.8 

28.6 

18.4 

9.5 

5.6 

Total,  1950   

100.0 

40.8 

27.8 

26.7 

4.7 

Percent  female  of  total: 

I960..   

64.7 

53.2 

53.9 

55.5 

57.9 

61.0 

1950.-  

52.7 

51.5 

52.2 

54.0 

58.8 

Percent  increase,  1950  to  1960: 

Total...   

34.7 

24.8 

38.6 

41.  1 

60.7 

Male   

29.  1 

20.6 

33.8 

34.0 

52. 1 

Female  

39.7 

28.9 

43.0 

47.2 

66.8 

1  Includes  Alaska  and  Hawaii  in  1950  as  well  as  1960. 
*  Breakdown  not  available  for  1950. 

Source:  Bureau  of  the  Census,  United  States  Census  of  Population:  1960,  General  Population  Characteris- 
tics, United  States  Summary  (Final  Report  PC  (1)-1B),  August  1961. 


On  reaching  65,  women  now  have  a  life  expectancy  of  15.5  years; 
men,  a  life  expectancy  of  12.7  years.1  In  1960,  among  the  aged  65  and 
over  there  were  more  than  6  women  to  every  5  men  (Chart  1).  By 
1980  the  ratio  will  approach  7  to  5. 

Accompanying  the  change  in  sex  composition  will  be  further  aging 
of  the  population  65  years  and  older.  Persons  85  and  older  made  up 
5.6  percent  of  the  older  population  in  1960  as  compared  to  4.7  percent 
10  years  earlier,  and  may  reach  8  percent  by  1980. 

In  light  of  the  sex-age  composition  of  the  65  and  over  group,  it  is 
not  surprising  that  the  widowed  make  up  almost  two-fifths  of  this 
age  group.  Men  are  almost  twice  as  likely  as  women  to  be  living  with 
a  spouse,  because  their  average  age  is  less  than  that  of  women  and, 
also,  typically  their  wives  are  younger  than  they.  About  7  in  10  of 
the  men,  but  fewer  than  4  in  10  of  the  women  65  and  over,  live  with  a 
spouse.  Women  are  two  and  one-half  times  as  likely  as  men  to  be 
widowed.  Indeed,  there  are  almost  as  many  aged  widows  as  there  are 
married  men  aged  65  and  over  in  the  United  States.  Almost  half  of 
these  widows  are  75  and  over  (table  2) . 

With  2%  million  who  have  passed  their  80th  birthday,  and  well 
over  900,000  who  have  passed  their  85th,  it  might  be  expected  that 
substantial  numbers  would  be  in  institutions  such  as  chronic  care 
hospitals,  nursing  homes,  and  homes  for  the  aged.    The  decennial 

1  Public  Health  Service,  National  Office  of  Vital  Statistics,  Life  Tables,  1959, 
1961. 
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Tablh  2. — Marital  Status  and  Living  Arrangements:  Distribution  of  persons  65 
and  over,  by  sex  and  age,  for  the  United  States,  March  1961 


Status 

Total 
65  and 
over 

Male 

Female 

Total 

65  to  74 

75  and 
over 

Total 

65  to  74 

75  and 
Over 

100.0 

44.8 

29.8 

15.0 

65.2 

35.0 

20.2 

60.9 

31.2 

23.0 

8.3 

19.7 

15.5 

4. 1 

Other,  by  marital  status: 

38.6 

9.1 

3.8 

5.3 

29.5 

15.5 

14.0 

Separated     

2.1 

1.1 

.8 

.4 

1.0 

.8 

.2 

Divorced     

1.5 

.6 

.4 

.2 

.9 

.6 

.3 

Never  married     

6.8 

7.7 

1.8 

.8 

4.1 

2.6 

1.6 

Other,  by  living  arrangements: 

In  families    

23.1 

6.0 

2.6 

3.3 

17.2 

8.8 

8.4 

Family  bead  (spouse  not  present)  

8.2 

2.0 

1.2 

.8 

6.2 

3.7 

2.5 

Relative  of  head  (other  than  wife)  

14.9 

4.0 

1.4 

2.5 

11.0 

6. 1 

6.9 

Living  alone  or  lodging  

22.3 

6.1 

3.5 

2.7 

16.2 

9.6 

6.6 

In  institutions    

3.7 

1.6 

.7 

.7 

2.2 

1.1 

1.1 

Source:  Bureau  of  the  Census,  Current  Population  Reports;  Population  Characteristic/,  Series  P-20.  No. 
114.  "Marital  and  Family  Status:  March  1961,"  January  31,  1962;  and  preliminary  count  of  institutional 
Inmates  from  the  1960  Census  of  Population. 


Chart  1.    U.S.  Population  65  Years  and  Over,  by  Sex,  1960 


MILLIONS  OF  PERSONS 


65  to  69  Years        70  to  74  Years 
SOURCE  :  1960  Census  of  Population 


75  to  79  Yeors 
AGE  GROUPS 


80  to  84  Years  85  Years 

and  Over 


Census,  however,  shows  that  only  615,000,  or  less  than  4  percent  of  all 
persons  65  and  over,  were  in  institutions  in  1960.  Persons  not  in 
institutions,  and  not  living  with  a  spouse,  divide  almost  equally  be- 
tween those  who  live  with  relatives  and  those  who  live  alone  or  with 
nonrelatives  (table  2).  In  all,  about  7  in  10  aged  persons  live  alone 
or  in  2-person  families.2 


'Data  for  March  1959  (from  Bureau  of  the  Census,  Current  Population 
Reports:  Population  Characteristics,  "Marital  and  Family  Census :  March  1961," 
Series  P-20,  No.  112,  December  29,  1961 )  show  61  percent  of  all  family  members 
aged  65  and  over  were  in  2-person  families. 
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Age  and  employment 

While  more  and  more  persons  live  to  age  65,  relatively  fewer  of 
them  can  count  on  continuing  to  earn  their  own  living — or  having 
husbands  who  do. 

The  long-run  decline  in  employment  of  men  65  years  or  older  has 
continued  if  not  accelerated  in  recent  years.  During  1960,  only  one- 
sixth  of  the  aged  men  worked  full-time,  one-third  less  than  in  1950; 
only  43  percent  worked  at  any  time  during  the  year,  compared  to  49 
percent  10  years  earlier.  On  the  other  hand,  one-sixth  of  the  aged 
women  had  work  experience  during  1960 — a  proportion  considerably 
more  than  10  years  earlier  (table  3). 


Table  3. — Work  Experience:  Distribution  of  persons  65  and  over  by  sex, 

1950  and  1960 

[Nonlnstltutlonal  population  of  the  United  States] 


Work  experience 

Men 

Women 

1960 

1950 

1960 

1950 

Total..  

100.0 

100.0 

100.0 

100.0 

Did  not  work  during  year...   

Worked  during  year  

At  part-time  Jobs  

1  to  26  weeks    . 

56.9 
43.1 

50.7 
49  3 

84.2 
15.8 

88.2 
11.8 

16.5 

11.6 

8.2 

5.6 

6.7 
3.1 

6.7 

4.5 
3.2 
3.9 

3.1 
1.9 
3.2 

1.9 

1.3 
2.4 

27  to  49  weeks    

80  to  52  weeks     

At  full-time  jobs...  _.  

1  to  26  weeks   

26.6 

37.7 

7.6 

6.2 

5.1 
4.6 
16.9 

4.5 
7.4 
25.8 

1.8 
1.  5 
4.3 

1.4 
1.3 
3.5 

27  to  49  weeks.   

60  to  52  weeks   

Source:  Bureau  of  the  Census,  Current  Population  Reports:  Labor  Force,  Series  P-50,  No.  35,  "Work  Ex- 
perience of  the  Population  In  1950,"  October  26,  1951 ;  and  Carl  Rosenfeld,  "  Work  Experience  of  the  Popu- 
lation in  1960,"  Monthly  Labor  Review,  December  1961. 


In  June  1961  fewer  than  1  in  5  aged  persons  had  any  paid  employ- 
ment— about  3  in  10  of  the  men  and  1  in  10  of  the  women.  (Another 
1  in  10  aged  women  were  married  to  workers).  Various  public 
income-support  and  retirement  programs — notably  old-age,  survivors, 
and  disability  insurance — have  been  developed  to  replace  part  of  the 
income  lost  when  earnings  cease.  A  substantial  majority  of  those 
with  earnings  were  in  fact  retired,  working  as  they  could  to  supple- 
ment benefits.  Only  about  1  in  every  20  persons  65  years  or  older 
has  earnings  and  has  no  income  from  any  public  program  (Appendix 
A,  table  5).  Private  pension  plans,  whose  coverage  has  expanded 
rapidly  since  they  first  became  a  prime  objective  of  collective  bargain- 
ing in  1950,  are  another  important  source  of  support  for  a  relatively 
small  number  of  retired  workers  many  of  whom  draw  benefits  under 
a  public  program  also. 
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The  aged  eligible  for  OASI  benefits 

Retirement  and  survivor  benefits  under  the  OASDI  program  were 
paid  to  more  than  two-thirds  of  all  persons  aged  65  and  over  in  mid- 
1961.  Including  the  1.1  million  insured  workers  (with  270,000  de- 
pendents) eligible  for  benefits  but  not  receiving  them  because  of  em- 
ployment, the  proportion  eligible  was  close  to  75  percent. 

By  State  the  proportion  of  aged  persons  actually  receiving  OASI 
benefits  in  mid-1961  ranged  from  three-fourths  in  Rhode  Island  to 
less  than  half  in  Louisiana  and  the  territories  (Appendix  A,  Table 
4).  In  24  of  the  50  States,  at  least  two-thirds  of  all  aged  persons 
were  on  the  OASDI  rolls.  Of  the  13  States  with  the  lowest  rates, 
10  were  in  the  South ;  of  the  13  with  the  highest  rates,  9  were  in  the 
Northeast.  The  differences  reflect,  in  large  part,  the  fact  that  farm- 
ers and  some  farm  laborers,  domestics  and  urban  self-employed  were 
not  covered  until  1955. 

Over  9  out  of  10  of  all  those  now  reaching  age  65  in  the  United 
States  are  eligible  to  draw  benefits  if  they  (or  their  husbands)  retire. 
By  the  start  of  1964,  the  proportion  of  aged  persons  who  would  have 
protection  should  exceed  80  percent,  with  14.4  million,  of  the  17.9 
million  aged  persons  in  the  population,  eligible  under  the  OASDI 
program  (Appendix  A,  table  2).  By  1970  it  is  expected  that  all  but 
15  percent  of  those  65  and  over  will  be  eligible  for  OASI  benefits  and 
by  1980,  all  but  11  percent.  In  the  long  run  95  percent  of  the  entire 
group  65  years  and  over  will  be  eligible. 
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CHAPTER  2.  HEALTH  CONDITIONS  OF  THE  AGED 


Not  only  is  the  number  of  persons  65  and  over  growing  rapidly,  but 
those  most  likely  to  need  medical  care  and  least  likely  to  have  the 
resources  to  finance  such  care  are  increasing  at  an  even  more  rapid 
rate. 

The  successes  of  modern  medicine  in  preventing  epidemics  and  cur- 
ing or  controlling  diseases  such  as  pneumonia,  tuberculosis,  and  other 
once  fatal  infectious  diseases  have  made  it  possible  for  an  increasing 
proportion  of  the  population  to  reach  the  age  when  they  are  more 
vulnerable  to  arthritis,  rheumatism,  heart  disease,  cancer,  and  other 
chronic  illnesses.  This  development  along  with  the  high  incidence 
of  crippling  accidents  among  the  aged  has  brought  the  chronic  con- 
ditions of  old  age  to  the  fore  as  their  major  health  threat. 

The  aged  naturally  face  special  health  problems  since  advancing 
age  is  accompanied  by  a  decline  in  health  and  physical  capacity.  Older 
people  as  a  group  naturally  are  more  prone  to  chronic  illness  and, 
as  a  result,  more  likely  to  be  partially  or  completely  limited  in  activity 
than  those  of  younger  ages. 

Chronic  conditions 

Older  persons  are  twice  as  likely  as  younger  persons  to  have  one 
or  more  chronic  conditions.  The  National  Health  Survey  shows  that 
almost  four  out  of  five  aged  persons  are  afflicted  with  one  or  more 
chronic  conditions  as  contrasted  with  less  than  two  out  of  five  persons 
under  65. 

Persons  over  65  who  were  not  institutionalized  but  who  had  one  or 
more  chronic  conditions  numbered  approximately  11.8  million  in  1960. 
This  group  represented  almost  four-fifths  of  all  persons  over  65 
(Table  4).  While  the  aged  constitute  9  percent  of  the  total  noninsti- 
tutionalized  persons,  they  make  up  16  percent  of  all  persons  with 
chronic  conditions. 

Limitation  of  activity 

Not  all  chronic  conditions  are  necessarily  disabling  although  such 
conditions  often  require  medical  care.  However,  reported  limitation 
resulting  from  these  chronic  conditions  provide  a  measure  of  the 
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Table  4. — Chronic  Conditions  and  Limitation  of  Activity:  Percent  distribution  of 
persons  by  age,  July  1959-  June  1960 

[Nonlnstitutional  population  of  the  United  States] 


With  one  or  more  chronic  conditions 

With  no 

Age 

Total 

chronic 

Limited 

conditions 

Not  limited 

Partially 

Completely 

65  and  over,  total  

100.0 

22.5 

34.1 

28.2 

15.2 

Under  65,  total   

100.0 

62.3 

30.2 

6.4 

1.0 

75  and  over    

100.0 

16. 1 

28.2 

31.7 

24.0 

65  to  74      

100.0 

25.8 

37.2 

26.3 

10.6 

55  to  64.     

100.0 

35.0 

41.9 

18.  5 

4.5 

45  to  54    

100.0 

42.5 

43.7 

12.2 

1.6 

Under  45     

100.0 

69.0 

26.6 

4.0 

0.5 

Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Duration  of  Limitation  of  Activity  Due  to 
Chronic  Conditions,  United  States,  July  1959- June  1960  (Publication  No.  584-B31),  January  1962. 


health  status  of  the  aged  in  relation  to  younger  persons.  Data  from 
the  National  Health  Survey  for  the  12-month  period  ending  June 
1960  indicate  that  older  persons  are  more  likely  to  be  partially  or 
completely  limited  in  activity  as  a  result  of  these  chronic  conditions 
than  younger  persons  (Chart  2).  Over  40  out  of  100  elderly  persons 
have  some  limitation  of  activity — 6  times  as  many  as  for  those  under 
65.  One  out  of  ten  persons  65-74  is  completely  unable  to  work  or 
keep  house,  and  the  proportion  rises  after  75  to  almost  one  out  of  four 
persons  (Table  4). 

Days  of  disability 

Days  of  restricted  activity  and  bed  disability  are  two  measures  of 
the  extent  of  chronic  and  acute  conditions  in  the  population  used  by 
the  National  Health  Survey  in  their  household  survey  of  civilian  non- 
institutional  population  of  the  United  States.  The  survey  for  the  year 
ending  June  1960  gives  further  evidence  that  the  impact  of  illness 
becomes  more  severe  as  age  increases.  Persons  65  and  over  reported 
an  average  of  38  days  (more  than  2!/2  time  as  many  days  as  younger 
persons)  during  the  year  when  their  usual  activities  were  restricted 
because  of  illness  or  injury.  On  14  of  these  days,  the  aged  person  was 
confined  to  bed  all  or  most  of  the  time  as  compared  with  5  days  for 
the  younger  person.  Also,  according  to  the  same  survey  data,  the 
lower  the  family  income,  the  greater  the  number  of  days  of  restricted 
activity  or  confinement  to  bed  (Table  5). 

Prevalence  of  specific  chronic  conditions 

Arthritis,  rheumatism,  heart  disease,  and  high  blood  pressure  cause 
much  disability  in  later  life.    More  than  1  out  of  4  aged  persons 
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Table  5. — Restricted- Activity  and  Bed-Disability  Days:  Number  per  person  ptr 
year  by  age  and  family  income,  July  1969-June  1960 

[Noninstitutlonal  population  of  the  United  States] 


Family  Income 

Restricted -activity 
days 

Bed-disability  days 

65  and  over 

Under  65 

65  and  over 

Under  65 

Total  

37.8 

14.2 

13.6 

6.3 

Under  $2.000.  

48.2 
32.0 
30.9 
33.4 

21.7 
15.1 
12.8 
11.9 

16.2 
11.5 
11.3 
13.6 

7.8 
5.7 
6.0 
4.4 

$2,000  to  $3,909.  

$4,000  to  $6,999  

$7,000  and  over.  

Source:  Public  Health  Service,  U.S.  National  Survey,  Disability  Dayn,  United  States,  July  1969-June 
19S0  (Publication  No.  684-B29),  September  1961. 


suffers  from  arthritis  and  rheumatism ;  and  1  out  of  8  has  high  blood 
pressure.  The  prevalence  of  physical  impairments  also  increases  with 
advancing  age,  particularly  visual  impairments,  blindness  and  hearing 
deficiencies.  Many  aged  persons  suffer  from  more  than  one  chronic 
condition — one-fifth  had  two  and  almost  one-third  had  three  or  more 

CHART  2.    CHRONIC  CONDITIONS  AND  LIMITATION  OF  ACTIVITY 


Persons  Under  65  Persons  65  and  Over 

SOURCE  :  Public  Health  Service,  U.S.  Nattonitl  Health  Survey,  July  1959-June  1960 
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such  conditions.  Although  the  percentage  of  cases  that  had  never 
been  seen  by  a  physician  was  negligible  or  small  in  most  diagnostic 
categories,  a  substantial  portion  of  those  with  chronic  conditions  were 
reported  as  not  under  care  at  the  time  of  the  interview  (Table  6). 


Table  6. — Selected  Chronic  Conditions:  Rates  per  1,000  persons  65  and  over  and 
percent  medically  attended,  July  1957-June  1959 

[Noninstitutional  population  of  the  United  States] 


Selected  conditions 


Rate  oer 

1,000 
persons 


Medically  attended 


Under 
care 


Not  under 
care 


Never 
Medically 
attended 


Arthritis  and  rheumatism  

Hearing  impairments  

Heart  conditions   __. 

High  blood  pressure    

Visual  impairments   

Hernia      

Asthma-hay  fever  

Diabetes  

Paralysis  of  major  extremities  and/or  trunk 

Peptic  ulcer   

Chronic  bronchitis    


Percent 

266 

42.7 

38.3 

19.0 

172 

14.1 

44.2 

41.7 

149 

83.1 

15.6 

1.3 

129 

75.8 

22.9 

1.4 

103 

40.8 

51.9 

7.3 

55 

42  4 

42.9 

14.6 

54 

45.8 

32.8 

21.4 

40 

92.2 

7.6 

0) 

22 

53.4 

43.6 

(■) 

22 

75.2 

23.9 

(') 

19 

39.4 

61.3 

9.4 

1  Less  than  0.05  percent. 

Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Older  Persons,  Selected  Health  Charactir- 
Utics,  United  States,  July  1957-June  1959  (Publication  No.  684-C4),  September  1960. 


Acute  conditions  and  injuries  among  the  aged 

In  addition  to  their  many  chronic  conditions,  aged  persons  have 
substantial  problems  with  acute  illness.  Approximately  134  acute 
conditions  for  every  100  aged  persons  were  reported  in  the  12  month 
period  ending  June  1959.  Roughly  three-fifths  of  the  acute  condi- 
tions involved  the  respiratory  system  and  one-fifth  a  result  of  injuries. 
About  1  out  of  4  older  persons  is  injured  annually,  with  about  two- 
thirds  injured  in  accidents  occurring  in  the  home.  About  85  percent 
of  the  bed-disability  days  resulting  from  injuries  were  associated  with 
fractures,  dislocations,  sprains,  strains,  contusions,  and  superficial 
injuries.3 

Summary 

The  data  on  health  conditions  of  the  aged  from  the  National  Health 
Survey  indicate  clearly  the  extent  to  which  aged  persons  are  more 
prone  to  illness  and  disability  than  younger  persons.  These  data 
are  based  on  household  interviews  and  exclude  persons  in  nursing 
homes,  homes  for  the  aged  and  long-stay  hospitals  as  well  as  persons 

'Public  Health  Service,  U.S.  National  Health  Survey,  Older  Persons,  Selected 
Health  Characteristics,  United  States,  July  1957-June  1599  (Publication  No. 
584-C4),  September  1960. 
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whose  illness  resulted  in  death  during  the  survey  year.  The  health 
situation  of  older  persons,  therefore,  is  actually  more  unfavorable  than 
these  data  indicate. 

Another  factor  in  the  possible  underestimation  of  the  severity  of 
chronic  conditions  of  the  aged  may  well  be  the  inaccuracy  or  under- 
reporting resulting  from  self-evaluation  in  the  household  interview. 
Methodological  studies  by  the  National  Health  Survey  have  shown 
that  chronic  conditions  as  diagnosed  by  the  physician  do  not  neces- 
sarily match  the  conditions  as  reported  by  the  respondent  in  the  house- 
hold interview.4  Other  studies  have  also  shown  that  some  types  of 
chronic  conditions  are  actually  under-reported  in  the  household 
interview.6 


*  Public  Health  Service,  U.S.  National  Health  Survey,  Health  Interview  Re- 
sponses Compared  With  Medical  Records  (Publication  No.  584-D5),  June  1961. 

"Trussell,  R.  E.,  and  Elinson,  J.,  "Chronic  Illness  in  a  Rural  Area,"  from 
Chronic  Illness  in  the  United  States,  Vol.  Ill,  1959. 


21 


M.. 

E> 

ft. 


K 

SO 


! 

i 


I 


I 


CHAPTER  3.  USE  OF  HEALTH  SERVICES  BY  THE  AGED 


Precise  measures  of  the  needs  of  the  aged  for  medical  care  are  not 
available.  However,  the  fact  that  the  aged  are  more  prone  to  illness 
and  disability  has  been  well  documented.  Evidence  of  their  special 
needs  is  the  higher  rate  of  utilization  of  health  services  as  compared 
with  that  of  younger  persons.  They  use  a  greater  volume  of  physi- 
cians' services.  They  are  admitted  to  hospitals  more  frequently  and 
stay  longer.  They  are  heavy  users  of  nursing  homes  and  other  long- 
stay  institutions.  They  receive  considerably  more  care  at  home,  part 
of  which  is  provided  by  nurses.  They  need  and  use  more  drugs.  How- 
ever, they  do  use  less  dental  services  than  younger  persons. 

Physicians'  services 

Aged  persons  interviewed  in  household  surveys  averaged  6.8  physi- 
cian visits  per  year — 2  more  visits  than  persons  of  younger  ages — and 
would  have  been  more  had  those  who  died  in  the  survey  year  been  in- 
cluded. One  of  the  limiting  factors  in  persons  of  any  age  getting  all 
the  care  they  need  is  the  ability  to  pay.  Persons  with  lower  family 
incomes  visit  doctors  less  frequently  than  those  with  higher  incomes, 
notwithstanding  the  fact  that  the  former  group  has  a  higher  rate  of 
disability  and  a  higher  prevalence  of  chronic  illness.    (Table  7). 

Persons  with  limitation  of  activity  due  to  chronic  conditions  con- 
sult physicians  more  frequently  than  those  reporting  no  such  condi- 
tion. The  more  severe  the  limitation,  of  course  the  higher  the 
frequency  of  visits  (Table  8). 


Table  7. — Physician  Visits: 1  Number  per  person  per  year  by  age  and  family 
income,  July  1957  to  June  1959 

[Noninstitutional  population  of  the  United  States] 


Family  income 

Age 

65  and  over 

Under  65 

Total J        - 

6.8 

4.8 

Under  $2,000      -   

6.  5 

4.0 

6.6 

4.4 

$4,000  to  $6,999         

6.9 

5.0 

8.7 

5.6 

•  Includes  consultation  by  telephone  or  in  person,  at  the  office,  hospital  clinic  or  home  visit  but  does  not 
Include  services  to  hospital  inpatients. 
'  Includes  a  small  number  not  reporting  income. 

Source:  Public  Health  Service,  U.S.  National  nealth  Survey,  Volume  of  Physician  Visits,  United  States, 
July  1957-June  1969  (Publication  584-B19),  August  1960. 
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Table  8. — Physician  Visits:  Number  per  person  per  year  for  persons  65  and  over 
by  chronic  condition  status,  July  1957  to  June  1959 

[Noninstitutlonal  population  of  the  United  States] 


Chronic  condition  status 


Number 
of  visits 


Total  

No  chronic  condition  

One  or  more  conditions: 
No  limitation  of  activity 

Partial  limitation  

Major  limitation  


6.8 


2.2 

5.3 
8.5 
14.3 


Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Older  Persons,  Selected  Characteristics, 
United  States.  July  1967-June  1969  (Publication  No.  584-C4),  September  1960. 


Other  studies  of  aged  persons  and  their  utilization  of  medical  serv- 
ices are  in  accord  with  the  findings  of  the  National  Health  Survey 
that  aged  persons  use  a  great  volume  of  physicians'  services.  One 
sample  survey  of  a  cross-section  of  aged  persons  conducted  in  1957 
by  the  National  Opinion  Research  Center  found  that  persons  65  and 
over  averaged  7.6  annual  out-of-hospital  contacts  with  doctors.6 

Since  the  aged  enter  hospitals  oftener  and  stay  longer  than  the  rest 
of  the  population,  presumably  they  also  have  a  higher  rate  of  use  of 
physicians'  services  in  the  hospital.  Recent  data  from  the  National 
Health  Survey  show  that  aged  persons  are  more  apt  than  younger 
persons  to  be  hospitalized  for  conditions  not  requiring  surgery — about 
two  out  of  five  aged  persons  discharged  from  general  hospitals  had 
surgery,  as  compared  with  three  out  of  five  younger  persons.  The 
length  of  stay  for  aged  persons  undergoing  surgery  is  longer  than  for 
those  aged  discharged  without  surgery,  while  for  younger  persons  it 
is  just  the  opposite — shorter  stay  for  those  undergoing  surgery  than 
for  those  in  for  other  reasons.7 

Utilization  of  general  hospitals 

The  use  of  hospitals  varies  by  sex,  income,  and  insurance  status. 
The  relationship  of  these  factors  to  hospital  utilization  can  be  deter- 
mined from  information  that  is  available  from  the  results  of  some 
of  the  hospital  utilization  surveys.  Measures  of  utilization  of  hos- 
pitals, used  by  the  various  surveys,  include  hospital  admissions  or 
discharges,  length  of  stay,  days  of  care,  and  the  number  of  persons 
hospitalized.  The  number  of  persons  hospitalized,  if  measured  by 
either  admissions  or  discharges,  is  overstated  since  some  persons 
enter  the  hospital  more  than  once  in  a  year.    This,  despite  the  fact 

'Health  Information  Foundation,  "Use  of  Health  Services  by  the  Aged," 
Progress  in  Health  Services,,  April  1959. 

7  Public  Health  Service,  U.S.  National  Health  Survey,  Hospital  Discharges  and 
Length  of  Stay:  Short-Stay  Hospitals,  1958-60  (Publication  No.  584--B32). 
fin  press.) 
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that  these  surveys  generally  omit  from  their  count  persons  in  the  hos- 
pital on  the  survey  date  and  those  who  have  died  during  the  year. 

Results  of  the  National  Health  Survey  for  the  2-year  period  ending 
June  1960  show  that  hospital  stays  of  persons  65  and  over  discharged 
alive  averaged  approximately  15  days,  and  that  there  were  almost  15 
discharges  per  100  hospitalized.  (Chart  3)  For  younger  persons, 
the  average  stay  was  about  half  as  long  as  that  of  older  persons  and 
there  were  only  11  discharges  per  100  persons.  For  every  100  aged 
persons  (whether  or  not  hospitalized)  the  survey  shows  a  total  of 
218  days  of  hospital  care — more  than  2%  times  the  average  for  younger 
persons.   (Table  9) 


Table  9. — Hospital  Utilization: 1  Annual  rates  in  short-stay  hospitals  by  age, 

July  1958  to  June  1960 

[Noninstitutlonal  population  of  the  United  States] 


Discharges 

Average 

Hospital  days 

Age 

per  100 

length  of  stay 

per  100 

persons 

persons 

65  and  over,  total  

14.6 

14.9 

217.6 

Under  65,  total   

11.2 

7.6 

85.0 

75  and  over  

15.4 

15.8 

243.5 

65  to  74      

14. 1 

14.4 

204.1 

55  to  64   

12.2 

12.2 

148.7 

45  to  54  „     

11.1 

11.5 

128.0 

Under  45       

9.0 

6.3 

70.1 

1  Living  at  time  of  interview. 

Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Hospital  Discharges  and  Length  of  Stay: 
Short-Stay  Hospitals,  1958-60  (Publication  No.  584-B32).   (In  press.) 


The  national  survey  of  old-age  and  survivors  insurance  beneficiaries 
aged  65  and  over  conducted  in  late  1957  found  that  an  average  of  11.1 
out  of  every  100  beneficiaries  8  used  236  days  of  general  hospital  care. 
The  average  number  of  days  per  year  per  person  hospitalized  was 
21.2  as  compared  to  the  15  days  per  stay  shown  by  the  National 
Health  Survey.  The  difference  is  accounted  for  in  part  from  the 
fact  that  the  National  Health  Survey  includes  aged  persons  in  the 
labor  force,  who  are  less  likely  than  the  retired  to  be  hospitalized, 
and  in  part  from  the  fact  that  it  is  restricted  to  the  noninstitutional 
population,  whereas  the  beneficiary  survey  includes  time  spent  in  a 
general  hospital  by  persons  who  were  otherwise  in  an  institution. 

Averages  do  tend  to  obscure  the  actual  length  of  time  that  persons 
aged  65  and  over  are  in  hospitals.  For  example,  19  percent  of  the 
hospitalized  stayed  from  15  to  30  days  per  year,  and  an  additional  9 
percent  stayed  more  than  31  days,  for  the  two-year  period  ending 
June  1960.    (Table  10.) 

8  Includes  aged  beneficiaries  and  their  spouses  aged  65  and  over. 
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CHART  3.    UTILIZATION  RATES  IN  SHORT-TERM  GENERAL  HOSPITALS* 

Annual  Patient 
Days  per  100 
Persons 


Table  10. — Hospital  Discharges:  Percent  distribution  of  patients  discharged 
annually  from  short-stay  hospitals  by  age  and  length  of  stay,  July  1958  to 
June  1960 


[Noninstitutional  population  of  the  United  States] 


Length  of  stay 

Age 

65  and  over 

Under  66 

Total  

100.0 

100.0 

Id  ay  

4.1 
22.6 
44.1 
19.4 
8.7 
1.1 

11.8 
49.9 
28.9 
6.6 
2.6 
0.2 

Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Hospital  Discharges  and  Length  of  Stay: 
Short-Stag  Hospitals,  1958-W  (Publication  No.  684-B32).   (In  press.) 


The  beneficiary  survey  of  1957  reported  21.2  days  of  care  per  hos- 
pitalized beneficiary,  with  beneficiaries  (and  their  spouses  aged  65 
and  over)  distributed  as  follows  by  days  in  hospital,  regardless  of  the 
number  of  hospital  episodes  within  the  year : 
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Days  spent  in  hospital 

Percent 
Hospitalized 


Total  :  100.0 


1-30  days   81.9 

31-60  days   12.4 

61-90  days   3.2 

91  days  and  over   2. 5 


Factors  affecting  time  spent  in  general  hospitals 

Various  household  surveys  have  shown  that  aged  men  are  usually 
admitted  more  frequently  and  stay  longer  in  hospitals  than  aged 
women.  The  National  Health  Survey  reported  that  aged  men  are 
discharged  at  the  rate  of  16.5  per  100  persons  a  year;  the  discharge 
rate  for  women  65  and  over  is  13.0  per  100  persons.  Aged  men 
remain  in  hospitals  an  average  of  15.9  days  or  approximately  2  days 
longer  than  aged  women. 

Data  from  the  National  Health  Survey,  based  on  live  discharges, 
show  no  discernible  relationship  between  discharge  rates  and  income. 
However,  there  is  an  association  between  length  of  stay  and  in- 
come— the  lower  the  family  income,  the  longer  the  hospital  stay. 
(Table  11)  It  cannot  be  assumed,  however,  that  aged  persons  in  the 
lower  income  groups  (under  $4,000)  are  currently  getting  all  the 
hospital  care  they  need  since  a  greater  portion  of  them  have  chronic 
and  disabling  illnesses  (Table  5). 


Table  11. — Hospital  Utilization:  Annual  rales  in  short-stay  hospitals  by  age  and 
family  income,  July  1958  to  June  I960 

[Noninstitutlonal  population  of  the  United  States] 


Discharges  per  100  persons 

Average  length  of  stay 

Family  income 

65  and  over 

Under  65 

65  and  over 

Under  65 

Total  i    

14.6 

11.2 

14.9 

7.6 

Under  $2,000   

14.3 

10.5 

15.7 

9.6 

$2,000  to  $3,999.  

14.8 

11.7 

15.0 

7.4 

$4,000  to  $6,999  

13.2 

11.2 

13.6 

7.1 

$7,000  and  over   — 

16.9 

10.6 

14.6 

6.9 

1  Includes  a  small  number  not  reporting  income. 

Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Hospital  Discharges  and  Length  of  Stay: 
Short-Stag  Hospitals,  1958-60  (Publication  No.  584-B32).   (In  press.) 


Various  studies  have  shown  that  persons  having  insurance  pro- 
tecting them  against  the  costs  of  hospitalization  are  more  likely  to 
enter  a  hospital  than  those  with  no  insurance  protection.  The  1957 
OASI  beneficiary  survey  found  14  per  100  aged  insured  beneficiaries 
(and  their  spouses  aged  65  and  over)  had  been  in  a  hospital  during 
the  year  as  against  9  per  100  uninsured.  However,  because  the  length 
of  stay  was  often  longer  for  the  uninsured  patient  (17  days  for  in- 
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sured;  26  days  for  noninsured) ,  the  total  days  of  care  received  in  the 
year  was  almost  as  much  for  the  uninsured  person  as  among  the  in- 
sured. These  data  suggest  that  persons  without  insurance  may  tend 
to  postpone  entering  a  hospital  until  the  need  is  critical  and  that  they 
then  require  longer  care  for  recovery. 

There  is  further  evidence  from  the  National  Health  Survey  of  the 
association  between  health  insurance  and  recourse  to  hospital  care. 
The  interim  data  showed  that  elderly  persons  with  insurance  were 
hospitalized  each  year  at  a  rate  over  1%  times  that  for  the  uninsured. 
At  age  75  and  over,  the  differences  in  the  proportions  hospitalized  of 
the  insured  and  uninsured  are  even  greater,  as  shown  below: 


Age 

Percent  nf  persons  65  and 
over  hospitalized 

Insured 

Not  Insured 

13.7 
12.9 
16.3 

8.2 
8.7 
7.6 

65  to  74      

75  and  over...   

Utilization  in  last  year  of  life 

The  National  Health  Survey  data  on  hospital  utilization  exclude 
the  12-month  period  prior  to  the  household  interview  of  the  persons 
who  died  in  that  period.  Since  the  mortality  rate  of  the  65  and  over 
age  group  is  high,  household  surveys  considerably  understate  the  hos- 
pital utilization  of  aged  persons. 

On  the  basis  of  a  survey  in  the  Middle  Atlantic  States,  it  is  esti- 
mated that  the  inclusion  of  hospitalization  received  by  decedents  dur- 
ing the  survey  year  results  in  increases  of  one-fourth  to  one-third  in 
the  total  volume  of  hospitalization  reported  for  persons  65  and  over. 
Since  the  death  rate  for  persons  under  65  is  substantially  lower,  the 
adjustment  in  hospital  utilization  for  decedents  in  this  age  group  is 
estimated  to  be  considerably  less  than  for  older  persons.9  On  this  basis 
it  may  be  estimated  that  aged  persons  are  now  receiving  about  270- 
285  days  of  hospital  care  per  100  persons  per  year,  as  contrasted  with 
about  90  days  for  persons  under  65.   In  similar  fashion,  the  number 

'Data  from  the  U.S.  National  Health  Survey  (Hospitalization  in  the  Last 
Year  of  Life,  Public  Health  Service  Publication  No.  584-D3,  June  1961)  suggest 
that  at  the  time  of  the  study  in  1957,  including  the  experience  of  persons  dying 
during  the  survey  year  would  increase  by  about  40  percent  the  earlier  estimates 
of  days  of  hospital  care  used  by  aged  persons,  and  by  about  10  percent  the  utiliza- 
tion rate  for  persons  under  65,  derived  solely  from  the  experience  of  survivors. 
However,  current  National  Health  Survey  statistics  for  hospital  utilization  of 
the  population  alive  at  time  of  interview  are  already  higher  than  heretofore 
as  a  consequence  of  improved  collection  procedures.  Thus  the  rates  obtained 
from  the  current  National  Health  Survey  data  need  be  increased  by  a  smaller 
amount  to  allow  for  days  used  by  decedents,  namely  by  no  more  than  a  fourth 
to  a  third  in  the  case  of  the  aged  and  only  about  one-sixteenth  in  the  case  of 
the  younger  population. 
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of  aged  persons  likely  to  enter  a  hospital  over  the  period  of  a  year  is 
estimated  at  1  in  6 — taking  account  of  the  experience  of  those  who  will 
die  during  the  course  of  the  year  as  well  as  those  who  survive,  and 
allowing  for  those  who  go  to  the  hospital  more  than  once.  As  would 
be  expected  this  1  in  6  represents  a  somewhat  higher  incidence  of  hos- 
pitalization than  the  number  of  hospital  discharges  per  100  persons 
computed  solely  on  the  basis  of  the  experience  of  aged  persons  alive 
at  the  end  of  a  12-month  period  (table  9). 

The  1957  survey  of  OASI  beneficiaries  also  gives  some  indication 
of  the  heavy  volume  of  hospitalization  which  may  characterize  a  per- 
son's last  illness.  Data  for  a  small  number  of  persons  who  died  leav- 
ing a  spouse  drawing  a  retired  worker's  benefit  (nonmarried  bene- 
ficiaries dying  during  the  survey  year  were  not  included)  show  that 
three  times  as  many  had  one  or  both  members  hospitalized  during  the 
year  as  among  those  where  both  partners  survived  the  year. 

Nursing  homes  and  other  long-stay  institutions 

In  addition  to  their  high  rate  of  utilization  of  general  hospitals, 
aged  persons  are  the  primary  users  of  nursing  homes  and  chronic  dis- 
ease hospitals.  A  substantial  portion  of  the  patients  in  mental  hos- 
pitals and  tuberculosis  sanatoriums  are  also  elderly. 

There  are  very  little  current  data  on  the  characteristics  of  the  pa- 
tients in  these  long-term  care  facilities.  A  1953-54  survey  of  nursing 
homes  in  13  States  found  the  average  age  of  patients  was  80  years. 
One-fifth  of  the  patients  were  bedfast;  more  than  one-half  were 
disoriented  at  least  part  of  the  time;  one-third  were  incontinent;  two- 
fifths  of  the  patients  had  a  cardiovascular  condition  which  represented 
the  main  medical  reason  for  their  need  for  care  in  the  nursing  home. 
Public  assistance  financed,  entirely  or  in  part,  the  cost  of  care  of  one- 
half  of  all  the  patients  in  these  nursing  homes.10 

A  1958  study  of  530  residents  of  five  Jewish  homes  for  the  aged 
which  provide  nursing-home  type  care  found  that  half  of  the  persons 
in  the  homes  were  80  years  of  age  or  over  and  widows  constituted  the 
largest  group.11  A  1957  study  of  nursing  home  facilities  in  Michigan 
found  that  the  average  age  was  76  years  and  that  63  percent  of  all  pa- 
tients in  these  facilities  were  75  years  of  age  or  over.12  A  1953-54 
Public  Health  Service  Survey  of  chronic  disease  hospitals  in  five 
States  found  that  the  patients'  average  age  was  70  years,  or  10  years 
younger  than  nursing  home  patients.13 

"Public  Health  Service,  Nursing  Homes,  Their  Patients  and  Their  Care 
(Public  Health  Monograph  No.  46),  1957. 

11  Goldniann,  Franz,  "Residents  of  Homes  for  the  Aged:  Their  Health  Condi- 
tions and  Needs."  1959. 

"  Winter,  Kenton  E.,  Michigan  Nursing  Facilities  and  Their  Patients:  A  source 
book  of  State  and  County  Data,  1960. 

"Public  Health  Service,  Nursing  Homes,  Their  Patients  and  Their  Care  (Pub- 
lic Health  Monograph  No.  46),  1957. 

29 


Aged  persons  in  mental  and  tuberculosis  hospitals  also  represent  a 
substantial  portion  of  the  total  patients.  The  National  Institute  of 
Mental  Health  reports  that  one  in  every  three  beds  in  public  mental 
hospitals  is  occupied  by  a  person  65  or  older  and  that  one-fourth  of 
the  patients  admitted  for  the  first  time  to  such  hospitals  are  aged  65 
and  over.  Of  this  group,  more  than  half  (55  percent)  were  75  or 
over.14  The  Public  Health  Service  estimates  that  20  percent  of  all 
patients  in  tuberculosis  hospitals  are  aged  65  and  over. 

The  1957  survey  of  OASI  beneficiaries  found  that  there  was  one 
beneficiary  aged  65  and  over  receiving  care  in  a  long-stay  institution 
for  every  five  beneficiaries  (and  their  spouses  aged  65  and  over)  in  a 
general  hospital.  However,  the  aggregate  number  of  days  was  close 
to  two  days  in  a  long-stay  institution  for  every  one  day  in  a  general 
hospital.    (Table  12.) 


Table  12. — Utilization  of  Long-Stay  Institutions:  Annual  rales  for  aged  OASI 

beneficiaries  by  type  of  institution,  1957 


Per  1,000  beneficiaries  1 

Average 

Type  of  institution 

length  of 

Number  in 

Aggregate 

stay  in  days 

institutions 

days 

Total    -  — 

23.1 

4,482 

194 

13.2 

2,  759 

209 

3.5 

972 

277 

Tuberculosis  sanatoriums  

3.2 

626 

164 

3.2 

225 

70 

'  Includes  aged  beneficiaries  and  their  spouses  aged  65  and  over. 

Source:  "Aged  Beneficiaries  of  Old-Age  and  Survivors  Insurance:  Highlights  on  Health  Insurance  and 
Hospital  Utilization,  1957  Survey,"  Social  Security  Bulletin,  December  1958. 


Another  source  of  current  data  on  the  utilization  of  long-term  care 
facilities  by  elderly  persons  is  the  volume  of  patient  care  as  reported 
by  the  American  Hospital  Association  for  long-term  hospitals  and 
estimates  based  on  Hill-Burton  State  Plan  data  for  nursing  home 
beds,  which  report  326,000  beds  in  nursing  homes  as  of  January  1, 
1961. 15  Assuming  that  85  to  95  percent  of  the  nursing  home  beds  were 
occupied  by  aged  persons  and  assuming  further  an  80  to  85  percent 
occupancy  rate,  it  may  be  estimated  that  nursing  homes  are  annually 
providing  between  480  and  580  days  of  care  per  100  persons  aged  65 
and  over.  The  nursing  homes  listed  in  the  State  Plans  are  those 
classified  by  the  States  as  providing  skilled  care.  In  practice,  there 
may  be  variations  among  the  States  so  that  the  number  reported  may 
actually  include  some  homes  which  are  providing  mainly  custodial 
care. 

"  Elias  S.  Cohen,  Mental  Illness  Among  Older  Americans,  prepared  for  the 
U.S.  Senate,  Special  Conimitee  on  Aging  (Committee  Print,  87th  Cong.,  1st  sess.), 
Sept.  8,  1961. 

"Division  of  Hospital  and  Medical  Facilities,  rublic  Health  Service,  Hospital 
and  Medical  Facilities  in  the  United  States  as  vf  January  1, 1961. 
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The  American  Hospital  Association  reports  an  average  daily  census 
of  618,057  16  in  civilian  long-term  hospitals.  Assuming,  on  the  basis 
of  various  studies,  that  aged  persons  constitute  one-third  of  the 
patients  in  mental  hospitals,  one-fifth  of  those  in  tuberculosis  hospitals 
and  approximately  half  in  the  remaining  long-term  hospitals,  it  esti- 
mated that  these  facilities  are  annually  providing  450  clays  of  care  per 
100  aged  persons.  Thus,  it  estimated  that  all  long-term  institutions 
are  annually  providing  between  930  and  1,030  days  of  care  per  100  aged 
persons — a  considerably  greater  volume  of  care  than  that  given  to 
aged  in  short-term  general  hospitals. 

Nursing  services 

Specific  data  are  not  available  on  the  volume  of  special  nursing 
care  in  the  hospital  or  home  received  by  aged  persons  in  comparison 
with  those  of  younger  ages.  The  National  Health  Survey  provides 
data  on  personal  care  in  the  home,  but  excludes  all  of  the  nursing 
services  provided  in  hospital,  nursing  homes,  and  other  institutions  for 
the  care  of  the  sick,  handicapped  or  aged  persons  in  the  population. 
However,  on  the  basis  of  the  data  previously  cited  on  the  high  rate 
of  utilization  of  hospitals,  nursing  homes  and  other  long-stay  institu- 
tions by  older  persons,  it  may  be  concluded  that  the  per  capita  amount 
of  nursing  services  is  much  greater  for  older  persons  than  for  those 
of  younger  ages. 

Data  from  the  National  Health  Survey  on  the  volume  of  personal 
care  in  the  home  show  that  the  proportion  of  elderly  people  under 
constant  or  part-time  care  at  home  is  far  greater  than  among  the  rest 
of  the  population.  Persons  65  and  over  are  15  times  as  apt  to  receive 
personal  care  at  home  than  younger  persons.  These  include  persons 
who  require  constant  or  part-time  help  or  nursing  care  for  eating, 
dressing  or  toilet  activities.  As  would  be  expected,  the  amount  of 
constant  or  part-time  care  given  at  home  increases  substantially  with 
age.  Thus,  the  rate  for  persons  75  and  over  is  4  times  that  of  persons 
65  to  74  years  of  age  (Table  13). 

The  National  Health  Survey  data  also  show  that  care  is  provided 
by  a  nurse  in  12  percent  of  the  cases  of  persons  receiving  constant  care 
at  home  and  in  4  percent  of  the  cases  receiving  part-time  care.  The 
available  data  do  not  show  whether  the  situation  varies  markedly  by 
age,  but  suggest  that  the  aged  receive  far  more  nursing  care  at  home 
than  do  younger  people. 

Further  evidence  of  the  volume  of  care  at  home  required  by  aged 
persons  is  afforded  by  the  1957  survey  of  aged  persons  conducted  by 
the  National  Opinion  Research  Center.   This  survey  reported  74  per 

"Hospitals  (American  Hospital  Association),  Guide  Issue,  August  1,  1961. 
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Table  13. — Persons  Receiving  Care  at  Home:  Rates  per  1,000  population  by  age 
and  type  of  care,  July  1958  to  June  1959 

[Noninstitutional  population  of  the  United  States] 


Total 

Constant 

Part  time 

44.3 
3.0 

87.7 
21.9 
9.6 
4.0 
2.0 

24.8 
1.8 

52.7 
10.4 
5.9 
2.2 
1.2 

19.5 
1.2 

35.0 
11.5 
3.7 
1.8 
0.8 

Under  G5,  total     

75  and  over    

65  to  74     

55  to  04        

45  to  54   _    

Under  45     

Rates  per  1,000  population 


Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Persons  Receiving  Care  at  Home,  United 
States,  July  1958-June  1959  (Publication  No.  5S4-B2S),  October  1961. 


1,000  aged  persons  had  personal  care  at  home  with  80  percent  provided 
by  a  relative.17 


Drugs 

Many  elderly  people  having  chronic  illnesses  are  constantly  in  need 
of  one  or  more  drugs.  The  volume  of  drugs  used  by  the  aged  may  be 
measured  by  expenditures  for  this  purpose.  Average  annual  expendi- 
tures of  aged  persons  for  medicines  (prescribed  and  unprescribed) 
are  well  over  twice  those  of  the  entire  population  (Table  14). 


Table  14. — Drug  Expenditures:  Amount  by  private  individuals,  by  age,  12-month 

period,  1957-58 


Age 

Amount 

Total    -  

S19 

0to5      —    

14 

9 
13 
22 
31 
42 

6  to  17     -  - 

18  to  34      —   

35  to  54  —      

65  to  64    _       

65  and  over         

Source:  Health  Information  Foundation,  Family  Expenditure  Patterns  for  Personal  Services,  195$  and  1968 
(Research  Series,  No.  14),  p.  14. 


Dental  care 

Dental  care  is  the  one  health  service  of  which  the  aged  have  less  than 
the  rest  of  the  population.  Data  from  the  National  Health  Survey 
show  that  persons  over  65  average  0.8  dental  visits  per  capita  per  year 
compared  with  1.5  for  the  entire  population.  There  are  0.5  visits  for 
aged  persons  in  families  of  under  $2,000  income  compared  with  1.1 
in  families  of  over  $7,000  income,  but  in  each  income  group  the  aged 
have  fewer  dental  visits  than  those  of  younger  ages. 

"Health  Information  Foundation,  "Use  of  Health  Services  by  the  Aged," 
Progress  in  Health,  April  1959. 
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CHAPTER  4.  HEALTH  EXPENDITURES 


Another  measure  of  the  medical  needs  of  the  aged  is  how  much  it 
costs  to  provide  the  care  they  receive.  Expenditures  by  private  indi- 
viduals indicate  the  direct  impact  upon  the  aged  themselves — or  on 
the  relatives  and  other  persons  who  help  assume  some  of  the  responsi- 
bility for  payment.  It  is  possible  also  to  take  cognizance  of  the  care 
provided  at  public  expense  to  those  who  cannot  afford  to  pay.  There 
then  still  remain  some  further  costs  not  accounted  for — namely,  the 
value  of  services  provided  by  doctors  and  other  individuals  at  free  or 
reduced  rates  as  their  personal  recognition  of  a  special  problem. 

Older  persons  not  only  spend  more  on  medical  care  than  younger 
persons,  but  these  expenditures  represent  a  larger  share  of  their 
family's  money  income.  The  lower  income  of  retired  families  is  only 
partially  offset  by  lessened  needs  of  the  aged  for  some  items  such  as 
food,  clothing,  and  transportation.  Their  outlays  for  medical  care, 
on  the  other  hand,  average  higher  and  would  be  higher  still  if  they 
got  all  the  care  they  needed  and  were  themselves  to  pay  for  all  they 
received. 

Total  medical  costs 

Combined  public  and  private  expenditures  for  medical  care  for  aged 
persons  in  1960  are  estimated  at  about  $5  billion,  out  of  a  total  of  $24.5 
billion  for  medical  care  for  the  entire  population.  Thus  approxi- 
mately 1  dollar  out  of  every  5  of  the  Nation's  bill  for  personal  medical 
care  services  is  currently  going  for  the  care  of  someone  age  65  or 
older,  whereas  only  1  person  in  11  falls  in  this  age  group.  Like  other 
low-income  groups  the  aged  receive  some  of  their  care  at  public 
expense.  Of  the  public  funds  expended  for  civilian  patient  care 
probably  close  to  out  of  every  $5  today  goes  to  pay  for  an  aged 
patient.18 

The  major  portion  of  the  aggregate  outlay  for  personal  health 
services  for  persons  65  and  over  represents  expenditures  by  private 
individuals.  In  1960,  72  percent  of  the  total  was  spent  by  aged  per- 
sons themselves  or  by  relatives  or  friends  on  their  behalf.    More  than 

"See  Appendix  C;  and  Merriam,  Ida  C,  "Social  Welfare  Expenditures, 
1959-60,"  Social  Security  Bulletin,  November  1961. 
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one-fourth  of  the  expenditures  were  made  by  public  agencies.  A 
very  small  share  of  the  total  represented  care  provided  by  philan- 
thropic agencies.  The  latter  proportion  would  be  larger  if  it  included 
the  value  of  services  provided  without  charge  to  the  aged  by  private 
physicians.    The  estimated  aggregates  for  1960  are  as  follows : 

Source  of  funds  Total  (millions) 

Total   $5,045 

Private  persons   3,  615 

Public  agencies   1,  330 

Private  philanthropy   100 

Leaving  aside  care  provided  out  of  the  public  purse,  average  private 
expenditures  for  medical  care  (counting  costs  met  by  insurance  as 
well  as  bills  paid  directly  by  individuals)  are  at  least  twice  as  much 
for  a  person  65  or  more  as  for  one  younger — e.g.,  $177  vs.  $86  in  1957- 
58,  according  to  the  Health  Information  Foundation.  These  calcula- 
tions take  no  account  of  the  heavy  costs  of  terminal  illness  for  persons 
who  were  living  alone  at  time  of  death — an  omission  of  particular 
significance  for  the  aged.  If  allowance  is  made  for  the  costs  in- 
curred in  their  last  illness  by  persons  living  apart  from  relatives,  as 
well  as  for  payments  by  individuals  for  medical  care  of  inmates  of 
nursing  homes  and  other  institutions,  private  medical  expenditures 
probably  would  have  averaged  $187  per  person  in  1957-58  rather  than 
the  $177  shown  in  table  15. 

Table  15 — Per  Capita  Medical  Expenditures:  Amount  by  private  individuals  by 
age  and  type  of  service,  12-month  period,  1957-68 


Per  person  65  and  over 

Per  person  under  65 

Type  of  service 

Amount 

Percent 

Amount 

Percent 

Total  i     

$177 

100 

$86 

100 

Physicians    

55 

31 

29 

34 

Hospitals..    

49 

28 

19 

22 

Drugs    

42 

24 

18 

21 

Dentists     

10 

6 

14 

16 

Other  2  

21 

12 

6 

"  7 

1  Excludes  expenditure  for  nursing  home  care. 

3  Special  nurses  in  hospital  or  at  home,  optometrists  and  other  health  personnel,  eyeglasses  and  other 
appliances,  ambulance  fees,  nonhospital  diagnostic  procedures. 

Source:  Health  Information  Foundation,  Family  Expenditure  Patterns  for  Personal  Health  Services,  195! 
and  1958  (Research  Series,  No.  14). 


Not  only  is  the  expenditure  for  the  older  person's  care  greater  than 
for  a  younger  person  but  it  differs  also  in  the  way  it  is  distributed 
among  the  various  types  of  service.  In  line  with  the  utilization  data 
presented  earlier,  the  one  item  for  which  the  older  person  spends  less 
on  an  annual  basis  is  dental  care.  His  higher  expenditures  for  doctor 
and  hospital  care  and  drugs,  however,  far  outweigh  Ms  lower  dental 


34 


! 


costs.  It  is  much  more  common,  too,  for  older  persons  to  have  an 
"unusual"  year  in  the  sense  of  above-average  expenses. 

According  to  the  Health  Information  Foundation  the  proportion  of 
individuals  in  each  age  group  who  experienced  "gross  expenditures" 
of  $200  or  more  for  health  services  in  a  12-month  period  in  1957-58 
was  as  follows : 

Percent 


All  ages   13 


0-17   5 

18-54   15 

55-04   17 

05  and  over   22 


''Gross  expenditures"  as  used  here  do  not  include  the  costs  of  free 
care.  They  cannot  indicate  how  many  aged  persons  not  reporting  as 
much  as  $200  in  actual  expenditures  may  have  received  at  least  that 
amount  of  care  as  gift  or  charity,  or  did  not  apply  for  what  they 
could  not  afford. 

Medical  costs  and  income 

Studies  over  the  years  have  shown  consistently  that  the  amount  of 
medical  care  (measured  in  dollar  costs)  a  family  obtains  is  influenced 
by  the  size  of  its  income,  and  that  the  low-income  family — though  it 
spends  less  than  one  with  high  income — nevertheless  assigns  more  of 
its  current  funds  for  the  purpose.  Older  families,  of  course,  are  sub- 
ject to  the  double  jeopardy  of  low  income  and  high  medical  need. 
With  the  large  majority  of  the  aged  having  little  better  than  $1  in 
disposable  income  per  person  for  every  $2  in  a  younger  family  of 
the  same  size,  it  is  obvious  that  their  higher  medical  needs — needs 
which  becomes  increasingly  greater  with  advancing  age — can  take  a 
heavy  toll  of  their  meager  resources,  the  more  so  because  like  other 
low-income  families  they  often  are  without  the  benefit  of  health  in- 
surance to  help  foot  the  bill. 

Thus  moving  from  gross  health  expenditures,  which  include  those 
financed  in  any  part  by  insurance,  to  only  those  the  family  pays 
directly,  a  U.S.  Department  of  Agriculture  survey  in  1955  for  farm 
families  reported  on  medical  expenditures  relative  to  the  family's 
economic  position.  The  fifth  of  the  farm  families  headed  by  an  oper- 
ator 65  years  of  age  or  older  had  lower  total  income  than  the  younger 
farm  families.  The  older  families,  however,  consistently  spent  more 
per  person  for  their  medical  care  than  the  younger  families.  The 
expenses  incurred  during  the  year — over  and  above  any  defrayed  by 
health  insurance — for  physicians,  dentists,  surgeons,  hospital  care  or 
medical  insurance  premiums  (items  accounting  for  two-thirds  of  the 
total  medical  care  dollar  of  a  farm-operator  family)  represented  13 
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percent  of  the  net  family  income  for  families  with  a  head  age  65  or 
older,  compared  with  9  percent  for  all  other  families.  With  two-thirds 
of  the  aged  farm  families  having  net  cash  income  less  than  $2,000,  this 
level  of  spending  can  cut  deep  into  the  resources  available  for  the 
other  things  which  all  families  must  buy,  even  when  some  of  their  food 
and  housing  is  farm-furnished.  The  average  aged  farm-family  with 
net  cash  for  the  year  of  less  than  $1,000  spent  as  much  as  20  percent 
of  its  income  for  the  medical  services  listed.19 

The  Health  Information  Foundation  reported  families  with  income 
under  $2,000,  many  of  whom  are  the  aged,  having  out-of-pocket  ex- 
penses for  health  services  in  1957-58  (including  health  insurance 
premiums)  amounting  to  13  percent  of  their  total  income  for  the  year. 
For  families  at  all  ages  and  all  income  levels  the  out-of-pocket  cost 
came  to  no  more  than  5%  percent  of  aggregate  income.  Among 
families  at  all  income  levels  with  an  aged  head,  one  in  six  used  at 
least  20  percent  of  money  income  for  the  year  for  health  care,  whereas 
only  one  in  twenty  families  with  head  under  65  used  so  much  income 
for  this  purpose  (table  16). 


Table  16. — Out-of-Pocket  Medical  Costs:1  Distribution  of  families  by  percent  of 

incomt  spent,  1957-58 

[In  percent] 


Percent  of  f  amily  Income  • 


Family  head 
65  and  over 


Family 

head 
under  65 


All  families  —   

No  outlay      

Under  5  percent   

8  to  9  percent      

10  to  19  percent   

20  to  49  percent     

50  percent  or  more  _   

Aggregate  outlay  as  percent  of  aggregate  family  income 


100 


1 

55 
27 
12 
4 
1 


1  The  family's  actual  cash  outlay  during  the  12-month  survey  year  for  personal  health  services  and  the 
voluntary  prepayment  for  such  services.  Includes  medical  bills  as  yet  unpaid,  that  were  incurred  during 
the  survey  year. 

>  Gross  family  income  (i.e.,  before  deduction  for  taxes)  from  business,  profession,  or  farm,  from  wages  and 
salaries,  and  from  all  other  sources  such  as  interest,  rents,  and  pensions.  Excluded  are  income  in  goods  and 
services,  the  value  of  free  rent,  and  other  noncash  benefits. 

Source:  Health  Information  Foundation,  National  Opinion  Research  Center,  unpublished  data. 


A  study  of  hospital  and  medical  expenses  of  Michigan  residents  in 
1958  found  aged  families  with  less  than  $3,000  income — a  group  in- 
cluding nearly  3  out  of  4  of  all  aged  families  in  the  sample — averag- 
ing out-of-pocket  expenses  of  $242,  about  one-seventh  of  their  average 
income  of  $1,700.  The  families  incurred  a  sizeable  amount  of  expense 
in  addition,  for  which  a  welfare  or  other  agency  paid,  raising  the 
gross  medical  expense  to  the  equivalent  of  nearly  one-fifth  of  family 


"  Cowhig,  J.  D.  and  Stewart,  E.  O.,  "The  Older  Farm  Family  and  Medical 
Costs,"  Agricultural  Information  Bulletin  (Department  of  Agriculture)  No.  235, 
December  1960,  pp.  4r-5. 
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income.  By  contrast  the  Michigan  families  headed  by  a  person  under 
65  averaged  medical  costs  representing  only  5  percent  of  income  for 
the  medical  bills  they  paid  themselves,  or  6  percent  if  costs  paid  by 
others  are  included. 

Hospital  costs 

The  large  bills  which  come  without  much  warning  and  must  be 
paid  all  at  once  make  a  hospitalized  illness  the  kind  of  emergency  for 
which  it  is  difficult  to  budget.  Other  medical  costs  also  tend  to  be 
much  larger  when  there  is  a  period  of  hospitalization  or  nursing  home 
care.  For  the  aged  person,  who  uses  about  three  times  as  much  hos- 
pital care  a  year,  on  the  average,  as  the  younger  person,  the  spectre  of 
heavy  expenses  attendant  on  hospitalization  looms  particularly  large. 
Not  only  are  the  odds  greater  that  he  will  enter  a  hospital,  but  when 
he  does  he  is  likely  to  be  faced  with  a  bigger  bill  than  is  common 
for  the  younger  patient. 

The  average  gross  medical  expenditure  for  an  aged  person  in  1957- 
58  included  $49  for  hospital  care,  28  cents  out  of  every  dollar  spent 
for  medical  care.  For  persons  under  65,  hospital  costs  claimed  22 
cents  out  of  every  dollar  spent.  The  larger  share  of  the  older  per- 
son's outlay  going  for  hospital  care  is  a  particular  burden  because  no 
more  than  half  the  aged  have  any  insurance  covering  hospital  bills, 
compared  with  about  7  out  of  10  persons  under  65.  (These  gross 
expenditure  figures  include  costs  met  out  of  health  insurance  but  not 
the  costs  of  care  coming  out  of  public  funds.) 

As  a  measure  of  individual  need,  expenditures  averaged  over  the 
total  population  have  their  limitations.  This  is  particularly  true  for 
hospital  care :  The  overall  average  greatly  understates  the  burden  of 
cost  when  the  need  does  arise.  As  opposed  to  the  average  private 
expenditure  for  hospital  care  per  person  of  only  $49  for  a  12-month 
period,  aged  persons  who  actually  went  to  a  hospital  had  total  costs 
of  $352 — more  than  twice  the  bill  for  patients  of  all  ages  combined. 
On  top  of  this  a  hospital  admission  for  an  aged  person  entailed  an 
additional  doctor's  fee  of  $101  for  inhospital  care  or  a  surgeon's  fee 
of  $160,  rather  than  the  average  per  person  payment  of  $55  for  all 
physicians'  services  in  the  year — in  or  out  of  hospital — as  shown  in 
table  15. 

Similarly,  elderly  patients  in  Michigan  general  hospitals  in  1958 
ran  up  bills  averaging  about  $400 — counting  all  hospital  charges 
regardless  of  who  footed  the  bill,  an  individual  or  a  welfare  agency. 
For  some  conditions  common  to  the  elderly  the  costs  were  much 
higher.  For  example,  hospitalization  for  fractures  of  the  hip,  to 
which  aged  persons  are  prone,  resulted  in  an  average  bill  of  about 
$700  (table  17) .  For  patients  under  65  (other  than  newborn  infants) 
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Tablf  17. — Hospital   Charges  for   Selected   Diagnosis   Categories:  Average  per 
patient  by  age,  Michigan  hospitals,1  1958 


Age  of  patient 

J-uagnostic  categories 

Under  65 

65  to  69 

70  and 

over 

AU  categories  (excludes  newborns)  

$217 

$404 

$396 

10  most  frequent  diagnostic  categories: 

Diseases  of  circulatory  system   

276 

339 

398 

Nervous  system  and  sense  organs  

252 

315 

460 

Malli-nant  neonlasuis   

585 

602 

505 

292 

523 

342 

19fi 

199 

329 

Disease-  of  ireulto-urnlary  system  

217 

607 

383 

Acute  myocardial  Infarction   

653 

556 

411 

Fracture  of  neck  of  femur  

764 

840 

671 

Bones  and  organs  of  movement  

275 

388 

284 

Diat>etes  inellltus       

374 

376 

334 

'All  types  of  hospitals  combined:  total  charges  Include  those  footed  by  public  or  private  welfare  agencies 
as  well  as  costs  met  out  of  Insurance  benefits  or  paid  directly  by  private  Individuals. 

Source  Basic  Facts  on  the  Health  and  Economic  Status  of  Older  Americans:  A  staff  report  to  the  Special 
Committee  on  Aging,  U.S.  Senate  (Committee  Print,  87tli  Cong.,  1st  sess.)  June  2,  1961,  p.  8. 


the  average  bill  was  little  more  than  half  that  of  the  aged  person.  The 
longer  stay  of  the  latter  would  be  expected  to  result  in  higher  total 
costs  for  the  hospital  room.  In  addition  his  laboratory,  drug,  and 
other  ancillary  costs  are  also  greater  than  the  younger  patient's,  as 
the  figures  in  table  18  illustrate. 

Information  on  the  impact  of  hospital  costs  on  aged  persons  is 
available  also  from  the  1957  survey  of  OASI  beneficiaries.  Although 
limited  to  persons  receiving  OASI  benefits,  in  several  respects  the 
data  are  more  complete  than  those  of  other  studies  cited.  First,  they 
obtained  detail  not  only  on  general  hospitals,  but  on  episodes  in 
chronic-care  institutions  and  nursing  homes  as  well.  Furthermore, 
they  make  it  possible  to  study  the  total  medical  costs — including  those 
not  directly  associated  with  the  hospitalization.  And  finally  they 
have  been  analyzed  for  married  couples  separately  from  other  aged 
beneficiaries,  an  analysis  particularly  meaningful  in  considering 


Table  18. — Charges  for  Hospital  Services:  Average  per  patient  by  age,  Michigan 

hospital*,  1958 


Selected  hospital  services 

Age  of  patient 

65  and  over 

Under  65 

Total  hospital  bill  '  

$399 

$217 

Accommodation  charges    

228 
171 

117 
100 

Lnhoritory      

38 
69 
23 
6 
35 

22 
35 
12 
2 
29 

Drugs,  dressings,  supplies,  oxygen  

X-ny    

EKG  and  BMR   

Othor  

1  All  types  of  hospitals  combined. 

Source:  Basic  Fncts  on  the  Health  and  Economic  Slitus  of  Older  Americans:  A  staff  Report  to  the  Special 
Committee  on  Aging,  U.S.  Senate  (Committee  i'rinl,  87th  Cong.,  1st  sess.),  June  2,  1961,  p.  8. 
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ability  to  pay.  It  is  the  combined  resources  of  husband  and  wife  that 
will  be  tapped  in  the  event  either  becomes  ill. 

Among  married  couples,20  every  fifth  had  one  or  both  spouses  in  a 
hospital  sometime  during  the  survey  year  and  just  about  one  in  seven 
of  the  nonmarried  beneficiaries  were  in  a  hospital  also.  Almost  all 
the  married  patients  (96  percent)  were  in  a  general  hospital  (includ- 
ing short-stay  special  hospitals),  but  about  1  out  of  5  of  the  non- 
married  beneficiaries  reported  as  hospitalized  were  treated  in  a 
chronic-care  institution  or  nursing  home. 

Roughly  a  fourth  of  the  hospitalized  beneficiaries  could  not  report 
in  detail  cost  of  their  hospital  care,  because  they  did  not  know  how 
much  had  been  paid  by  others,  they  had  not  yet  received  the  bill,  or 
they  knew  only  the  combined  total  for  hospital  and  doctor.  As  used 
here,  costs  include  all  incurred  expenses  regardless  of  how  or  by  whom 
they  were  paid.  About  half  of  those  not  reporting  costs  had  been 
treated  in  a  public  hospital  where  presumably  limited  ability  to  pay 
was  a  factor  in  admission.  Of  those  Avho  did  report  costs,  half 
the  couples  with  a  general  hospital  stay  incurred  hospital  charges 
of  $250  or  more,  and  half  the  nonmarried  had  charges  of  at  least  $200 
(Appendix  A,  table  11).  The  average  cost  however,  was  much 
higher — a  total  of  $430  per  couple  and  $360  per  nonmarried  bene- 
ficiary. 

Impact  of  hospitalization  on  total  medical  costs 

Although  1  in  6  aged  persons  enters  a  hospital  during  a  given  year 
(counting  those  who  died  during  the  year),  all  must  be  prepared  for 
the  eventuality.  It  has  been  estimated  that  9  out  of  10  persons  who 
reach  age  65  will  be  in  a  hospital  at  least  once  in  their  remaining  life- 
time, and  as  many  as  2  out  of  3  will  be  in  more  than  once.  No  one  can 
foretell  just  when  his  turn  will  come,  but  all  the  evidence  indicates 
that  the  year  it  does  will  find  him  experiencing  considerably  higher 
total  medical  costs  than  before.  Thus,  among  OASI  beneficiary  cou- 
ples with  neither  member  hospitalized  in  1957,  median  total  medical 
costs  for  the  year  were  $150  (excluding  those  unable  to  report  costs). 
For  couples  having  one  or  both  members  hospitalized  in  either  a  short 
or  long-stay  hospital  median  total  medical  costs  for  the  year  were 
$700 — nearly  5  times  as  high.  Corresponding  median  costs  for  the 
year  for  nonmarried  beneficiaries  were  $600  for  those  with  a  hospital 
illness  ($500  if  only  general  hospitals  are  considered)  and  $80  for 
those  without. 


*°  As  used  here  and  throughout  this  report,  the  survey  data  for  married  couples 
apply  to  aged  beneficiaries  and  their  spouses,  whether  or  not  entitled  to  benefits. 
In  some  instances  the  spouses  were  under  age  05- 
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Of  the  beneficiaries  hospitalized  in  a  general  hospital  and  able  to 
report  all  their  costs,  1  out  of  3  couples  and  1  out  of  5  nonmarried 
beneficiaries  incurred  at  least  $1,000  in  total  medical  bills  during  the 
year  (Appendix  A,  table  12).  The  average  total  medical  bill  for  the 
year  for  those  with  a  general  hospital  stay  amounted  to  $960  for  the 
couples,  and  $735  for  the  nonmarried.  The  hospital  care  costs  alone 
represented  about  45  percent  and  49  percent,  respectively,  of  these 
total  costs  for  the  year.  If  medical  costs  could  be  computed  for  all 
beneficiaries  with  a  hospital  illness,  including  those  who  did  not  pay 
their  own  way,  the  hospital  expense  might  represent  an  even  larger 
share  of  the  year's  total  medical  costs  because  hospital  care  is  probably 
obtained  free  or  at  reduced  rates  more  often  than  out-of-hospital 
services. 

A  beneficiary  in  a  hospital  sometime  during  the  year  was  likely  to 
find  the  hospital  costs  alone  came  to  more  than  twice  the  medical  costs 
of  all  kinds  for  the  whole  year  by  a  beneficiary  with  no  hospitalized 
illness,  as  the  following  figures  illustrate : 21 


Averare  medical  costs 
Incurred  in  1957 

Total 

Hospital 
costs 

Counles: 

One  nr  both  in  eeneral  hosnltal..  

$960 
195 

735 
115 

$430 

Neither  in  reneral  hospital  

Nonmarried  beneficiaries: 

In  reneral  hospital    

360 

Not  in  general  hospital      

With  the  general  climb  in  prices  of  medical  care  items  since  1957, 
particularly  marked  in  the  case  of  hospital  accommodations,  aged 
persons  having  a  hospital  illness  would  face  costs  totaling  consider- 
ably higher  today.  For  instance,  half  the  beneficiary  couples  with 
either  or  both  members  in  a  hospital  at  today's  prices  would  be  likely 
to  incur  total  medical  bills  for  the  year  of  at  least  $825  rather  than 
the  $700  which  represented  median  incurred  costs  under  similar  con- 
ditions in  1957.  Total  medical  bills  for  the  year  at  December  1961 
prices  would  average  about  $1,160,  of  which  hospital  costs  alone  would 
represent  49  percent  as  opposed  to  the  45  percent  of  4  years  earlier. 


11  Based  on  those  able  to  report  costs.  Hospitalization  here  implies  a  stay 
in  a  general  hospital — including  short-stay  special  hospitals.  A  small  number 
of  beneficiaries,  mostly  nonmarried,  who  spent  no  time  in  a  general  hospital  but 
did  have  a  stay  in  chronic-care  institutions  are  excluded  entirely.  Adding  in 
their  costs  would  raise  the  average  total  costs  for  the  year  for  beneficiaries  not 
in  a  general  hospital  from  $195  to  $205  for  the  couples  and  from  $115  to  $145  for 
the  nonmarried. 
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Limitations  of  expenditure  data  as  a  measure  of  need 

Because  of  the  difficulties  of  determining  the  dollar  value  of  care 
for  which  they  do  not  themselves  pay,  expenditures  for  medical  care 
computed  solely  on  the  basis  of  reports  by  private  individuals — as  in 
the  beneficiary  survey  or  the  HIF  series— cannot  measure  the  full  im- 
pact of  medical  need :  They  leave  out  the  experience  of  those  who  can- 
not themselves  assume  financial  responsibility  for  their  care  because 
resources  are  inadequate  or  the  need  too  great,  as  well  as  some  cases 
where  the  individual  does  not  feel  it  necessary  to  keep  track  of  costs 
met  by  prepayment.  They  also  give  little  indication  of  the  share  of 
the  burden  assumed  by  others — the  adult  children  or  other  relatives, 
the  community  at  large,  or  the  paying  patients  whose  charges  may  be 
greater  because  of  others  who  do  not  pay  their  way. 

Data  for  the  aged,  with  their  high  mortality  rates,  are  affected  in 
addition  by  the  omission  of  costs  incurred  in  the  last  year  of  life  by 
persons  living  apart  from  relatives  at  the  time  of  death.  The  extent 
of  utilization  of  hospitals  in  terminal  illness  was  discussed  in  Chapter 
3.  The  heavy  cost  of  terminal  illness  is  illustrated  by  data  for  a 
small  group  of  OASI  beneficiaries  whose  spouse  had  died  during  the 
1957  survey  year.  The  total  medical  expenses  for  the  beneficiary  and 
deceased  spouse  were  more  than  twice  those  for  other  couples. 
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PART  II 


Individual  Resources  for  Meeting  Health  Needs 

CHAPTER  5.  RESOURCES  AND  BUDGET  NEEDS 

While  persons  G5  and  over  have  medical  costs  at  least  twice  as  large 
as  younger  persons,  they  have,  on  the  average,  only  about  half  as  much 
income.  This  discrepancy  is  not  offset  to  any  great  extent  by  differ- 
ences in  needs  for  other  goods  and  services.  To  be  sure,  aged  persons 
are  more  likely  than  the  younger  persons  to  own  a  mortgage-free 
home  and  other  assets,  but  relatively  few,  particularly  among  those 
with  the  lowest  income,  have  enough  cash  savings  or  assets  to  finance 
a  major  illness. 

Money  income 

Income  and  retirement. — Retirement  from  employment  usually 
brings  a  sharp  drop  in  income.  For  example,  in  1900  aged  men  who 
did  not  work  at  all  had  only  a  third  as  much  income  as  aged  men  with 
full-time  jobs  all  year,  and  less  than  half  as  much  as  those  who  had 
full-time  jobs  during  part  of  the  year.  Looked  at  in  another  way, 
those  who  had  no  earnings  had  on  an  average  not  much  more  than 
half  as  much  as  the  men  who  did  have  earnings  as  well  as  other  income. 
(Table  19) 

Although  women  look  to  their  husbands  for  some  or  all  of  their 
support,  more  than  three-fifths  of  the  women  past  65  years  of  age 
must  depend  on  themselves  or  on  benefit  rights  earned  by  their  de- 
ceased husbands.  In  1960,  nearly  a  fourth  of  all  older  women  re- 
ported no  cash  income  while  the  remaining  ones  had  a  median  income 
of  only  $820,  in  some  cases  supplementing  their  husband's  income 
and  in  other  cases  the  income  was  the  sole  source  of  their  support. 
As  in  the  case  of  men,  the  large  number  of  women  who  reported  no 
earnings  from  employment  had  roughly  half  as  much  income  as  the 
small  number  who  did  have  some  earnings. 

As  would  be  expected,  the  association  of  income  and  extent  of 
employment  reflects  itself  in  the  income  of  families.  In  1960,  of  the 
famiHes  with  head  65  or  older,  a  third  reported  no  earnings  and  had 
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Table  19. — Money  Income  of  Men  Aged  65  and  Over:  Annual  amount  and  -percent 
distribution  by  work  experience  and  source  of  income,  1960 


[Nonlnstitutional  population  of  the  United  States] 


Income  recipients 

Percent 

Characteristic 

Percentage 

with 

Percent  with— 

distribution 

income 

.Median 

income 

$1  to  $1,499 

$4,000  and 

or  less 

over 

Total   

100.0 

96.4 

$1, 698 

45.1 

17.2 

Work  experience: 1 

Did  not  work  in  1960    

56.8 

94.7 

1,363 

57.2 

5.1 

Worked  during  1960— 

At  part-time  jobs: 

49  weeks  or  less  

9.8 

99.6 

1,560 

48.3 

9.1 

50  to  52  weeks  

6.7 

99.1 

1, 779 

43.9 

17.1 

At  full-time  jobs: 

49  weeks  or  less    

9.7 

99.0 

2,930 

20.8 

34.1 

50  to  52  weeks  

16.8 

97.6 

4,115 

18.5 

51.0 

Source  of  income: 1 

No  income  

3.6 

Nonearned  income  only  

63.1 

100.0 

1,324 

59.7 

4.3 

Some  earnings — 

And  other  income   

33.4 

100.0 

2,  482 

27.4 

29.5 

No  other  income  

9.9 

100.0 

3,604 

26.8 

46.0 

i  The  data  on  income  by  source  and  by  work  experience  differ  slightly  because  the  former  were  obtained 
in  March  1961  and  the  latter  in  February  1961.  Not  all  reports  on  income  could  be  matched  with  those  on 
work  experience. 


Source:  Bureau  of  the  Census,  Current  Population  Reports;  Consumer  Income,  Series  P-60,  No.  37, 
"Income  of  Families  and  Persons  in  the  United  States:  1960,"  January  17,  1962. 

a  median  income  of  only  $1,920.  Only  10  percent  of  the  families 
reported  all  their  income  from  earnings,  and  they  averaged  $4,570 
for  the  year  (Appendix  A,  Table  6). 

For  aged  persons  living  apart  from  relatives  (23  percent  of  the 
aged  population),  three- fourths  reported  no  earnings  and  had  about 
half  as  much  income  as  those  with  earnings. 

Since  most  persons  65  and  over  have  no  earned  income,  and  public 
maintenance  programs  are  limited  in  what  they  pay,  it  is  not  sur- 
prising that  most  older  persons  must  get  along  on  relatively  low 
incomes.  Counted  as  individuals,  more  than  half  (53  percent  of  those 
not  in  institutions)  had  less  than  $1,000  in  1960  and  3  in  every  4  had 
less  than  $2,000.  (Appendix  A,  Table  7.)  How  "low"  this  is  de- 
pends on  the  need  for  income  and  also  how  it  compares  in  amount 
with  the  income  of  others  in  the  population. 

Income  and  family  situation. — For  2-person  families,  which  repre- 
sent nearly  three- fourths  of  all  older  families,  the  median  income  in 
1960  was  less  than  half  as  large  when  the  family  head  was  aged  65  or 
over — $2,530 — as  when  he  was  under  age  65 — $5,314  (Table  20  and 
Appendix  A,  Table  8). 

For  persons  living  alone  or  lodging  with  nonrelatives,  the  economic 
disadvantage  of  the  aged  is  even  more  marked  (Table  21) .  This  is  be- 
cause only  about  one-fourth  of  the  former,  as  compared  with  more 
than  five-sixths  of  younger  persons  in  a  similar  situation  had  any 
earnings  in  1960. 
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Table  20. — Money  Income  of  Families:  Annual  amount  and  percent  distribution 
by  amount  of  income,  age  of  family  head,  and  size  of  family,  1960 


[Nonlnstitutlonal  population  of  the  United  States] 


Income  and  age  of  family  head 

All 
families  1 

Families  containing — 

2  persons 

3  persons 

4  persons 

5  or  more 

persons 

Median  money  income  of  family: 

Head  65  and  over  

$2, 897 

$2, 530 

$4,122 

$6,100 

$5,727 

Head  under  65  

5,905 

6,314 

6,930 

6,300 

6,074 

Percent  of  families  with  income  of— 

Under  $2,000: 

Head  65  and  over  

31.4 

35.7 

20.3 

17.6 

17.9 

Head  under  65  

10.2 

16.0 

9.0 

6.5 

8.9 

$7,000  and  over: 

Head  65  and  over...   

16.4 

11.5 

23.5 

41.4 

37.9 

Head  under  65  

37.1 

31.1 

37.8 

41.0 

38.8 

Percentage  distribution  by  size: 

Head  65  and  over  

100.0 

72.9 

16.4 

6.1 

5.6 

Head  under  65     

100.0 

26.4 

21.6 

22.9 

29.1 

>  Mean  sizes:  65  and  over,  2.5  persons;  under  65,  3.9  persons. 

Source:  Bureau  of  the  Census,  Current  Population  Reports:  Consumer  Income,  Series  P-60,  No.  37, 
"Income  of  Families  and  Persons  in  the  United  States:  1960,"  January  17,11962. 


The  very  large  disparity  in  income  for  2-person  families  doubtless 
reflects  the  relatively  large  proportion  of  older  2-person  families  in 
which  neither  member  worked  during  1960.  Three-person  families, 
often  including  an  adult  child  living  at  home,  are  more  likely  to  have 
at  least  one  regularly  employed  member.  Their  median  income  was 
only  about  30  percent  less  than  that  of  younger  families.  For  even 
larger  families,  which  are  very  few  in  number,  there  was  no  significant 
difference  in  the  average  income,  presumably  because  many  of  these 
families  with  an  aged  head  contained  several  adults,  including 
younger  ones,  in  the  productive  ages.  Regardless  of  the  size  of 
family,  the  proportion  with  less  than  $2,000  in  1960  was  at  least  twice 
as  large  when  the  family  head  was  over  65  as  when  he  was  younger 
(Chart  4). 

Table  21. — Money  Income  of  Persons  Living  Alone  or  Lodging:  Annual  amount 
and  percent  distribution  by  amount  of  income,  age,  and  sex,  1960 


[Noninstltutional  population  of  the  United  States] 


Income  and  age 

Total 

Men 

Women 

Median  money  income: 

65  and  over     

$1,053 

$1, 313 

$960 

Under  65   _    

$2,571 

$3,371 

$2, 152 

Percent  with  income  of— 

Under  $1,500: 

65  and  over    

69.0 

59.2 

72.9 

Under  65.  _  

35.5 

28.7 

40.9 

$4,000  and  over: 

65  and  over     

6.4 

9.8 

5.0 

Under  65     

31.4 

42.7 

22.7 

Percent  distribution  by  sex: 

65  and  over     

100.0 

27.5 

72.5 

Under  65     

100.0 

44.0 

66.0 

Source:  Bureau  of  the  Census,  Current  Population  Reports:  Consumer  Income,  Series  P-60,  No.  37,  "In- 
come of  Families  and  Persons  in  the  United  States:  1960,"  January  17,  1962,  and  related  unpublished  data. 
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CHART  4.    MONEY  INCOME  OF  FAMILIES,  BY  FAMILY  SIZE, 
BY  AGE  OF  HEAD,  1960 


Fercent 


NCOME  UNDER  $2,000 


All  sizes 


SOURCE:    Bureau  of  the  Census 
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In  assessing  income  figures,  allowance  must  be  made  for  the  fact 
that  some  types  of  income,  such  as  realized  capital  gains  and  lump- 
sum insurance  payments,  are  not  included  in  the  income  definition 
used  in  the  survey.  The  Bureau  of  the  Census  report  calls  attention 
also  to  the  fact  that  understatements  of  income  in  field  surveys  tend 
to  be  more  serious  for  nonearned  than  for  earned  income.  It  con- 
cludes, however,  that  even  after  allowance  for  these  factors,  available 
evidence  suggests  that  a  substantial  proportion  of  older  nonearner 
families  still  had  incomes  totaling  less  than  $2,000  in  I960.22 

Aged  persons  living  in  the  homes  of  relatives  (who  "disappear"  in 
any  analysis  of  family  income)  typically  have  little  or  no  income  of 
their  own.  In  1960  more  than  half  the  aged  men  and  four-fifths  of 
the  aged  women  in  this  situation  had  less  than  $1,000  cash  income. 
Two-fifths  of  these  older  persons  were  living  in  the  home  of  married 
couples,  usually  their  married  children  likely  to  have  dependent  chil- 
dren also.  A  special  analysis  for  March  1959  shows  that  of  the  aged 
persons  who  lived  in  the  home  of  relatives  and  who  had  less  than 
$1,000  income  of  their  own  in  1958,  about  one-third  were  members  of 
families  whose  total  money  income  was  below  $3,000.  Half  were  in 
families  with  less  than  $5,000. 

Other  financial  resources 

Older  persons  are  somewhat  more  likely  than  younger  persons  to 
have  some  savings,  but  in  general  those  with  the  smallest  incomes  are 
the  least  likely  to  have  other  resources  to  fall  back  on.  Moreover,  most 
of  the  savings  of  the  aged  are  tied  up  in  their  homes  or  in  life  insur- 
ance, rather  than  in  a  form  readily  convertible  to  cash. 

According  to  the  1960  Survey  of  Consumer  Finances,  almost  as  many 
"spending  units"  23  with  head  65  and  over  had  less  than  $200  in  liquid 
assets,  bank  accounts  or  savings  bonds,  as  those  who  had  $2,000  or 
more  (Table  22).  Moreover,  their  liquid  assets  position  was  not 
strikingly  better  than  that  of  spending  units  with  younger  heads,  at 
least  than  those  with  heads  35-64.  The  relative  number  with  no  assets 
or  less  than  $200  was  about  the  same,  at  all  ages;  the  number  with 
$5,000  or  more  was  progressively  larger  the  older  the  unit.  But  fewer 
than  one-fourth  had  as  much  as  $5,000  even  in  the  case  of  those  65 
and  over. 


32  U.S.  Bureau  of  the  Census,  Current  Population  Reports:  Consumer  Income, 
Series  P-60,  No.  37,  "Income  of  Families  and  Persons  in  the  United  States :  1960," 
January  17,  1962,  p.  11. 

a  A  spending  unit  is  defined  to  consist  of  related  persons  who  pool  their  incomes. 
Married  couples  and  their  children  under  18  are  always  considered  members  of 
one  spending  unit.  Other  related  persons  are  separate  spending  units  if  they 
earn  more  than  $15  per  week  and  do  not  pool  their  income.  Persons  65  and  over 
living  with  and  dependent  on  relatives  (whose  situation  is  not  reflected  by  these 
data)  almost  certainly  have  fewer  assets  than  the  financially  independent  spend- 
ing units  with  head  aged  65  and  over. 
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Table  22  — Value  of  Liquid  Assets:  Distribution  of  spending  units  by  size  of 
holdings  and  age  of  head,  early  1960 


[Noninstitutional  population  of  the  United  States] 


Age  of  head 

Value  of  liquid  assets 

65  and  over 

45  to  64 

35  to  44 

Under  35 

Total  

100 

100 

100 

100 

Do  not  own     

30 

22 

20 

26 

Own: 

$1  to  $199-    _._  

6 

11 

18 

$200  to  $999    

14 

22 

26 

}  « 

$1,000  to  $1,999   

10 

13 

14 

$2,000  to  $4.999    ._  

18 

15 

12 

}  » 

$5,000  and  over..  —  

22 

17 

10 

2 

Median  value: 

All  spending  units  

$1,000 

$800 

$700 

$400 

Holders  only   

$3,000 

$1, 100 

$900 

$700 

Source:  University  of  Michigan,  Institute  for  Social  Research,  Research  Center,  1960  Survey  of  Consumer 
Finances,  1961. 


It  is  noteworthy,  also,  that,  in  a  special  study  of  low-income  fami- 
lies, about  two-thirds  of  the  older  spending  units  who  reported  less 
than  $500  liquid  assets,  had  not  had  $500  within  the  previous  5  years.24 

Relatively  few  of  the  aged  hold  any  marketable  securities  (Ap- 
pendix A,  Table  9),  and  those  who  do  usually  are  the  ones  who 
have  other  liquid  assets  also.  Only  one  in  seven  of  the  aged  spending 
units  reported  owning  corporate  stock  in  1960.  Three  years  earlier, 
when  this  question  was  last  studied  for  the  Federal  Reserve  Board, 
only  one  in  nine  had  corporate  stocks  or  bonds  and  virtually  all  of 
these  stockholders  were  among  the  group  that  had  over  $2,000  in 
other  liquid  assets.  About  one  in  five  in  1960  reported  some  real  es- 
tate other  than  their  own  dwelling,  but  it  appears  from  other  sources 
that  not  infrequently  this  was  a  rental  unit  in  their  home,  which  there- 
fore could  not  easily  be  converted  to  cash. 

Having  savings,  as  might  be  expected,  is  related  to  income.  The 
1959  Survey  of  Consumer  Finances,  conducted  for  the  Federal  Reserve 
Board,  found  that  among  spending  units  with  head  65  and  over: 

When  income  was  less  than  $3,000  (70  percent  of  the  total) 
47  percent  had  less  than  $200  in  liquid  assets,  and 
44  percent  had  liquid  assets  of  $500  or  more 

When  income  was  $3,000  to  $5,000 
21  percent  had  less  than  $200  in  liquid  assets,  and 
70  percent  had  liquid  assets  of  $500  or  more 

Relatively  few  of  the  aged,  according  to  the  1960  Survey  of  Con- 
sumer Finances,  have  more  than  one  type  of  asset  other  than  equity 
in  a  home.  The  distribution  by  number  and  pattern  of  their  holdings 
for  spending  units  with  head  65  and  over  is  shown  in  Table  23. 

"Morgan,  James,  and  David,  Martin,  "The  Aged  and  Their  Economic  Posi- 
tion— Some  Highlights  of  a  Survey  Taken  Early  in  1960,"  in  Retirement  Income 
of  the  Aging,  Hearings  oefore  the  Special  Committee  on  Aging,  U.S.  Senate,  (87th 
Cong.,  1st  sess.),  1961,  Appendix  IV. 
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Table  23. — Pattern  of  Asset  Holdings:  Distribution  of  spending  units  by  age  of 
spending  unit  head  and  number  and  type  of  holding,  early  1960 


Number  and  type  of  holding 

Age  of  head 

65  and 
over 

45  to  64 

35  to  44 

Under  35 

Total   

100 

100 

100 

100 

13 

11 

13 

20 

30 

25 

23 

44 

Liquid  assets   

15 
13 
1 

15 
9 
1 

17 
5 
1 

37 
5 
1 

Equity  in  home  or  farm  

1  other   

2  only    -   

34 

36 

39 

25 

Liquid  assets  and  equity  

26 
8 

29 
7 

32 
7 

17 
8 

2  others  

3  only    

19 

21 

20 

8 

Liquid  assets,  equity  and  stock  

7 
11 
1 

8 
9 
4 

8 
7 
5 

2 
3 
3 

Liquid  assets,  equity  and  other  real  estate    

3  others  

4  or  5—    

4 

7 

5 

3 

Source:  University  of  Michigan,  Institute  for  Social  Research,  Survey  Research  Center,  1960  Surrey  of 
Consumer  Finances,  1961. 


Reports  on  the  value  of  the  various  types  of  assets  (as  shown  in 
Appendix  A,  table  9)  make  it  clear  that  in  amount  as  well  as  frequency 
of  ownership,  the  home  is  far  more  important  than  any  other  asset. 
Even  with  the  equity  in  the  home  included,  more  than  one-third  have 
total  assets  of  less  than  $5,000 ;  only  two-fifths  have  $10,000  or  more. 

In  an  effort  to  determine  the  relative  numbers  with  various  combi- 
nations of  resources  to  meet  medical  care  costs,  data  from  a  Survey 
Research  Center  study  were  tabulated  by  income  in  1959,  by  savings 
cross-classified  by  whether  or  not  any  type  of  health  insurance  was 
owned.  They  show  that  while  some  older  people  have  substantial 
resources  in  the  bank  or  in  Government  bonds,  the  great  majority 
do  not  (Appendix  A,  table  10).  About  70  percent  of  the  couples 
with  head  aged  65  or  over  and  85  percent  of  the  other  persons  65 
years  or  over  had  less  than  $5,000  in  savings.  Almost  three-fifths 
of  these  couples  and  almost  three- fourths  of  the  other  aged  persons 
with  less  than  $5,000  savings  had  no  health  insurance. 

This,  as  other  studies,  shows  that  the  lower  their  income  the  less 
likely  are  the  aged  to  have  either  substantial  savings  or  any  health 
insurance.  Indeed,  of  these  in  the  lowest  income  group  (under 
$2,000  for  couples,  under  $1,000  for  others,  including  more  than  one- 
third  of  the  couples  and  more  than  half  the  other  aged)  almost  90 
percent  had  less  than  $5,000  savings  with  nearly  four-fifths  of  them 
having  no  health  insurance  at  all. 

Life  insurance  is  a  fairly  common  form  of  saving,  although  less  so 
among  the  aged  than  among  younger  families.  The  policies  of  the 
aged  have  a  relatively  low  face  value,  and  some  of  them  have  no  cash 
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surrender  value.  The  proceeds  are  therefore  more  likely  to  be  used 
for  burial  costs  or  some  of  the  bills  outstanding  after  a  terminal  ill- 
ness, than  to  meet  costs  of  current  medical  care. 

Among  OASI  beneficiaries  studied  in  the  fall  of  1957,  71  percent 
of  the  married  couples  and  half  of  the  other  aged  beneficiaries  carried 
some  life  insurance.  The  median  face  value  was  $1,850  for  the  policies 
carried  by  couples  and  less  than  half  as  much  for  nonmarried  bene- 
ficiaries. More  than  two-thirds  of  all  the  beneficiaries  either  held 
policies  with  a  face  value  of  less  than  $1,000  per  person,  or  had  no 
insurance  at  all. 

Home  oicnership 

Equity  in  a  home  is  the  most  common  "saving"  of  the  aged  and 
represents  the  major  portion  of  their  net  worth.  Like  other  forms  of 
saving,  the  advantage  of  home  ownership  is  more  common  among 
those  with  higher  incomes. 

In  early  1960,  almost  two-thirds  of  the  nonfarm  families  headed 
by  a  person  65  and  over  owned  their  homes,  with  more  than  four-fifths 
of  the  homes  clear  of  mortgage  debt. 

Among  OASI  beneficiaries  studied  in  1957,  about  two  out  of  three 
of  those  married  and  one  out  of  three  of  the  nonmarried,  owned  a 
nonfarm  home.  Most  of  these  homes  were  mortgage  free,  but  the 
equity  was  relatively  modest :  The  median  amount  was  about  $8,000 
for  couples  and  widows  and  about  $6,000  for  single  retired  workers. 
Nearly  eight  out  of  10  of  the  beneficiary  couples  with  income  of  $5,000 
or  more,  but  fewer  than  two  out  of  three  with  less  than  $1,200,  owned 
their  homes. 

While  home  ownership,  particularly  mortgage-free,  can  mean  lower 
out-of-pocket  costs,  still  it  does  not  mean  living  without  significant 
housing  costs.  Data  from  the  1957  beneficiary  survey  indicate  that 
urban  couples  keeping  house  alone  in  a  paid-up  home  averaged  only 
about  30  percent  less  for  taxes,  upkeep  and  utilities  than  the  average 
outlay  for  rent  and  utilities  by  couples  renting  their  living  quarters. 

Noncash  income 

Many  aged  persons  have  noncash  resources  which  enable  them  to 
enjoy  better  living  than  their  money  resources  alone  could  make  pos- 
sible. Such  "nonmoney"  income,  however,  does  not  necessarily  re- 
lease an  equivalent  number  of  dollars  for  purchasing  goods  and 
services,  such  as  health  care. 

According  to  the  1957  survey  of  OASI  beneficiaries,  four  out  of 
5  couples  and  three  out  of  five  nonmarried  beneficiaries  had  some  non- 
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cash  income  of  one  or  more  of  the  following  types :  An  owned  home  or 
rent-free  housing,  food  home-grown  or  obtained  without  cost,  or 
medical  care  for  which  the  beneficiary  did  not  pay.25  Others  received 
some  support  from  the  children  or  relatives  with  whom  they  lived. 

A  fourth  of  all  beneficiary  couples  and  almost  a  tenth  of  all  other 
aged  beneficiaries  raised  some  food.  Such  food  makes  for  a  better 
and  more  interesting  diet,  but  the  net  saving  in  family  food  expendi- 
tures is  likely  to  be  considerably  less  than  dollar  for  dollar. 

Evaluation  of  these  noncash  resources  requires  so  many  arbitrary 
decisions  that  it  is  rather  seldom  attempted.  Survey  Research  Center 
staff  members,  however,  did  estimate  for  their  analysis  of  income 
distribution  and  factors  affecting  low-income  families,  not  only  the 
imputed  rental  income  earned  on  the  net  equity  in  owner-occupied 
homes,  and  the  value  of  free  medical  care,  but  even  the  value  of  food 
and  housing  contributed  by  relatives  in  the  same  household  and  the 
money  saved  by  growing  food  and  doing  home  repairs.  They  report 
that  adding  such  nonmoney  components  of  income  increases  the  in- 
come averages  for  couples  and  other  persons  aged  65  and  over  by 
only  $300  or  $400.  It  reduces  the  proportion  with  less  than  $2,000  in 
1959  from  46  percent  to  35  percent  for  units  consisting  of  aged 
couples  or  nonmarried  males ;  from  89  percent  to  79  percent  for  aged 
women.28 

Measures  of  need 

Questions  are  raised  from  time  to  time  as  to  the  relative  income 
needs  of  aged  persons  and  of  younger  families.  It  is  suggested  that 
the  actual  incomes  received  by  aged  persons  are  not  as  low  as  they 
appear  to  be  relative  to  those  of  younger  persons,  in  view  of  the  lesser 
budgetary  needs  of  the  aged. 

Budget  needs  of  retired  and  younger  worker  families. — Family 
budgets,  designed  to  provide  a  measure  of  the  amount  of  money  re- 
quired to  support  a  given  level  of  living,  have  usually  been  developed 
for  a  specific  type  of  family.  Comparisons  between  budgets  have  to 
take  into  account  not  only  differences  in  family  size  and  composition 
but  also  differences  in  concept  and  in  implied  standards  of  adequacy. 
Shared  items  of  expense,  such  as  housing,  have  a  different  impact  on 

25  This  assumes  that  home  ownership  yields  noncash  income  in  the  long  run, 
although  about  one-fifth  of  the  homeowners  reported  current  housing  expenses 
for  the  survey  year  that  exceeded  the  estimated  rental  value  of  the  home. 
Roughly  every  third  homeowner  reported  noncash  income  from  another  source, 
usually  food,  because  homeowners  are  more  likely  than  renters  to  have  garden 
space. 

M  Morgan,  James,  and  David,  Martin,  "The  Aged  and  Their  Economic  Posi- 
tion— Some  Highlights  of  a  Survey  Taken  Early  in  19G0,"  in  Retirement  Income 
of  the  Aging,  Hearings  Before  the  Special  Committee  on  Aging,  U.S.  Senate 
(87th  Cong.,  1st  sess.),  1961,  Appendix  IV.  Fuller  description  of  procedures 
will  be  provided  in  a  book  entitled  Income  and  Welfare  in  United  States,  to  be 
published  during  1962  by  McGraw-Hill  Book  Co. 
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the  total  budget  of  a  large  family  than  on  that  of  a  single  person  or 
a  couple. 

The  budget  for  a  City  Worker's  Family  of  four  persons  and  the 
budget  for  a  Ketired  Couple,  released  by  the  Bureau  of  Labor  Sta- 
tistics in  1960,  use  the  same  methodology ;  both  represent  a  "modest 
but  adequate"  level  of  living.27  Since  the  City  Worker's  Family 
Budget  applies  to  a  family  of  4  persons,  the  budget  amounts  cannot 
be  compared  directly  with  those  for  an  elderly  couple.  Nor  would 
it  be  entirely  fair  to  place  both  budgets  on  a  per  capita  basis.  In 
order  to  compare  the  two  budgets,  an  adult-equivalent  relationship 
was  used ;  specifically  the  amounts  in  the  elderly  couple's  budget  were 
divided  by  2,  those  in  the  4-person  family  budget  by  Sy2,  treating  the 
13-year  old  boy  as  an  adult,  the  8-year  old  girl  as  half  an  adult.  The 
relationship  between  the  per-adult  cost  for  elderly  couples  and  for  a 
young  worker's  family  is  shown  in  table  24  for  six  cities  in  different 
regions  of  the  country. 

Table  24. — Budget  Costs:  Relative  costs  for  retired  persons  and  members  of  city 
worker's  family  by  category,  1959 


Relative  costs ' 


Item 

Los 

St. 

Wash- 

Atlanta 

Boston 

Chicago 

Angeles 

Louis 

ington, 

D.C. 

Estimated  total  cost '  

84 

92 

90 

87 

87 

87 

Cost  of  goods  and  services  

98 

108 

105 

102 

103 

103 

89 

90 

89 

90 

90 

90 

Housing    

119 

145 

135 

129 

130 

131 

Rent,  heat,  utilities  — 

118 

145 

135 

128 

131 

131 

House  furnishings  .  

86 

89 

89 

87 

87 

86 

Household  operation  and  com- 

munications  

181 

210 

200 

219 

189 

195 

Clothing...  —  

68 

68 

69 

68 

68 

68 

156 

172 

176 

151 

160 

156 

Transportation   

68 

61 

60 

68 

61 

59 

Other  goods  and  services..  

102 

108 

106 

106 

105 

107 

1  Ratio  of  per  capita  cost  of  retired  elderly  couple's  budget  to  per  adult  equivalent  cost  of  city  worker's 
family  budget,  in  which  the  boy  is  treated  as  an  adult;  the  girl  8  as  half  an  adult. 

1  Includes  life  Insurance,  occupational  expenses,  and  personal  taxes  for  the  worker's  family.  The  budget 
for  a  retired  couple  makes  no  allowance  for  life  Insurance  nor  Federal  Income  taxes. 

Source:  "The  Interim  City  Worker's  Family  Budget,"  Monthly  Labor  Review,  August  1960,  and  "The 
BLS  Interim  Budget  for  a  Retired  Couple,"  Monthly  Labor  Review,  November  1960. 

With  some  variations  from  one  city  to  another  the  amounts  of  money 
required  for  medical  care  of  aged  persons  in  reasonably  good  health 
were  50  to  75  percent  higher  than  the  comparable  (per  adult-equiva- 
lent) amounts  for  younger  families.  Housing  costs  were  also  signifi- 
cantly higher  for  the  older  persons,  as  might  be  expected  with  the 
smaller  size  household.  Food  costs  were  somewhat  lower,  the  costs  of 
clothing  and  transportation  substantially  lower.   The  cost  of  all  the 


"A  detailed  description  of  these  budgets  may  be  found  in  "The  Interim  City 
Worker's  Family  Budget,"  Monthly  Labor  Review,  August  1960;  "The  BLS 
Interim  Budget  for  a  Retired  Couple,"  Monthly  Labor  Review,  November  1960; 
and  Orshansky,  Mollie,  "Budget  for  an  Elderly  Couple :  Interim  Revision  by  the 
Bureau  of  Labor  Statistics,"  Social  Security  Bulletin,  December  1960. 
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goods  and  services  budgeted  for  an  aged  person  was  very  close  to  or 
slightly  above  the  per  adult-equivalent  cost  of  all  goods  and  services 
for  the  members  of  a  younger  family.  However,  when  account  is 
taken  of  the  personal  taxes,  life  insurance,  and  occupational  expenses 
that  would  be  paid  by  the  younger  families,  the  total  costs  incurred  by 
an  aged  person  are  between  84  and  92  percent  of  the  per  adult-equiva- 
lent cost  for  a  member  of  a  young  worker's  family. 

While  the  BLS  budgets  relate  to  families  and  elderly  couples  living 
in  large  cities  or  their  suburbs,  there  is  no  reason  to  think  that  the 
relationship  between  the  costs  for  older  and  for  younger  families 
would  be  markedly  different  in  small  cities  or  in  rural  areas. 

By  contrast,  as  previously  noted,  2-person  families  have  only  half 
as  much  income  on  the  average  when  the  head  of  the  family  is  65 
and  over  (including  any  still  working)  as  when  the  head  is  younger. 
And  almost  three-fourths  of  all  older  families  consist  of  only  a  hus- 
band and  wife  or  the  head  and  one  relative. 

Although  older  persons  are  somewhat  more  likely  than  younger 
persons  to  have  some  savings,  as  already  mentioned,  those  with  the 
smallest  incomes  are  the  least  likely  to  have  other  resources,  and  most 
of  their  savings  are  tied  up  in  their  homes  or  in  life  insurance,  not 
readily  convertible  to  cash.  Moreover,  when  a  younger  family  goes 
into  debt  to  purchase  a  home  or  durable  goods,  or  to  pay  for  medical 
care,  it  does  so  in  the  expectation  of  being  able  to  pay  off  the  debt 
from  future  earnings.  When  a  retired  aged  person  draws  on  his 
savings  to  pay  for  medical  care,  he  does  so  without  hope  of  recovering 
his  former  position. 

Tax  provisions  favoring  the  aged 

Federal  tax  provisions  recognize  the  special  problems  encountered 
by  older  persons.  It  is  apparent,  however,  that  as  with  savings,  home 
ownership  and  similar  resources  of  the  aged,  the  more  favorable  their 
income  situation,  the  greater  the  advantage. 

Federal  tax  savings. — The  Treasury  Department  estimates  that  dur- 
ing the  1961-62  fiscal  year,  persons  aged  65  and  over  will  have  a  total 
tax  savings  of  $742  million  as  a  result  of  three  special  tax  provisions  of 
the  Federal  income  tax.  Of  the  total  tax  benefit,  the  double  exemp- 
tion for  persons  aged  65  and  over  accounts  for  $482  million  in  tax  sav- 
ings, the  retirement  income  credit  accounts  for  $120  million  in  tax 
savings,  and  the  special  medical  expense  deduction,  over  and  above 
the  deduction  available  to  all  age  groups,  accounts  for  $140  million. 

State  and  local  tax  provisions. — No  overall  appraisal  is  available 
of  the  extent  to  which  State  and  local  taxes  affect  the  aged.  Of  the 
35  States  that  levy  personal  income  taxes,  17  allow  additional  deduc- 
tions for  the  aged.  Some  have  favored  treatment  for  older  home  own- 
ers in  respect  to  real  estate  taxes. 
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CHAPTER  6.  PRIVATE  HEALTH  INSURANCE 


Availability  of  health  insurance  to  the  aged 

The  extent  and  quality  of  health  insurance  coverage  of  the  aged  is 
influenced  by  many  factors :  on  the  one  hand,  by  their  ability  to  pay 
full  cost  premiums  which  are  likely  to  be  high  because  of  their 
morbidity  rates ;  and  on  the  other  hand,  the  opportunities  they  have 
either  to  carry  over  into  retirement  the  insurance  they  had  while  em- 
ployed or  to  purchase  insurance  after  reaching  age  65. 

Group  coverage  before  retirement. — To  the  extent  that  the  aged  are 
gainfully  employed,  they  have  much  the  same  opportunities  as  other 
active  workers  to  obtain  health  insurance  on  a  group  basis.  But  only 
a  small  proportion  have  full-time  employment  and  many  of  these  are 
apparently  in  jobs  for  which  health  insurance  is  not  available  on  a 
group  basis  through  their  work.  The  1958  HIF-NORC  study  found 
that  93  percent  of  the  uninsured  individuals  65  and  over  in  the  labor 
force  reported  health  insurance  coverage  was  not  offered  through  their 
work. 

While  in  the  early  years  of  the  Blue  Cross  movement,  many  plans 
would  not  enroll  persons  who  were  65  years  or  older,  these  restrictions 
have  been  discarded  except  for  some  of  the  smaller  plans.  The  prac- 
tices of  Blue  Shield  plans  are  virtually  the  same  as  Blue  Cross. 
Neither  has  age  restrictions  on  continuation  of  enrollment  of  elderly 
persons  already  in  a  group. 

Some  of  the  insurance  companies  formerly  imposed  age  restrictions 
on  employees  for  group  coverage  but  these  carriers  now  generally 
accept  older  employees  in  the  work  group  enrollment  unless  the  em- 
ployer insists,  due  to  cost  factors,  on  age  restrictions. 

Few,  if  any,  of  the  so-called  independent  plans  have  age  restrictions 
on  initial  or  continued  enrollment  of  elderly  persons  under  group 
enrollment. 

Group  coverage  after  retirement. — During  the  last  5  or  10  years, 
many  employers  and  jointly  managed  union-management  welfare 
funds  have  developed  various  types  of  plans  to  include  retired  em- 
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ployees  under  their  group  health  insurance  program.28  Benefits  may 
be  the  same  as  for  active  employees  or  they  may  be  curtailed  in 
various  respects.  The  cost  sharing  arrangements  as  between  the  em- 
ployer and  employee  may  be  the  same  as  for  active  employees  or 
different. 

The  extent  to  which  health  insurance  is  made  available  to  retired 
employees  depends  not  so  much  on  the  carriers  as  on  whether  the  em- 
ployer, union,  or  welfare  fund  will  pay  the  added  costs  involved  in 
coverage  of  the  high-risk  retired.  Many  Blue  Cross  and  independent 
plans  will  also  extend  coverage  to  such  groups  of  retired  employees. 
Where  the  plans  experience  rate — and  most  Blue  Cross-Blue  Shield 
Plans  now  do — there  is  no  problem  for  them  in  covering  retired  em- 
ployees. "Where  the  plan  does  not  experience  rate,  acceptance  of 
retired  persons  makes  for  problems  for  the  carrier  since  the  group  in 
question  is  then  apt  to  have  higher  than  average  utilization  and  costs. 

No  comprehensive  data  are  available  as  to  the  extent  to  which  health 
insurance  has  been  made  available  to  retired  employees.  However, 
the  Bureau  of  Labor  Statistics  did  make  a  study  29  of  the  provisions 
of  300  collectively  bargained  health  and  insurance  plans  in  1959 
each  with  more  than  1,000  workers.  It  showed  that  provisions  for 
continuing  hospital  care  insurance  after  retirement  have  been  steadily 
increasing  under  collectively  bargained  plans,  averaging  about  1  to 
2  percentage  points  a  year  from  1955  to  1959.  Of  the  surveyed  em- 
ployees about  42  percent  were  in  firms  that  provided  hospital  pro- 
tection both  before  and  after  retirement.  Major  negotiations,  since 
1959,  in  the  steel,  aluminum  and  meatpacking  industries  for  extend- 
ing hospital  insurance  after  retirement  have  brought  this  coverage 
figure  up  to  an  estimated  53  percent. 

There  are  a  number  of  important  limitations  on  extension  of  hos- 
pital care  protection  to  retired  workers  through  employee-benefit 
plans  even  through  the  large,  collectively  bargained  plans.  First, 
even  when  such  benefits  are  incorporated  in  a  plan,  they  may  refer 
only  to  future  pensioners,  not  to  those  already  retired.30    Second,  in 

M  Usually  there  is  a  requirement  that  the  employee  must  have  worked  for  the 
company  or  in  the  case  of  a  multi-employer  welfare  fund,  in  the  industry,  for  a 
desismated  period,  say,  five  years  preceding  retirement. 

29 Bureau  of  Labor  Statistics:  Health  and  Insurance  Plans  Under  Collective 
Bargaining:  Hospital  Benefits,  Early  1959  (Bulletin  No.  1274),  1960;  Health 
Insurance  Plans  Under  Collective  Bargaining:  Surgical  and  Medical  Benefits, 
Late  Summer  1959  (Bulletin  No.  1280),  1960;  and  Health  and  Insurance  Plans 
Under  Collective  Bargaining:  Major  Medical  Expense  Benefits,  Fall  1960 
(Bulletin  No.  1293),  1961. 

50  A  1960  BLS  study  shows  that  69  percent  of  the  plans  that  continued  hospital 
benefits  after  retirement,  covering  87  percent  of  the  employees  in  such  plans,  pro- 
vided hospital  benefits  to  both  prior  and  future  pensioners ;  the  remaining  plans 
covered  future  pensioners  only. 
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most  instances,  to  continue  receiving  hospital  expense  protection  work- 
ers must  have  had  at  least  5  to  15  years  of  service  or  of  participation  in 
a  hospital  expense  plan.  Third,  because  of  the  relatively  high  costs 
involved  in  providing  elderly  persons  with  hospital  care  protection, 
many  plans  extending  such  protection  reduce  the  benefit  provisions 
after  retirement  in  a  variety  of  ways — such  as  placing  monetary  or 
time  limits  on  benefits..  This  particular  limitation  was  true  of  41 
percent  of  the  plans  with  hospital  benefits  for  retired  workers,  cover- 
ing 27  percent  of  the  employees.  Fourth,  many  plans  require  workers 
after  retirement  to  bear  a  larger  share  of  the  costs.  According  to 
the  BLS  study,  3  out  of  4  employees  in  plans  where  preretirement 
hospital  benefits  were  jointly  financed  had  to  pay  the  entire  cost  after 
retirement. 

The  plans  studied  by  the  Bureau  of  Labor  Statistics  are  more  or 
less  typical  of  those  in  unionized  industries  and  among  large  employers 
and  refer  to  less  than  10  percent  of  all  wage  and  salary  workers. 
They  undoubtedly  do  not  reflect  the  situation  in  smaller  or  nonunion- 
ized  firms,  which  generally  offer  less  in  the  way  of  health  and  welfare 
benefits.  It  seems  clear  that  fewer  than  half  of  today's  workers  can 
count  on  the  extension  of  present  health  benefits  into  retirement  years. 

Policy  conversion. — The  Blue  Cross  and  Blue  Shield  plans,  without 
exception,  have  always  followed  the  policy  of  permitting  members, 
irrespective  of  age,  who  leave  their  groups  to  continue  membership 
on  an  individual  basis.  The  benefits  offered  under  these  group  con- 
version contracts  are  generally  reduced  and  the  cost  is  higher  because 
of  adverse  selection  among  these  electing  to  convert  and  the  higher 
administrative  expense  of  non-group  business. 

Insurance  companies  formerly  did  not  offer  to  persons  leaving  a 
group  the  right  of  conversion  to  an  individual  policy.  However,  to- 
day many  companies  writing  group  health  insurance  offer  conversion 
privileges,  i.e.,  will  offer  it  if  the  employer  or  welfare  fund  wants 
this  feature  and  is  willing  to  pay  any  increased  cost  involved.  Some 
of  the  independent  plans  serving  the  general  public  follow  similar 
policies,  i.e.,  permit  subscribers  leaving  employed  groups  to  convert  to 
an  individual  contract ;  some  do  not. 

Thus,  to  a  very  large  extent,  older  persons  retiring  from  employment 
have  an  opportunity  to  convert  to  an  individual  policy  any  health 
insurance  which  they  had  held  as  an  employee.  In  general,  however, 
the  benefits  are  considerably  reduced  and  the  cost  substantially  in- 
creased on  conversion,  in  large  measure  because  the  employer  no  longer 
shares  in  the  cost. 
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Initial  nongroup  enrollment. — The  situation  is  less  favorable  with 
regard  to  purchase  of  health  insurance  on  an  individual  basis  by  older 
persons  not  in  the  labor  force.  There  are  a  number  of  problems  apart 
from  cost.  Some  aged  persons  cannot  buy  insurance  because  of  age- 
limits  on  nongroup  enrollment  or  because  they  are  poor  risks  due  to 
pre-existing  conditions.  Some  can  obtain  policies  only  if  they  accept 
a  waiver  of  coverage  for  pre-existing  conditions.  Some  find  it  im- 
possible to  renew  individual  policies  or  may  have  their  policies  can- 
celled. In  all  these  respects,  however,  the  situation  has  improved  in 
recent  years. 

Restrictions  becaicse  of  age.- — Almost  all  of  the  Blue  Cross  and  Blue 
Shield  plans  now  have  non-group  enrollment  provisions.  As  of  Janu- 
ary 1962,  all  but  2  of  the  79  U.S.  Blue  Cross  plans  had  nongroup 
enrollment,  but  only  18  had  no  age  limits  for  individual  enrollment. 
Thirty-one  plans  among  the  79  also  offered  "senior"  certificates,  i.e., 
without  age  limit,  but  these  commonly  restrict  benefits  and/or  cost 
more  as  compared  with  nongroup  contracts  offered  to  younger  per- 
sons. Nearly  one- fourth  of  the  plans  did  not  accept  initial  nongroup 
enrollment  from  persons  over  65  (table  25) .  All  but  2  of  the  68  U.S. 
Blue  Shield  plans  had  nongroup  enrollment,  16  with  no  age  limits, 
and  27  offering  "senior"  certificates.  Although  data  on  membership 
are  not  available  by  age  limits,  the  situation  seems  somewhat  more 
favorable  than  appears  from  a  count  of  plans  because  the  larger  plans 
tend  to  have  fewer  age  restrictions. 


Table  25. — Blue  Cross  and  Blue  Shield  Plans:  Age  limits  on  initial  non-group 

enrollment,  end  of  1961 


Age  limits 

Blue  Cross 
plans 

Blue  Shield 
plans 

Total       

79 

68 

31 
18 
2 
1 
15 
10 

27 
16 
1 

No  age  limit      

66  years    

17 
4 
1 

2 

£6  years   -   

No  nongroup  enrollment      

2 

Source.   Blue  Cross  Ouide,  January  1,  1962,  and  Blue  Shield  Manual,  late  December  1961. 


Although  some  of  the  730  insurance  companies  which  write  in- 
dividual (nongroup)  policies  do  not  sell  insurance  to  individuals  past 
60  or  65,  the  majority  now  accept  applications  from  persons  up  to  70 
or  even  75,  and  some  have  no  age  limits.  All  such  insurance  is  writ- 
ten at  rates  which  vary  with  age  and  sex,  however.  Rates  for  those 
persons  65  to  70  years  are  50  to  100  percent  higher  than  for  persons  of, 
say  30  years,  and  mount  sharply  for  those  beyond  70.  Moreover, 
policies  available  to  persons  65  and  over  generally  have  more  limited 
benefits  than  those  offered  to  younger  persons. 
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Restrictions  because  of  ill  health. — The  great  majority  of  the  Blue 
Cross  and  Blue  Shield  plans  which  enroll  aged  persons  on  a  nongroup 
basis  require  a  health  statement  from  the  person  applying  for  cover- 
age. An  applicant  with  a  health  history  which  indicates  that  he  may 
be  a  poor  risk  is  apt  to  be  rejected  or  the  policy  written  with  a  waiver 
of  coverage  for  specified  conditions.  Many  of  the  plans  exclude  cov- 
erage for  pre-existing  conditions  for  a  year  or  two,  or  even  for  life. 

Nearly  all  insurance  companies  require  a  health  history  statement 
of  the  prospective  individual  enrollee  with  rejection  likely  if  his  state- 
ment indicates  he  is  a  poor  insurance  risk.  In  some  cases  policies  sold 
contain  a  waiver  of  benefit  for  one  or  more  specific  conditions. 

Renewal  guarantees. — The  assurance  that  a  policy  is  non-cancellable 
and  guaranteed  renewable  is  always  important  to  policyholders,  but 
especially  for  those  65  years  and  older. 

Most  Blue  Cross  and  Blue  Shield  plans  follow  a  policy  of  never 
cancelling  or  refusing  to  renew  a  member's  certificate  because  of  his 
age  or  conditions  of  health.  Exceptions  are  very  rare. 

The  great  majority  of  insurance  companies,  on  the  other  hand,  have 
reserved  the  right  to  refuse  to  renew  an  individual  hospital,  surgical 
or  medical  insurance  policy  on  its  anniversary  date.  Despite  steady 
public  complaint  over  the  years,  most  individual  health  insurance 
policies  are  renewable  only  at  the  option  of  the  company  and  com- 
panies do  not  hesitate  to  refuse  to  renew  a  policy  on  an  insured  person 
who  has  become  a  poor  risk. 

These  practices  are  less  common  than  they  were,  however.  Some  30 
to  40  commercial  companies  now  issue  policies  which  are  guaranteed 
non-cancellable  and  renewable  for  life.  If  the  company  wishes  to 
raise  the  rate  on  an  individual  policy  of  this  character,  it  can  do  so 
only  if  it  raises  the  rate  on  all  policies  of  the  same  class.  An  esti- 
mated 500,000  of  the  2y2  million  aged  persons  covered  by  insurance 
companies  have  individual  policies  which  are  guaranteed  renewable.31 

New  York  State  prohibits  cancellation  or  refusal  to  renew  an 
individual  policy,  unless  similar  action  is  taken  with  respect  to  all 
policies  of  the  same  class.  North  Carolina  has  enacted  similar  legis- 
lation and  some  other  States  have  considered  or  are  considering  such 
legislation. 

Promotion  of  sales  to  the  aged. — Availability  of  individual  policies 
without  age  restrictions  does  not  mean  that  the  Blue  Cross-Blue 
Shield  Plans  or  the  commercial  companies  make  an  effort  to  sell  such 
insurance.  Indeed,  some  contracts  may  be  available  to  aged  persons 
only  during  a  limited  period,  such  as  two  weeks  or  a  month,  each  year. 

A  number  of  insurance  companies  have  experimented  with  mass 
sales  to  older  persons  of  policies  which  are  guaranteed  non-cancellable 

n  U.S.  House  of  Representatives,  Health  Services  for  the  Aged  Under  the  Social 
Security  Insurance  System,  Hearings  Before  the  Committee  on  Ways  and  Means 
on  H.R.  4222  (87th  Cong.,  1st  sess.)  1961,  Vol.  2,  p.  853. 
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and  renewable.  The  policies  are  made  available,  without  a  health 
history  inspection,  to  all  aged  persons  in  a  city  or  some  larger  area 
for  a  limited  period  f ollowing  extensive  advertising.  One  company 
has  a  contract  with  the  American  Association  of  Retired  Persons  for 
specified  health  insurance  benefits  for  all  members  who  desire  to  take 
such  insurance.  Over  400,000  aged  persons  are  reported  to  be  covered 
under  these  contracts. 

The  State  of  Connecticut  passed  legislation  authorizing  cooperative 
action  among  insurance  companies  which  offer  health  insurance 
"against  major  financial  losses"  to  aged  persons.  An  organization 
known  as  Associated  Connecticut  Health  Insurance  Companies  has 
been  formed,  underwritten  by  some  30  companies.  The  organization 
offers  a  number  of  major  medical  and  basic  benefit  policies  to  all  aged 
persons  in  the  State,  such  policies  being  available  during  limited  en- 
rollment periods.  During  the  first  enrollment  period — the  month  of 
September  1961 — 21,850  persons  enrolled.  Some  of  them  may  already 
have  other  coverage.  Losses  or  gains  are  shared  among  the  companies 
on  a  prearranged  basis. 

Low  benefit  ratio  on  individual  insurance. — Individual  insurance, 
which  is  all  that  is  available  to  many  aged  persons,  is  a  relatively  poor 
buy  as  compared  to  group  insurance.  In  1960  benefits  amounted  to 
only  53  percent  of  premiums,  on  the  average,  in  the  case  of  individual 
health  insurance  policies  sold  by  commercial  companies.32  This  com- 
pared with  90  cents  in  benefits  per  premium  dollar  for  group  enrollees 
with  insurance  companies  and  92  cents  for  Blue  Cross-Blue  Shield 
plans  (the  latter  including  some  individuals  but  mainly  group  cover- 
age). The  operating  expenses  of  individual  health  insurance  are  nec- 
essarily high  because  of  high  initial  sellings  costs  and  subsequent 
premium  collection  costs. 

Paid-up-at-retirement  policies. — There  has  been  considerable  dis- 
cussion of  paid-up-at-retirement  policies.  Such  a  policy  guarantees 
that  a  specified  set  of  health  insurance  benefits  will  be  available  to  the 
policyholder  during  the  remainder  of  his  life.  The  benefits  are  on  a 
cash  indemnity  basis  (a  specified  number  of  dollars  for  up  to  a  speci- 
fied number  of  days  of  care,  plus  an  allowance  for  hospital  extras) .  It 
would  be  very  difficult  for  an  insurance  company  to  estimate  the  future 
cost  of  a  service  benefit  (guaranteeing  up  to  a  specified  number  of  days 
of  care  regardless  of  rising  hospital  costs).  This  is  a  new  approach 
and  little  of  this  type  of  coverage  has  been  sold.  If  the  policy  is  not 
purchased  until  the  date  of  retirement,  the  initial  costs  are  high  ($700 
to  $1,300  per  individual).  Similarly,  even  if  purchased  prior  to 
retirement,  the  annual  payments  required  for  persons  already  ap- 
proaching retirement  would  be  substantial. 


"  Reed,  Louis  S.,  "Private  Medical  Care  Expenditures  and  Voluntary  Health 
Insurance,  1948-60",  Social  Security  Bulletin,  December  1961. 
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If  the  costs  were  spread  over  the  full  working  life  of  the  individual, 
the  annual  payments  would  be  small,  and  might  be  coupled  with 
current  health  insurance  premium  payments  throughout  his  working 
life.  There  is  a  practical  barrier,  however,  since  most  workers  obtain 
their  health  insurance  through  their  place  of  employment.  Few  per- 
sons spend  their  entire  working  lives  with  one  employer,  so  continuous 
coverage  under  a  single  insurance  carrier  would  be  difficult  to  main- 
tain.  Aside  from  the  uncertainty  as  to  whether  they  will  still  be  with 
the  same  employer  when  they  retire,  there  are  other  factors  that  could 
make  workers  reluctant  to  participate  in  purchasing  this  form  of  in- 
surance. They  may  anticipate  that  their  existing  health  insurance 
coverage  will  continue  after  retirement  or  they  may  fear  that  a  speci- 
fied set  of  cash  indemnity  health  benefits  may  prove  inadequate  if  the 
trend  of  rising  medical  costs  continues. 

The  extent  of  health  insurance  protection  for  the  aged 

It  is  estimated  that  about  8.7  million  persons  aged  65  and  over  had 
some  protection  against  hospital  costs  as  of  July  1,  1961,  and  about 
7.9  million  against  surgical  costs.  This  assumes  the  same  ratio  of 
duplication  (i.e.,  coverage  under  more  than  one  policy)  among  Blue 
Cross-Blue  Shield  plans,  insurance  company  policies  and  independent 
plans  as  assumed  by  the  Health  Insurance  Council  for  the  population 
of  all  ages. 

The  Blue  Cross  plans  reported  in  July  1961  that  they  had  4,250,000 
persons  enrolled  who  were  aged  65  and  over  and  the  Blue  Shield  plans 
had  3,250,000  aged  members.33  Virtually  all  of  the  Blue  Shield  mem- 
bers are  included  among  those  who  have  Blue  Cross  coverage.  On 
the  basis  of  a  recent  survey  in  which  90  companies  that  write  two- 
thirds  of  the  health  insurance  business  participated,  the  Health  Insur- 
ance Association  of  America  estimates  that  some  4%  million  aged 
persons  have  hospital  coverage  through  insurance  companies.  This  is 
after  allowance  for  duplication  of  persons  with  both  group  and  indi- 
vidual policies  sold  by  insurance  companies.34    Assuming  that  the  pro- 


33  Colman,  J.  Douglas,  and  Stubbs,  Donald,  M.D.,  Statements  in  Health  Services 
for  the  Aged  Under  the  Social  Security  Insurance  System,  Hearings  Before  the 
Committee  on  Ways  and  Means  on  H.R.  4222,  U.S.  House  of  Representatives 
(87th  Cong.,  1st  Sess.),  1961,  Vol.  3,  pp.  1692  and  1718. 

34  The  Association  supplied  the  following  unpublished  summary  of  the  re- 
sponses by  the  90  companies  as  of  July  1, 1961,  in  thousands : 


Type  of  coverage 

Total 

Group 

Individual 
or  family 

Hospital  

3, 615 
3,186 
1,099 
730 

1,715 
1,711 
952 
595 

1,900 
1, 475 
147 
135 

Surgical     

Regular  medical    _    

Major  medical...  _  _   
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portion  of  members  who  are  aged  65  and  over  is  the  same  as  for  all 
other  types  of  health  insurance  coverage,  there  would  have  been  nearly 
370,000  aged  persons  in  independent  plans  with  hospital  protection 
and  about  430,000  with  medical-surgical  service  coverage. 

These  figures  are  based  in  considerable  degree  on  estimates  and  may 
be  somewhat  wide  of  the  mark.  The  estimated  net  numbers  with  hos- 
pital and  surgical  care  protection  are  equivalent  to  51  and  42  percent, 
respectively,  of  the  total  aged  population  as  of  July  1,  1961,  com- 
pared to  73  and  68  percent  for  the  population  of  all  ages. 

Probably  more  reliable  data  on  the  extent  of  health  insurance  among 
the  aged  come  from  a  survey  conducted  by  the  National  Health  Survey 
in  July-December  1959.35  They  found  that  of  all  aged  persons  not 
in  institutions,  46  percent  had  some  type  of  hospital  insurance,  37  per- 
cent had  surgical  insurance  and  10  percent  had  insurance  covering 
doctors'  visits  in  the  home,  office,  and  hospital.  Among  the  general 
population,  by  contrast,  67  percent  had  hospital,  62  percent  surgical, 
and  19  percent  medical  insurance.  Some  part  of  the  difference  be- 
tween the  National  Health  Survey  figures  and  the  estimates  set  forth 
above  may  be  due  to  growth  in  coverage  of  the  aged  between  July-De- 
cember 1959  and  the  middle  of  1961 ;  a  part  may  also  be  due  to  under- 
estimation by  the  Health  Insurance  Council  of  the  extent  of  dupli- 
cating coverage. 

As  might  be  surmised,  persons  65  to  74  are  more  likely  to  have  in- 
surance protection  than  those  75  and  over.  The  data  from  the  Na- 
tional Health  Survey  on  the  percent  with  insurance  follows : 


Age  group 

Hospital 

Surgical 

65  to  74  

63 
32 

44 
24 

76  and  over       

Of  the  aged  who  had  hospitalization  insurance,  the  survey 
found : 

43  percent  were  covered  by  Blue  Cross ; 
7  percent  by  a  "Blue  Plan"  and  other  type  of  plan; 
49  percent  by  some  other  plan,  i.e.,  an  insurance  company  or 
independent,  and 

1  percent  did  not  know  the  type  of  insurer 
A  survey  by  the  Health  Insurance  Institute  in  1957  found  that 
among  persons  65  and  over  who  had  health  insurance,  approximately 
twice  as  many  had  "individual"  as  had  "group"  insurance.38 

"Public  Health  Service,  U.S.  National  Health  Survey,  Interim  Report  on 
Health  Insurance,  United  States,  July-December  1959  (Publication  No.  584-B26), 
December  1960. 

"Health  Insurance  Institute,  A  Profile  of  the  Health  Insurance  Public,  1959, 
p.  9. 
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The  proportion  of  the  aged  having  health  insurance  was  greater  in 
urban  than  in  rural  areas  and  higher  in  the  Northeast  and  North 
Central  areas  than  in  the  South  and  West. 

The  extent  of  health  insurance  coverage  is  much  lower  among  the 
aged  with  low  incomes  than  among  those  of  middle  or  high  income. 
Thus,  as  with  the  general  population,  they  are  least  able  to  meet  sick- 
ness costs  out  of  pocket.    (See  Table  26). 

Table  26. — Insurance  Coverage  of  Aged  Persons:  Percent  of  aged  persons  with 
hospital  insurance  by  income,  July  to  December  1959 

[Nonlnstltutional  population  of  the  United  States] 


Family  Income 


Percent 


Total. 


46.1 


Under  $2,000... 
$2,000  to  $3,999. 
$4,000  to  $6,999. 
$7,000  and  over. 


33.3 
63.2 
69.6 
69.4 


Source:  Public  Health  Service,  U.S.  National  Health  8urvey,  Interim  Report  on  Health  Imurance, 
United  States,  July- December  1969  (Publication  No.  584-B26),  December  1960. 

The  proportion  of  the  aged  with  some  type  of  health  insurance  has 
been  increasing.  Thus,  two  surveys  conducted  by  the  Census  Bureau 
found  26  percent  of  persons  65  and  over  had  some  type  of  health  in- 
surance in  March  1952  and  37  percent  in  September  1956.37  Another 
pair  of  surveys  found  an  increase  from  31  percent  in  mid  1953  to  43 
percent  in  mid  1958,38  compared  to  the  46  percent  found  by  the  National 
Health  Survey  in  the  second  half  of  1959. 

Figures  showing  the  percent  of  the  aged  who  have  some  health  in- 
surance must  be  understood  for  what  they  are.  The  scope  and  ade- 
quacy of  coverage  varies  widely.  An  aged  person  who  has  hospital 
insurance  paying  $5  a  day  for  30  days  against  the  room  cost  and  $50 
against  the  cost  of  the  specific  services  ranks  on  the  same  footing  as 
one  who  has  insurance  that  will  pay  all  of  his  bill  in  semi-private  ac- 
commodations for  180  days  or  more. 

Among  all  cases  of  aged  persons  discharged  from  short-stay  hos- 
pitals during  a  survey,  July  1958-June  1960,  some  portion  of  the  bill 
was  paid  by  insurance  in  51  percent  of  the  cases.  Three- fourths  or 
more  of  the  hospital  bill  was  paid  in  30  percent  of  the  cases.39  Among 
persons  under  65,  insurance  met  some  part  of  the  hospital  bill  in  70 
percent  of  all  discharged  cases,  and  three- fourths  or  more  of  the  bill 
in  54  percent  of  the  cases. 

87  Division  of  Program  Research,  Social  Security  Administration :  Health  In- 
surance Coverage  by  Age  and  Sex,  by  Agnes  W.  Brewster  (Research  and  Sta- 
tistics Note  No.  13),  1958;  and  Health  Insurance  in  the  Population  65  and  Over, 
by  Agnes  W.  Brewster  (Research  and  Statistics  Note  No.  17),  1958. 

M  Health  Information  Foundation,  "Voluntary  Health  Insurance :  1953  and 
1958,"  Progress  in  Health  Services,  May  1959. 

39  Public  Health  Service,  U.S.  National  Health  Survey,  Proportion  of  Hospital 
Bill  Paid  by  Insurance,  Patients  Discharged  From  Short-Stay  Hospitals,  United 
States,  July  1958-June  I960  (Publication  No.  584-B30),  November  1961. 
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Reasons  why  aged  persons  do  not  have  insurance 

There  are  various  reasons  why  those  of  the  aged  who  do  not  have 
health  insurance  are  without  it.  Inability  to  afford  it,  unavailability 
of  insurance,  unawareness  of  any  need  for  it,  indifference,  neglect — all 
play  a  part.  Some  indication  of  the  relative  role  of  these  and  other 
factors  is  given  by  various  surveys. 

A  study  conducted  by  the  National  Opinion  Research  Center  for  the 
Health  Information  Foundation  found  that  in  1957  about  half  the 
aged  persons  without  health  insurance  would  have  liked  to  be  covered, 
just  over  one-quarter  had  not  thought  about  it,  and  just  under  a  quar- 
ter didn't  want  it.40  Among  those  who  wanted  coverage,  68  percent 
couldn't  afford  it  and  32  percent  had  been  refused  insurance  or  had 
insurance  formerly  but  it  had  been  cancelled. 

About  one-sixth  (16  percent)  of  the  aged  surveyed  in  this  HIF- 
NORC  study  had  formerly  been  covered  by  health  insurance  but  were 
not  covered  at  the  time  of  the  survey.  Among  the  reasons  given  for 
not  continuing  health  insurance  were:  Could  no  longer  afford  it  (31 
percent)  ;  retired  or  gave  up  working  (26  percent)  ;  dissatisfied  with 
policy's  coverage  (24  percent).  Other  reasons  were  that  "company 
discontinued  plan" ;  "did  not  feel  need" ;  "job  change  without  policy's 
carrying  over." 

A  similar  picture  emerges  from  the  responses  of  OASI  beneficiaries 
to  the  question  as  to  why  they  do  not  have  health  insurance.  Accord- 
ing to  a  survey  of  beneficiaries  in  1957,  68  percent  of  the  aged  bene- 
ficiaries who  did  not  have  hospitalization  insurance  had  never  had 
such  insurance.  Thirty  percent  had  been  insured  at  one  time,  but  the 
policy  was  dropped  before  the  survey  year.  For  2  percent  the  insur- 
ance status  before  the  survey  year  was  unknown.  The  reasons  given 
by  those  without  insurance  for  not  having  it  are  given  in  Table  27. 

Cost  and  benefits  under  current  policies  and  recent  proposals  for  the 
aged 

Some  indication  of  the  extent  to  which  aged  persons  may  find  health 
insurance  to  be  beyond  their  economic  reach  is  given  by  consideration 
of  charges  for  health  insurance  in  comparison  with  income  of  aged 
persons. 

One  insurance  company  widely  advertises  a  "senior  citizen"  health 
insurance  policy  which  provides  up  to  $10  a  day  for  hospital  room  and 
board  charges  for  up  to  31  days  per  hospital  confinement,  up  to  $100 
toward  the  cost  of  the  special  hospital  services  (operating  room,  X-ray, 
drugs,  etc.)  and  reimbursement  of  costs  of  surgery  in  accordance  with 

"Health  Information  Foundation,  "Voluntary  Health  Insurance  Among  the 
Aged,"  Progress  in  Health  Services,  January  1959. 
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Table  27.— Reasons  for  No  Hospitalization  Insurance:  Percent  of  aged  OASl 
beneficiaries  who  did  not  have  insurance,  1957 


Reason 


Aged  beneficiaries  never  insured   

Could  not  afford  it  

Never  thought  about  it  

Not  interested  

Refused  by  insurance  company.-     

Other  reasons  

Insured  at  one  time,  policy  dropped  

Could  not  afford  it   

Group  policy  could  not  be  converted  at  retirement   

Not  interested  

Cancelled  by  insurance  company  or  terminated  at  deaths  of  husband 
Other  reasons    


Percent 


100 


41 

30 
18 
9 

2 


100 


39 
29 
14 
13 

5 


Source:  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Administration,  1957  National  Sur- 
vey of  Old-Age  and  Survivors  Insurance  Beneficiaries. 


a  schedule  that  pays  a  maximum  of  $200  for  the  most  expensive  opera- 
tion. (The  policy  has  a  six  months'  waiting  period  for  pre-existing 
conditions  but  no  other  limitations  because  of  physical  condition.) 
The  premium  charged  is  $6.50  a  month — $78  a  year. 

The  average  daily  room  and  board  cost  in  general  non-Federal 
hospitals  in  1961  was  approximately  $16;  total  costs  including  special 
services  such  as  operating  room,  X-ray,  etc.,  averaged  $32  a  day.  A 
benefit  of  $10  a  day  and  up  to  $100  for  extra  services  would  cover  a 
varying  proportion  of  hospital  costs,  but  in  few  cases  would  it  provide 
full  coverage. 

The  American  Association  of  Retired  Persons  offers  to  its  members 
a  hospital  and  out-of-hospital  major  medical  plan.  This  is  under  a 
contract  written  with  an  insurance  company.  The  hospital  contract 
provides  $10  a  day  against  room  and  board  costs  for  up  to  31  days 
per  hospital  confinement,  50  percent  of  the  cost  of  the  hospital  extras 
up  to  a  maximum  payment  per  confinement  of  $125,  50  percent  of 
outpatient  hospital  charges  for  care  in  an  accident,  and  reimbursement 
of  surgical  costs  in  accordance  with  a  schedule  with  maximum  pay- 
ment of  $200.    The  cost  is  $6  a  month. 

The  out-of-hospital  major  medical  contract  pays  80  percent  of 
eligible  expenses  above  a  deductible  of  $100  in  any  calendar  year, 
and  up  to  a  maximum  of  $2,500  in  any  year.  Eligible  expenses 
include  prescribed  drugs,  doctor  visits  in  the  office  and  home  and  hos- 
pital consultation,  nursing  home  care  up  to  $10  a  day  and  up  to  a 
maximum  of  $500,  diagnostic  X-ray  and  laboratory  services  and  spe- 
cial nursing  in  the  patient's  home  up  to  $10  per  shift.  The  cost  is 
$7.50  a  month. 

For  both  these  contracts  an  aged  person  would  pay  $13.50  a  month 
or  $162  a  year,  and  would  not  receive  any  benefits  under  the  second 
contract  until  he  has  paid  $100  out-of-pocket. 
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Still  another  illustration  may  be  given.  The  American  Hospital 
Association  and  the  Blue  Cross  Association  have  outlined  a  Blue  Cross 
contract  of  hospital  and  related  benefits  which  they  say  should  be 
made  available  to  all  aged  persons.  The  contract  would  provide  com- 
plete hospital  care  for  70  days  in  accommodations  of  three  or  more 
beds,  emergency  outpatient  care  within  72  hours  of  an  accident,  up  to 
210  days  care  in  a  skilled  nursing  home  upon  discharge  from  a  hospital 
or  in  lieu  of  hospital  care,  and  up  to  70  visiting  nurse  visits  per  year. 
They  estimate  the  cost  of  such  a  contract  at  about  $12  per  aged  person 
per  month. 

The  American  Medical  Association  and  the  Blue  Shield  plans  have 
outlined  a  Blue  Shield  contract  which  they  hope  to  make  available  to 
all  aged  persons.  This  contract  would  pay  the  cost  of  surgery,  the 
cost  of  non-surgical  physician  care  in  a  hospital  (up  to  30  to  70  visits 
a  year)  and  X-ray  and  laboratory  services  in  a  physician's  office. 
Physicians  would  accept  a  specified  fee  schedule  as  full  payment  of 
their  charge  for  a  single  person  with  annual  income  under  $2,500  and 
a  couple  with  annual  income  of  $4,000.  The  estimated  costs  of  such 
a  contract  is  $3  a  month. 

For  both  contracts  the  annual  cost  would  be  $180  a  year  for  a  single 
person,  $360  for  a  couple.  Clearly,  policies  that  cost  these  amounts 
are  beyond  the  reach  of  a  substantial  portion  of  elderly  persons.  The 
AHA  and  Blue  Cross  have  recognized  this  and  have  proposed  that  the 
Government  help  pay  the  cost  of  the  premium  for  aged  persons  who 
meet  an  income  test.41 


a  See  recommendations  from  January,  1962  meetings  of  Blue  Cross  Association 
and  American  Hospital  Association  in  Hospitals,  February  1,  1962. 
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CHAPTER  7.  METHODS  OF  PAYING  FOR  MEDICAL 

CARE 

Many  older  persons,  as  has  been  demonstrated,  have  large  medical 
bills,  more  so  than  younger  persons.  For  most  young  families  the 
uneven  and  unpredictable  impact  of  heavy  medical  costs  is  likely  to 
be  offset  at  least  in  part  by  private  health  insurance.  Relatively  fewer 
retired  aged  persons,  particularly  those  in  poor  health  and  in  the  older 
age  groups  where  the  burden  of  medical  costs  is  greatest,  have  such 
protection.  Older  persons  too,  lack  the  possibility  often  open  to  those 
younger  of  accommodating  to  a  medical  emergency  through  increas- 
ing family  earnings. 

For  medical  care  expenditures,  more  than  for  other  items  of  family 
living,  there  is  wide  variation  not  only  from  family  to  family  but  for 
any  given  family  from  year  to  year.  An  unanticipated  medical  emer- 
gency can  change  expenditures  from  a  comfortably  manageable  level 
to  a  new  peak  of  crisis. 

How  then,  do  the  aged  manage  when  ill?  A  number  are  able  to 
manage  on  their  own,  especially  if  they  have  insurance  against  some 
costs.  Some  seek  help  from  others — relatives  if  there  are  any,  and 
public  assistance  if  relatives  cannot  help.  Some  get  free  care  under 
other  public  programs  or  through  private  charity.  Some  borrow 
money.  And  there  are  probably  some,  albeit  an  unknown  number, 
who  do  not  get  care  they  need. 

Using  own  resources 

A  1957  study  for  the  Health  Information  Foundation  (HIF)  on 
resources  to  pay  for  health  services  among  those  aged  65  and  over 
reported  as  follows : 

"In  early  1957  the  older  population  could  be  divided  into  three  groups :  Those 
who  had  resources  from  which  they  could  meet  a  medical  bill  as  large  as  $500 ; 
those  who  had  no  ready  resources  for  meeting  such  a  bill ;  and  a  small  amorphous 
middle  group  whose  position  cannot  be  clearly  ascertained  *  *  *.  No  categori- 
cal statement  can  be  made  to  summarize  how  older  people  said  they  would  meet 
a  large  medical  bill.  Some  felt  they  could  pay  a  medical  bill  as  large  as  $500 
from  a  combination  of  current  income  and  savings.  This  group  included  roughly 
six  of  every  ten  couples,  five  of  every  ten  unmarried  older  men,  and  four  of 
every  ten  unmarried  older  women.  On  the  other  hand,  some  older  persons  would 
have  to  mortgage  property,  borrow  on  life  insurance,  ask  help  from  their  chil- 
dren, turn !  to  public  assistance  or  charitable  aid,  or  say  in  despair,  'No  one 
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would  charge  me  that  *  *  *  I  just  couldn't  pay  it.'  This  group  included  about 
three  of  every  ten  couples,  four  of  every  ten  unmarried  older  men,  and  five  of 
every  ten  unmarried  older  women."  " 

The  HIF  study  asked  people  how  they  thought  they  would  handle 
a  large  bill.  The  OASI  survey  in  the  same  year  obtained  fairly  com- 
prehensive data  on  the  means  by  which  aged  persons  actually  met  their 
medical  emergencies.  More  than  two-fifths  of  the  couples  and 
roughly  three-fifths  of  the  nonmarried  beneficiaries  studied  who  spent 
some  time  in  a  general  (or  short-stay  special)  hospital  in  1957  did  not 
meet  all  the  year's  medical  costs  out  of  their  own  income,  assets  and 
health  insurance.  Almost  all  beneficiaries  hospitalized  paid  some  of 
their  medical  bills  from  their  own  income  and  savings,  but  those  with 
very  long  stays  were  least  able  to  stretch  their  resources  to  cover  all 
costs.  For  example,  78  percent  of  the  nonmarried  beneficiaries  in  a 
general  hospital  longer  than  60  days  did  not  assume  responsibility 
for  all  their  own  medical  costs  for  the  year,  compared  with  55  percent 
of  those  hospitalized  for  shorter  periods.43 

Medical  debts  were  incurred — or  increased — by  21  percent  of  the 
couples  and  12  percent  of  the  nonmarried  beneficiaries  with  a  hospital 
episode  during  the  year.  (For  all  the  beneficiaries,  whether  or  not 
hospitalized,  the  proportions  were  much  smaller — 7  percent  and  3 
percent,  respectively.)  And  this  does  not  count  the  cases  where  a 
doctor,  for  example,  reduced  his  fees  because  he  knew  that  the  patient 
could  not  pay.  Moreover,  a  considerable  number  of  the  beneficiaries 
who  had  more  unpaid  medical  bills  at  the  end  that  at  the  beginning  of 
the  year  got  help  from  outside  as  well. 

Help  from  others 

Fifteen  percent  of  the  couples  and  29  percent  of  the  nonmarried 
beneficiaries  who  had  a  hospital  episode  relied  for  at  least  part  of  their 
medical  care  on  public  assistance  agencies,  hospitals,  or  other  public 
and  private  health  and  welfare  agencies.  Less  than  half  as  many  of 
the  nonhospitalized  beneficiaries  had  to  turn  to  welfare  agencies. 

The  number  receiving  help  from  relatives  in  one  form  or  another 
was  at  least  as  large.  When  beneficiaries  were  asked  how  they  met 
their  medical  bills,  15  percent  of  the  couples  and  26  percent  of  the 
nonmarried  with  one  or  more  hospital  episodes  reported  that  relatives 
helped  pay  for  them.  (Less  than  half  as  many  of  the  other  bene- 
ficiaries had  to  turn  to  relatives.)  Some  additional  beneficiaries  with 
hospital  bills  in  effect  received  as  much  or  more  help  with  their  medi- 

"  Health  Information  Foundation,  Meeting  Medical  Care  Costs  Among  the 
Aging  (Research  Series,  No.  17),  1960,  p.  26. 

43  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Administration, 
Impact  of  Hospitalization  Costs  on  Aged  Beneficiaries,  by  Edna  C.  Wentworth 
(1957  National  Survey  of  Old-Age  and  Survivors  Insurance  Beneficiaries,  High- 
light Report  No.  6),  1961,  table  4. 
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cal  costs  from  relatives  who  helped  support  them  either  by  sharing 
their  home  or  by  paying  other  regular  living  expenses. 

The  longer  the  period  of  hospitalization  the  more  frequently  rela- 
tives contributed  to  help  out  with  expenses.  Most  of  the  relatives  who 
were  contributing  to  an  aged  person  living  in  the  household  were 
themselves  in  the  middle  or  lower  end  of  the  income  scale. 

If  the  relatives — both  in  and  out  of  the  household — on  whom  re- 
sponsibility fell  were  typical,  many  would  have  children  of  their  own 
to  take  care  of.  Others,  with  no  children,  were  themselves  already 
at  or  close  to  the  age  when  their  own  problems  of  retirement  would 
loom  large.  The  aforementioned  study  by  the  HIF  asked  the  persons 
65  and  over  to  whom  they  would  turn  (other  than  their  own  husband 
or  wife)  in  event  of  illness.  More  than  6  in  10  named  a  son  or 
daughter  or  the  spouse  of  a  son  or  daughter.  Those  designated  were 
described  as  follows : 

"Those  to  whom  older  people  would  turn  for  help  in  a  health  crisis  were  al- 
ready involved  with  many  family  responsibilities.  If  these  individuals  were 
sons  or  daughters  of  older  people  they  were  usually  young  or  middle-aged 
adults.  Three  of  every  four  among  them  (73  percent)  had  children  of  their 
own  .  .  .  The  relatives  to  whom  older  people  without  children  would  turn  for 
help  were  themselves  likely  to  be  in  the  older  age  groups,  and  many  of  these 
were  over  65  years  of  age ;  also,  many  were  widowed  or  single."  ** 

When  asked  how  they  would  pay  a  medical  bill  of  $500  or  more, 
about  one-fourth  of  the  aged  women  who  were  widowed,  divorced  or 
single,  and  about  one-eighth  of  the  men  who  were  not  married,  said 
they  would  turn  to  children  or  other  relatives.  Fewer  of  the  married 
persons — 1  in  13 — mentioned  relatives  as  a  resource  presumably  be- 
cause those  still  married  tend  to  be  younger  and  to  have  more  income 
and  savings  than  the  widowed.45 

Medical  need  and  public  assistance 

The  exact  number  of  aged  who  must  seek  public  assistance  because 
of  medical  need  cannot  be  measured  with  exactitude.  Depending  on 
facilities  available  for  the  medically  indigent  and  on  local  assistance 
practices,  as  well  as  on  personal  differences  in  reaction  to  a  means 
test,  some  come  for  help  at  the  time  of  medical  need  while  others  come 
to  seek  help  in  meeting  daily  living  expenses  only  after  using  up  their 
resources  to  pay  their  medical  bills. 

For  example,  the  1957  BOASI  survey  found  that  among  all  aged 
beneficiaries  who  incurred  medical  costs  during  the  survey  year,  about 
1  in  14  of  the  couples  and  1  in  8  of  the  nonmarried  were  on  public 
assistance  at  some  time  during  the  same  12-month  period. 

41  Health  Information  Foundation,  Family  Relationships  of  Older  People  (Re- 
search Series,  No.  20),  pp.  11-13. 

46  Health  Information  Foundation,  Meeting  Medical  Care  Costs  Among  the 
Ajing  (Research  Series,  No.  17),  table  12. 
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An  analysis  of  the  reasons  for  approving  old-age  assistance  grants 
in  about  half  the  States  in  January-June  1961  shows  that  nearly  1  in 
3  recipients  needed  assistance,  at  least  in  part,  as  a  result  of  health 
problems  in  the  6  months  preceding.  Interestingly  enough,  aged 
persons  receiving  OASI  benefits  (numbering  just  about  every  other 
newly  approved  assistance  recipient)  were  more  likely  to  require  the 
aid  because  of  medical  needs.  Health  problems  of  one  sort  or  another 
were  the  reason  for  opening  the  case  for  two-fifths  of  the  recipients 
drawing  benefits  as  against  one-fourth  of  those  not  on  OASDI  (See 
table  28). 


Table  28. — Old- Age  Assistance:  Distribution  of  cases  opened  by  reasons  for  opening, 
by  OASDI  status,  25  States,  January-June  1961 


Receiving 

Not  receiving 

Reason  for  opening 

Total  opened 

OASDI 

OASDI 

benefits 

benefits 

All  cases     

100 

100 

100 

Total  involving  health  problems    „  

31 

39 

25 

Recipient's  earnings  reduced  because  of  illness,  injury,  or 

impairment   

11 

11 

9 

Assets  exhausted  to  meet  medical  care  

7 

9 

7 

Increased  need  for  medical  care  (with  no  material  change 

in  income  or  resources)   

13 

19 

9 

Other  reasons     

69 

61 

75 

Source:  Bureau  of  Family  Services,  Social  Security  Administration,  Reasons  for  Opening  and  Closing 
Public  Assistance  Cases,  January- June  1961.   (In  process.) 


Although  OASI  beneficiaries  who  receive  supplementary  old-age 
assistance  are  older,  have  smaller  benefits  and  less  income  from  other 
sources,  are  in  poorer  health  and  experience  considerably  more  hos- 
pital illness  than  other  beneficiaries,  they  are  younger,  in  better  health, 
and  have  more  resources  on  the  average  than  the  recipients  of  assist- 
ance not  on  the  OASDI  rolls.46 

New  York  State,  which  has  one  of  the  better  medical  care  pro- 
grams for  old-age  assistance  recipients,  reported  that  54  percent  of 
all  payments  for  old-age  assistance  in  1960  represented  expenditures 
for  medical  care.  This  proportion  takes  into  account  not  only  pay- 
ments made  directly  to  the  vendors  by  the  assistance  agency,  but  also 
the  amount  included  in  the  cash  grant  for  the  recipient  himself  to 
spend  on  his  medical  requirements.  The  average  annual  medical  bill 
per  recipient  was  over  $700,  while  payments  for  living  costs  averaged 
only  $600.  Much  of  this  medical  bill  represented  payments  for  care 
of  the  chronically  ill  in  public  and  private  nursing  homes,  but  a  fourth 
went  to  pay  for  hospital  stays : 47 

"Ossman,  Sue,  "Characteristics  of  Aged  Old-Age  and  Survivors  Insurance 
Beneficiaries  Who  Also  Receive  Public  Assistance,"  Social  Security  Bulletin, 
October  1959. 

"New  York  State  Department  of  Public  Welfare,  Analysis  of  Medical  Care 
Expenditures  by  Local  Public  Welfare  Districts  for  Public  Assistance  Recipients 
in  New  York  State  During  1960,  by  W.  Kaufman  (Special  Research  Statistical 
Reports,  No.  17),  September  1961. 
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(Millions 
of  dollars) 


Total  assistance  payments 
Medical  expenditures  


$106.  6 
57.8 


Nursing  home  care  for  chronically  ill 

Hospital  care  

All  other  medical  


37.0 
14.8 
5.9 


With  New  York  one  of  the  States  now  participating  actively  in  the 
Medical  Assistance  to  the  Aged  program,  data  for  1961  will  be  some- 
what different.  Much  of  the  nursing  home  care  previously  provided 
under  old-age  assistance  is  transferred  to  the  new  program. 

The  role  of  hospital  insurance 

Were  it  not  for  health  insurance  many  more  aged  persons  would  have 
to  turn  to  relatives  or  welfare  agencies,  or  both,  to  meet  their  pressing 
medical  needs. 

Having  the  protection  of  prepayment  for  some  or  all  hospital  costs 
is  an  extension  of  individual  ability  to  pay  for  illness  when  it  strikes. 
As  such  it  has  been  shown  to  have  a  bearing  on  the  decision  to  seek 
(or  accept)  admission  to  a  hospital  and  on  the  length  of  stay.  It 
can  affect  also  the  hospital  chosen — as  between  a  voluntary  or  proprie- 
tary institution,  and  one  maintained  by  public  funds.  The  actual 
differentials  between  those  with  insurance  to  defray  hospital  costs 
and  those  without  are  in  some  measure  obscured  by  the  fact  that  the 
latter  as  a  group  tend  to  be  the  more  disadvantaged  in  health  and 
economic  status. 

Among  the  aged,  perhaps  even  more  than  among  the  working  popu- 
lation, those  most  likely  to  need  the  benefit  of  health  insurance — the 
chronically  ill  and  those  with  the  lowest  income —  are  least  likely  to 
have  the  advantage  of  prepayment.  Even  those  who  do  have  insur- 
ance often  find  their  protection  incomplete,  either  because  many  costs 
are  excluded  from  coverage  or  because  a  protracted  illness  outlasts  the 
benefit  period. 

Length  of  stay  and  portion  of  bill  covered. — Data  from  the  National 
Health  Survey  for  1958-60  reveal  that  for  half  the  short-stay  hospital 
episodes  of  aged  persons  during  a  year  health  insurance  paid  no  part 
of  the  bill. 

Even  when  insurance  was  available  to  the  aged  it  was  less  effective 
for  long  than  for  short  stays,  defraying  three- fourths  of  the  hospital 
bill  for  47  percent  of  the  stays  lasting  over  a  month,  compared  with 
60  percent  of  those  lasting  no  more  than  30  days  (table  29) .  Although 
the  average  elderly  patient  in  a  general  hospital  who  leaves  the 
hospital  alive  does  so  within  15  days,  nearly  1  in  10  remains  a  month 
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Table  29. —  Insurance  Coverage  of  Hospital  Costs:  Distribution  of  short-stay 
hospital  discharges  according  to  proportion  of  bills  paid  by  insurance,  by  age  and 
length  of  stay,  July  1958-June  1960 

[Noninstitutional  population" of  the  United  States] 


Age  and  length  of  stay 

Total 
discharges 

Proportion  of  bill  paid  by  insurance 

None  of  bill 

Any  part  of  bill 

Less  than  14 

J£  or  more 

65  and  over..    

1  to  5  days   

15  to  30  days  _  

31  or  more  days   

Under  65  

1  to  5  days   

6  to  14  days   

15  to  30  days  

31  or  more  days   .. 

100.0 

4S.8 

9.0 

11.9 

30.3 

100.0 
100.0 
100.0 
100.0 

48.9 
46.4 
49.8 
54.7 

10.1 
8.6 
9.2 
8.1 

11.5 
11.9 
11.0 
15.8 

29.4 
33.1 
30.0 
21.4 

100.0 

30.0 

4.9 

11.2 

53.8 

100.0 
100.0 
100.0 
100.0 

31.6 
25.1 
28.2 
49.1 

4.6 
5.3 
5.2 
7.2 

11.1 
11.7 
12.3 
8.7 

52.7 
57.9 
54.4 
34.7 

Source:  Public  Health  Service,  U.S.  National  Health  Survey,  Proportion  of  Hospital  Bill  Puid  by  In- 
surance. Patients  Discharged  From  Short-Stay  Hospitals,  United  States,  July  1958-June  1960  (Publication 
No.  548-B30),  November  1961. 


or  longer.  The  longer  his  hospitalization  lasts,  the  more  likely  it  is 
the  aged  person  will  have  to  seek  help  from  others  to  pay  for  his  care. 

The  OASI  beneficiary  survey  also  provides  a  measure  of  the  degree 
to  which  insurance  met  hospital  costs  of  aged  patients.  About  1  in  5 
married  beneficiaries  and  1  in  4  of  the  nonmarried  with  insurance 
found  it  met  all  of  the  hospital  charges.  On  the  other  hand  about  5 
percent  of  those  with  a  hospital  insurance  policy  found  it  did  not 
cover  any  of  the  costs  of  their  care  in  a  nongovernmental  general 
hospital  (table  30). 

For  all  the  aged  who  go  to  a  hospital  the  actual  proportion  of  hospi- 
tal bills  paid  in  some  part  by  insurance  is  probably  smaller  than 
shown,  because  terminal  illness  cases  are  excluded.  Those  at  the 
older  ages,  most  likely  to  die,  are  least  likely  to  have  any  insurance 
and  thus  often  leave  a  heavy  legacy  of  expenses.  The  small  number 
of  beneficiaries  (referred  to  previously)  in  the  OASI  survey  whose 
spouse  died  during  the  survey  year  reported  greater  difficulty  in 
meeting  total  medical  costs  for  the  year  than  other  beneficiaries. 
Insurance  covered  some  medical  costs  in  only  one-fourth  of  the  cases 
where  one  of  the  partners  had  died,  and  a  fourth  of  the  survivor 
beneficiaries  reported  they  still  had  unpaid  bills  at  the  end  of  the 
survey  year. 

Amount  of  insurance  and  amount  of  hospital  utilization. — That 
ability  to  pay  affects  the  rate  at  which  people  can  get  needed  care  was 
demonstrated  in  Chapter  3.  Aged  persons  having  insurance  against 
costs  appear  to  enter  a  hospital  with  greater  frequency  but  have  a 
shorter  average  stay  than  those  with  no  insurance  protection.  The 
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Table  30. — Insurance  Coverage  of  Hospital  Costs  of  OASI  Beneficiaries:  Distri- 
bution of  aged  beneficiaries  in  general  hospitals  according  to  proportion  of  costs 
paid  by  insurance,  by  marital  status  and  hospital  ownership,  1957 


Proportion  of  general  hospital  costs  paid  by 

Married  couples ' 3 

Nonmarried  benefic- 
iaries 

insurance  1 

Total 

Non-Gov- 
ernment 

Total 

Non-Gov- 
ernment 

Total  hospitalized  

100 

100 

100 

100 

With  no  hospital  insurance  

43 

39 

48 

41 

With  some  hosp.  insurance  

57 

61 

52 

59 

With  some  hosp.  insurance  

100 

100 

100 

100 

No  costs  met  by  insurance  

7 

6 

8 

9 

5 

7 

4 

3 

25  to  49  percent  met  by  insurance   

18 

20 

6 

5 

60  to  74  percent  met  by  insurance.   

22 

22 

29 

30 

75  to  99  percent  met  by  insurance.   

20 

19 

21 

23 

100  percent  met  by  insurance  

19 

19 

24 

27 

Unreported  amount  met  by  insurance  

6 

6 

6 

7 

1  Excludes  surgeons'  and  inhospital  physicians'  fees.  In  the  case  of  married  couples,  with  both  members 
hospitalized,  represents  hospital  costs  for  the  couple.  (General  hospitals  include  short-stay  special  hos- 
pitals.) 

'  Insurance  status  for  married  couples  refers  to  the  hospitalized  person.  If  both  were  hospitalized,  but 
only  one  insured,  the  couple  is  classified  in  the  "with  insurance"  category  and  by  the  proportion  of  total 
general  hospital  costs  for  the  couple  which  was  met  by  the  insurance. 

3  Aged  beneficiary  and  spouse,  whether  or  not  entitled  to  benefits;  spouse  may  be  under  65  years  of  age. 

Source:  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Administration,  1957  National  Sur- 
vey of  Old-Age  and  Survivors  Insurance  Beneficiaries. 


inhibiting  effect  of  limited  resources  for  payment  can  be  demonstrated 
further  by  the  finding  that  even  among  those  with  insurance,  differ- 
entials exist  corresponding  to  the  degree  of  protection  provided: 
Those  with  a  higher  benefit  policy  use  the  hospital  more  often  than 
those  with  a  lower  benefit  policy.  A  study  of  subscribers  to  the 
Rhode  Island  Plan  in  1959  showed  considerably  more  hospital  use 
among  the  subscribers  to  the  higher  cost  (benefit)  plan — primarily 
because  of  higher  admission  rates.  The  average  length  of  stay  is 
only  modestly  greater  for  those  with  better  coverage.  Among  individ- 
ual subscribers  aged  65-69  years,  there  were  nearly  twice  as  many 
hospital  cases  per  100  contracts  on  the  $20  a  day  plan  as  on  the  $8  a 
day  plan.  Among  the  70-79  year  old  subscribers,  there  were  about 
1%  as  many  admissions  per  100  $20-plan  contracts  as  on  the  $8-plan 
contracts.48 

In  like  fashion,  the  study  of  hospital  use  in  Michigan  in  1958  noted 
with  respect  to  ability  to  pay  that  "persons  with  the  highest  degree  of 
coverage  (70  percent  and  more  of  hospital  bill  paid  by  coverage)  had 
almost  twice  the  admission  rate  of  those  without  insurance  after  allow- 
ing for  the  effects  of  [age,  sex,  family  income,  family  composition,  at- 
titudes towards  early  medical  care,  education,  and  region  where  family 
head  grew  up] ."  49 


"  Blue  Cross  Association  and  American  Hospital  Association,  Financing  Health 
Care  of  the  Aged,  Part  I.    A  Study  of  the  Dimensions  of  the  Problem.  1962. 
"Ibid. 
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Insurance  and  utilization  of  public  hospitals 

Public  hospitals  more  commonly  than  private  institutions  must  be 
prepared  to  provide  care  at  charges  geared  to  ability  to  pay — includ- 
ing care  at  no  charge  to  those  who  cannot  pay  at  all.  In  many  local- 
ities State,  county,  and  municipal  hospitals  provide  much  of  the  care 
for  assistance  recipients  by  arrangement  with  local  welfare  depart- 
ments. Some  persons  with  insurance  who  need  to  go  to  the  hospital 
will  select  a  Government  institution  out  of  preference ;  others,  because 
they  know  the  current  illness  will  not  be  covered  under  terms  of  their 
contract;  and  some,  because  they  cannot  afford  the  doctor's  fees  and 
other  charges  attendant  upon  a  stay  in  a  private  hospital.  But  per- 
sons with  no  insurance  whatever  are  much  more  likely  to  go  to  a  public 
institution  than  those  who  have  insurance  to  defray  some  of  the  bills. 

The  National  Health  Survey  found  about  one  out  of  three  hospital 
discharges  with  no  part  of  the  bill  paid  by  insurance  came  from  Gov- 
ernment hospitals,  as  compared  with  1  in  7  of  those  for  which  insurance 
did  pay  part  of  the  bill.  These  proportions  are  the  same  for  patients 
under  65  as  for  persons  65  and  over.  However,  because  fewer  of  those 
over  65  have  any  insurance,  the  Government  hospitals  accounted  for  a 
somewhat  larger  share  of  total  general  hospital  stays  of  the  aged  than 
of  persons  under  65  (23  percent  vs.  20  percent  respectively).  The 
fact  that  the  aged  patient  is  likely  to  remain  in  hospital  longer  than 
the  younger  patient  gives  this  differential  added  significance.50 

The  1957  OASI  beneficiary  study  also  demonstrates  the  effect  of 
ability  to  pay — as  measured  by  health  insurance  protection — on  the 
type  of  hospital  used  and  on  completeness  of  reporting  of  medical 
costs.  Among  four  out  of  five  of  the  couples  with  either  member 
hospitalized  and  a  little  better  than  7  out  of  10  of  the  nonmarried,  the 
hospitalization  took  place  in  a  nongovernment  hospital.  But,  as 
table  31  indicates,  beneficiaries  with  no  hospital  insurance  policy  were 
just  about  twice  as  likely  to  enter  a  Government  hospital  for  their 
care  as  those  who  could  anticipate  insurance  defraying  some  of  the 
bills.  Moreover,  although  very  few  of  the  hospitalized  beneficiaries 
received  their  care  in  a  Federal  general  hospital,  almost  all  who  did 
came  from  among  the  noninsured. 

About  1  in  4  were  not  able  to  report  their  medical  costs  in  detail, 
often  because  they  had  received  some  care  free.51  As  one  might  expect, 
having  to  go  to  a  hospital  was  a  prime  factor  in  the  situation.  Al- 

°°  Public  Health  Service,  U.S.  National  Health  Survey,  Proportion  of  Hospital 
Bill  Paid  by  Insurance,  Patients  Discharged  from  Short-Stay  Hospitals,  United 
States,  July  1958^Tune  1960  (Publication  No.  584-B30),  November  1961. 

a  Care  supplied  by  a  hospital  or  doctor  who  tended  no  bill  to  anyone  or  care  for 
which  a  public  assistance  agency  paid  directly  to  the  hospital  or  doctor. 
Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Administration, 
(Social  Security:  Aged  Beneficiaries  and  Older  Workers  Under  OASDI),  Septem- 
ber 1960,  table  11. 
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Table  31. — Insurance  Status  and  Hospitalization  in  Public  Institutions:  Distri- 
bution of  aged  OASI  beneficiaries  in  general  hospitals  by  hospital  ownership  and 
insurance  status,  1967 


Hospital  ownership ' 

Married  couples  1 

Nonmarried 
beneficiaries 

With  no 
hospital 

With 
hospital 

lli.Mil  illllV  * 

With  no 
hospital 
Ifisuriiiico 

With 
hospital 
insurance 

Total  hospitalized   

100.0 

100.0 

100.0 

100.0 

72.3 
30.1 

85.2 
17.0 

61.5 
39.2 

83.5 
16.5 

26.6 
3.5 

16.2 
.9 

31.5 
7.7 

15.8 
.7 

Hospital  costs  reported  

Nongovernment  

100.0 

100.0 

100.0 

100.0 

84.1 
18.6 

88.6 
14.1 

76.4 
23.6 

83.8 
16.2 

State,  county,  and  city   

Federal  -  -  -   

18.6 

14.1 

22.2 
1.4 

16.2 

Nongovernment   

100.0 

100.0 

100.0 

100.0 

50.0 
51.7 

71.1 
28.9 

43.1 
58.6 

81.8 
18.2 

State,  county,  and  city   

41.7 
10.0 

24.4 
4.4 

43.1 
15.6 

13.6 
4.5 

1  Aged  beneficiary  and  spouse,  whether  or  not  entitled  to  benefits;  spouse  may  be  under  65. 

'A  few  had  more  than  1  stay  in  a  general  hospital  in  volving  more  than  1  type  of  ownership.  (General 
hospital  includes  shortstay  special  hospital.) 

•  For  the  hospitalized  person.  If  both  members  were  hospitalized  but  only  one  had  hospital  insurance  the 
couple  is  classified  in  the  "with  insurance"  category. 

'  In  many  cases,  includes  some  "free"  care,  i.e.,  no  bills  rendered  to  anyone,  or  vendor  paid  directly  by 
public  assistance  or  other  agency. 

Source:  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Administration,  1957  National 
Survey  of  Old- Age  and  Survivors  Insurance  Beneficiaries. 

though  a  fifth  of  all  couples  and  a  seventh  of  all  nonmarried  benefi- 
ciaries had  been  hospitalized,  half  of  those  who  could  not  state  their 
total  medical  expenses  for  the  year  had  been  in  a  hospital.  The  data 
for  hospitalized  beneficiaries  show  that  those  unable  to  report  hospital 
costs  more  often  were  beneficiaries  with  no  insurance  (Appendix  A, 
table  11).  Furthermore  among  both  the  insured  and  the  uninsured, 
those  unable  to  report  costs  were  more  likely  to  have  been  treated  in 
a  public  hospital  than  other  beneficiaries  (table  31) . 
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PART  III 

Public  Programs  and  Philanthropic  Arrangements  for  Medical  Care 

CHAPTER  8.  MEDICAL  CARE  UNDER  THE  OLD-AGE 
ASSISTANCE  PROGRAM 

Public  programs  are  now  responsible  for  more  than  $1  in  every  $4 
spent  for  medical  care  for  persons  65  and  over.  It  is  estimated  that 
public  expenditures  for  medical  care  for  the  aged  amounted  to  $1.3 
billion  in  1960  52  and  that  about  two-thirds  of  these  public  funds  went 
for  care  in  hospitals  (Table  32) . 


Table  32. — Public  Expenditures  for  Medical  Care  for  the  Aged:  Estimated  amount 
by  type  of  program  and  type  of  care,  1960 

[Millions  of  dollars] 


Type  of  medical  care 

Total 

Public 
assistance 

Veterans' 
Administra- 
tion 

Other 

Medical  care,  total    

Hospital  care,  total   

General  

$1, 330 

$455 

$265 

$610 

895 

100 

235 

560 

470 
425 

100 

165 
70 

205 
355 

Mental  and  tuberculosis   

Other—   

435 

355 

30 

50 

Source:  Division  of  Program  Research,  Social  Security  Administration. 


Some  medical  care  programs — notably  those  under  public  assistance 
and  those  for  veterans'  nonservice-connected  disabilities — are  open 
only  to  the  needy.  Others — notably  those  for  veterans'  service-con- 
nected disabilities,  or  for  military  personnel  and  their  families — pro- 
vide for  all  in  these  special  population  groups  without  regard  to  in- 
come or  ability  to  pay.  Publicly  administered  general  hospitals  in 
many  localities  provide  care  at  no  charge,  or  at  charges  related  to  in- 
come, for  persons  who  cannot  afford  to  pay  in  full.  Traditionally, 
nongovernmental  hospitals  also  provide  some  free  medical  care  to  the 
needy,  but  these  hospitals  are  increasingly  being  paid  for  their  serv- 
ices to  the  needy  through  public  programs  and  public  grants. 

52  See  Appendix  C  for  sources  and  methodology  of  estimates. 
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The  public  assistance  programs  are  the  most  important  single  source 
of  public  funds  for  medical  care  for  aged  persons  outside  of  mental 
and  tuberculosis  hospitals.  From  the  beginning  of  the  Federal- 
State  old-age  assistance  program  in  1935,  the  cost  of  medical  care 
could  be  included  in  monthly  cash  payments  to  OAA  recipients. 
However,  the  fact  that  the  monthly  payments  for  a  recipient  were 
subject  to  Federal  and  State  maximums  very  much  limited  the  care 
made  available  in  most  States. 

In  1950  the  Social  Security  Act  was  amended  to  permit  Federal 
matching  of  payments  for  medical  care  made  directly  to  suppliers. 
However,  these  so-called  vendor  payments  had  to  be  within  existing 
maximums  on  Federal  participation  in  payments.  In  1956,  old-age 
assistance  was  again  broadened  by  establishing  separate  Federal 
matching  for  medical  care  payments  over  and  above  the  cash  assist- 
ance payment.  In  1958,  the  effective  ceiling  on  Federal  matching  was 
increased. 

The  1960  (Kerr-Mills)  amendments  to  the  Social  Security  Act  pro- 
vided two  extensions  of  medical  care  for  the  aged  under  the  public 
assistance  program:  (1)  increased  Federal  matching  of  medical  care 
payments  under  old-age  assistance,  and  (2)  a  new  program  of  medical 
assistance  for  the  aged,  designed  to  provide  help  with  medical  bills 
for  the  so-called  medically  indigent.  The  1961  amendments  included 
an  additional  liberalization  of  the  Federal  matching  provisions  for 
vendor  medical  payments  under  old-age  assistance.  Since  1960  the 
Federal  Government  has  matched  State  expenditures  in  the  form 
of  vendor  payments  to  old-age  assistance  recipients  on  a  more  favor- 
able basis  than  expenditures  made  for  assistance  in  the  form  of  money 
payments.53 

Some  2.3  million  persons — more  than  13  percent  of  all  those  65 
years  and  older — are  presently  receiving  old-age  assistance.  The  pro- 
portion varies  widely  from  State  to  State,  however,  from  3  percent 


"  Prior  to  the  1960  amendments,  the  Federal  Government  matched  State  ex- 
penditures for  assistance  in  an  amount  equal  to  (a)  80  percent  of  expenditures 
up  to  an  average  of  $30  per  month  per  recipient,  plus  (b)  50  to  65  percent — 
depending  upon  relative  State  per  capita  income — of  expenditures  over  an  aver- 
age of  $30  and  up  to  an  average  of  $65  per  month  per  recipient  including  vendor 
medical  payments.  Under  the  Kerr-Mills  amendments,  as  further  modified  by 
the  1961  amendments,  if  the  average  payment  exceeds  $66.  the  Federal  Govern- 
ment matches  from  50  to  80  percent — depending  on  relative  State  per  capita 
income — of  the  amount  of  vendor  medical  payments  up  to  an  average  of  $15 
a  month  per  recipient,  or  the  amount  by  which  the  average  payment  exceeds  $66, 
whichever  is  less.  For  States  with  average  monthly  payments  of  $66  or  less  the 
Federal  share  in  average  vendor  medical  payments  up  to  $15  a  month  is  an 
additional  15  percent  over  the  usual  Federal  percentage  applicable  to  the 
amount  of  payments  falling  between  $31  and  $66.  This  percentage,  when  added 
to  the  usual  Federal  percentage  for  the  second  part  of  the  formula  for  payments, 
gives  a  total  Federal  share  of  65-80  percent.  The  additional  Federal  share  of 
15  percent  is  also  available  to  States  with  average  monthly  payments  of  more 
than  $66,  when  it  is  advantageous  to  them  as  an  alternative  to  the  method  de- 
scribed above. 
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in  Delaware  and  New  Jersey  to  51  percent  in  Louisiana.  In  general, 
it  is  high  in  the  rural  Southern  States  and  low  in  the  industrial  North- 
ern States  (Appendix  A,  Table  4).  In  some  States  the  public  assist- 
ance agencies  assume  virtually  complete  responsibility  for  providing 
all  needed  medical  care  to  public  assistance  recipients.  In  a  few  States 
the  public  welfare  agencies  make  no  provision  for  medical  care  of 
recipients.   Most  States  fall  between  these  extremes. 

To  receive  Federal  aid  for  its  old-age  assistance  program  a  State 
must  submit  a  State  Plan  which  meets  certain  requirements  laid  down 
in  Federal  law.  Among  the  requirements  are  that  the  program  be 
operated  or  supervised  by  a  single  State  agency,  be  effective  in  all 
parts  of  the  State,  provide  for  appeal  by  persons  denied  assistance, 
etc.  Within  the  terms  of  Federal  aid,  the  States  have  considerable 
leeway  in  operating  their  programs,  including  determining  standards 
of  eligibility  and  of  need. 

Services  provided  under  Old- Age  Assistance 

There  is  considerable  variation  among  the  States  with  respect  to 
the  amount  of  care  and  types  of  health  services  that  are  provided 
under  the  OAA  programs.  In  those  States  which  provide  medical 
care  to  OAA  recipients  by  means  of  vendor  payments,  various  limita- 
tions are  placed  on  the  amount  of  care  provided.  When  a  State  pays 
for  care  through  money  payments,  there  is  usually  a  maximum  which 
limits  the  amount  of  care  which  can  be  paid  for.  A  summary  of  the 
number  of  States  providing  services  under  the  OAA  programs  and 
the  method  of  payment  for  each  service  provided,  i.e.,  by  vendor  pay- 
ments or  through  money  payments  is  shown  in  Table  33.  The  specific 
limitations  on  the  amount  of  payments  and  care  provided  are  shown 
in  detail  by  State  in  Appendix  B,  Table  14. 

Table  33. — Old-Age  Assistance  Programs:  Summary  of  number  of  States  providing 
major  types  of  medical  services  by  method  of  payments,  October  1,  1961 


Number  of  States 


Type  of  service  1 

Total 

Money 

Vendor 

payments  1 

payments  ' 

Hospital  care     

46 

3 

43 

Physicians'  services     

42 

7 

35 

Office  visits  

39 

7 

32 

Home  calls     

42 

7 

35 

Hospital  inpatients     

26 

5 

21 

Hospital  outpatients   

29 

6 

23 

Dental  care    

36 

10 

26 

Fillings  

32 

7 

25 

Extractions  

34 

8 

26 

Dentures  and  repairs  

33 

10 

23 

Prescribed  drugs  

40 

»12 

2  31 

Nursing  home  care  

48 

>28 

»31 

1  There  are  substantial  limitations  among  the  States  on  amounts  and  care  provided.   See  Appendix  B, 
Table  14  for  the  detail  by  State. 
1  Includes  3  States  using  both  money  and  vendor  payments. 
3  Includes  11  States  using  both  money  and  vendor  payments. 

Source:  Bureau  of  Family  Services,  Social  Security  Administration. 
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In  46  States  the  assistance  agency  assumed  some  responsibility  for 
the  provision  of  hospital  care  as  of  October  1, 1961,  the  latest  date  for 
which  State  Plan  characteristics  have  been  summarized.54  In  25  of 
these  States  necessary  hospital  care  for  all  types  of  cases  (except  care 
in  mental  or  tuberculosis  hospitals)  is  provided  for  as  long  as  may  be 
needed.  In  the  remaining  States  limitations  are  imposed  relating  to 
type  of  conditions  which  may  be  hospitalized — acute,  critical,  life- 
endangering  illnesses  or  accidents,  the  number  of  days  covered,  and  the 
maximum  payments  per  day. 

Some  responsibility  for  the  provision  of  some  physicians'  services 
under  OAA  is  taken  in  42  States.  Home  calls  are  provided  in  all 
of  these  States,  but  definite  limitations  are  imposed  in  many  States 
on  the  number  of  calls  or  visits  that  will  be  paid  for  in  a  given  time 
period  or  case  of  illness.  A  few  States  pay  for  physicians'  services 
only  in  acute  conditions  and/or  life  endangering  conditions. 

Dental  services  are  provided  to  old-age  assistance  recipients  in  36 
States.  Some  States  providing  dental  services  under  vendor  pay- 
ments limit  these  to  emergencies,  or  when  required  for  care  of  a  medi- 
cal condition,  or  to  maximum  payments.  Most  of  the  States  provid- 
ing dental  care  through  money  payments  have  grant  limitations  which 
would  curtail  the  amount  of  dental  care  that  could  be  paid  for  in 
this  way. 

Prescribed  drugs  for  old-age  assistance  recipients  are  provided  in 
40  States,  with  limitations  in  some  States  on  the  maximum  allowable 
or  the  type  illness  for  which  drugs  may  be  prescribed. 

Nursing  home  care  is  provided  in  48  States,  with  maximum  monthly 
limitations  in  many  States  ranging  from  $40  to  $200.  In  10  States 
the  maximum  grant  is  $100  or  less. 

Selection  of  physician,  hospital,  dentists,  etc. 

Analysis  of  State  plans  suggests  that  in  most  States  which  provide 
for  physician  service  under  the  OAA  program  through  vendor  pay- 
ments, recipients  have  free  choice  among  the  doctors  in  the  area  who 
are  willing  to  serve  assistance  recipients  at  the  fees  paid  by  the  as- 
sistance agency.  No  information  is  available,  however,  as  to  the  pro- 
portion of  physicians  in  the  various  States  who  have  agreed  to  accept 
welfare  fees  and  to  serve  assistance  recipients. 

Where  money  is  included  in  the  grant  to  pay  for  services  of  physi- 
cians or  dentists,  the  assistance  recipient  makes  his  own  arrangements 
and  may  choose  among  those  physicians  or  dentists  who  are  willing 
to  accept  the  fees  he  can  pay.    Where  the  assistance  agency  pays  for 

"Bureau  of  Family  Services,  Social  Security  Administration,  Characteristics 
of  State  Public  Assistance  Plans  Under  the  Social  Security  Act:  Provisions  for 
Medical  and  Remedial  Care  (Public  Assistance  Report  No.  19),  1962. 
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physicians'  services  in  the  office  or  home  but  not  in  the  hospital,  re- 
cipients requiring  hospitalization  ordinarily  must  go  to  hospitals 
where  the  medical  staff  has  agreed  to  provide  service  free  to  welfare 
patients. 

With  respect  to  drugs,  assistance  recipients  generally  have  a  choice 
among  the  pharmacists  in  their  localities.  However,  in  those  States 
where  local  welfare  departments  have  entered  into  agreements  with 
individual  pharmacists  who  are  willing  to  provide  drugs  at  less  than 
the  going  rate,  welfare  recipients  have  to  purchase  their  drugs  from 
these  pharmacists. 

If  an  aged  recipient  needs  nursing-home  care  his  choice  is  apt  to  be 
confined  to  those  homes  which  are  willing  to  accept  welfare  rates. 
Welfare  departments  pay  for  approximately  half  of  all  nursing  home 
care  in  the  United  States — almost  all  of  it  for  old-age  assistance  re- 
cipients. The  low  amounts  which  they  pay  for  such  care  have,  in 
considerable  measure,  set  the  standards  of  nursing  home  care  in  this 
country  and  set  them  at  low  levels. 

Payment  of  physicians,  hospital,  etc. 

In  States  and  localities  where  medical  care  is  paid  for  through 
vendor  payments,  the  physicians,  hospitals,  and  other  suppliers  are 
paid  on  the  basis  of  rates  mutually  agreed  upon.  In  most  States  the 
rates  are  negotiated  on  a  State-wide  basis  between  the  welfare  depart- 
ment and  the  State  hospital  association,  State  medical  association,  or 
other  appropriate  group.  Comprehensive  data  are  not  available  as  to 
how  these  rates  or  fees  paid  compare  with  those  paid  by  the  general 
public. 

In  most  States  hospitals  are  paid  either  on  the  basis  of  a  flat 
negotiated  per  diem  rate  or  on  their  per  diem  cost  but  not  in  excess 
of  a  specified  limit.  Hence,  many  of  the  hospitals  receive  less  than 
cost,  some  very  much  less.  Hospitals  generally  hold  that  they  should 
be  paid  for  services  to  welfare  recipients  on  a  basis  which  reflects 
costs.  State  and  local  welfare  departments  frequently  plead  inability 
to  pay  full  cost.  Hospitals  frequently  agree  to  accept  less  than  their 
costs  on  the  assumption  that  some  payment  is  better  than  none. 

Administration 

In  most  States  (31  of  54)  the  OAA  program  is  administered  by  a 
State  agency — the  State  welfare  or  assistance  department.  This  de- 
partment usually  has  local  or  district  offices.  In  the  other  23  States 
the  program  is  administered  by  the  welfare  departments  of  local  politi- 
cal subdivisions  (counties  and  cities,  etc.)  under  supervision  of  the 
State  agency.    In  the  State-supervised  programs  the  State  agency 
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sets  the  main  policies  and  procedures  (including  standards  of  eligi- 
bility, standards  of  assistance,  medical  care  to  be  furnished,  etc.)  and 
the  local  welfare  departments  must  hold  to  these  policies.  In  4  States 
(New  York,  Indiana,  Kansas,  and  Wyoming)  the  program  is  ad- 
ministered by  the  counties  under  procedures  in  which  the  counties 
have  considerable  freedom  of  action  but  must  submit  a  plan  which 
meets  State  approval. 

In  the  States  with  State  administered  programs  the  State  generally 
bears  the  full  cost  of  the  program  over  and  above  Federal  aid;  in  the 
State  supervised  programs,  the  localities  generally  bear  a  portion  of 
the  cost.  In  the  State  administered  programs,  arrangements  for  the 
provision  of  and  payment  for  medical  care  are  uniform  throughout  the 
State.  In  the  State-supervised  programs,  there  may  be  difference 
among  the  local  subdivisions  in  the  rates  of  payment  for  care  and  other 
particulars. 

In  a  number  of  States  the  State  welfare  department  has  entered  into 
arrangements  with  the  State  health  department  for  administration 
of,  or  assistance  in  administering,  the  medical  care  part  of  the  assist- 
ance program.  In  a  number  of  States  contracts  have  been  entered 
into  with  Blue  Cross  plans,  Blue  Shield  Plans  or  State  or  local  asso- 
ciations of  physicians  or  other  professional  groups  for  the  provision 
of  care  or  for  paying  hospitals,  physicians,  etc.,  for  services  or  supplies 
provided  to  recipients. 

In  Puerto  Rico,  the  Virgin  Islands,  and  the  District  of  Columbia 
the  health  department  operates  major  facilities  serving  the  whole  pop- 
ulation or  the  indigent  and  medically  indigent  and  is  reimbursed  by 
the  welfare  department  for  services  provided  to  assistance  recipients.55 

Utilization 

Tables  34  and  35  present  data  on  hospital,  nursing  home,  medical 
service  and  drug  utilization  by  OAA  recipients  in  States  which  have 
thus  far  developed  data  of  this  type.  Mainly  these  are  States  which 
are  making  above  average  expenditures  per  recipient  for  medical  care. 

From  these  data,  it  is  apparent  that  at  least  in  some  States,  OAA 
recipients  are  a  most  atypical  population.  In  the  general  population 
65  and  over  about  1  in  6  is  admitted  annually  to  general  hospitals,  and 
it  is  estimated  that  aged  persons  are  receiving  270  to  285  days  of 
hospital  care  annually  per  100  persons  (after  adjustments  for  de- 
cedents) .  By  contrast,  in  some  States  as  many  as  a  quarter  or  a  third 
of  all  old-age  assistance  recipients  were  hospitalized,  and  in  a  recent 
year  assistance  recipients  in  2  States  received  1,221  and  1,348  days  of 
hospital  care  per  100  recipients — approximately  5  times  the  expected 

"See  Appendix  B,  Table  15,  for  a  more  detailed  description  of  these 
arrangements. 


82 


rate  for  the  general  population  of  this  age.  Part  of  this  extraordi- 
nary use  of  service  is  undoubtedly  due  to  the  fact  that  old-age  assist- 
ance recipients  as  a  group  are  of  advanced  age — much  older  than  the 
general  population  65  and  over.  (The  median  age  of  all  persons 
receiving  OAA  in  1960  was  76.4  years  as  compared  with  72.1  for  all 
persons  65  and  over.)  But  in  addition,  it  seems  plain,  illness  and  the 
need  for  medical  care  have  been  major  reasons  for  persons  coming  on 
to  the  public  assistance  rolls.56 

Table  34. — Old-Age  Assistance:  Hospital  utilization  rates  of  recipients,  selected 

States,  recent  periods 


State 


Report  period 


Percent  of 
recipients 
hospital- 
ized 


Rates  per  100  recipients 


Hospital 
admissions 


Days  of 
care 


Average 
days  of 
care 


Colorado  

Connecticut  

Florida  

Illinois   

Maryland  

Massachusetts  . 

Michigan  

New  Mexico  

North  Carolina 
North  Dakota- 
Oklahoma  

Rhode  Island . . 


1959   

(')  -  

Nov.  1959-Oct.  1960 
Jan.  1958-June  1958. 

(')  

Fiscal  year  1959-60. 

1955.   

Fiscal  year  1959-60. 
Fiscal  year  1957-58. 
Fiscal  year  1959-60. 
Fiscal  year  1959-60. 
Fiscal  year  1957-58. 


27.5 
19.0 

(') 
(') 

"  10.0 

(') 
(') 

19.6 
11.8 
33.3 

(') 

16.2 


42.7 
28.fi 
12.1 

) 

13.0 


(') 

I 
(') 
(') 
(') 


15.6 


0) 


23.1 
22.0 


505 
660 
121 

(') 

240 
1,348 
1,221 
270 
195 
911 

(') 

328 


0) 
(') 


11.8 
19.4 
10.1 
16.7 
17.2 


» 13.8 
12.5 
«27.3 


0) 


14.9 


1  Not  reported. 
>  Estimated. 

•  Average  days  per  patient  rather  than  for  hospital  admission. 
Source:  Bureau  of  Family  Services,  Social  Security  Administration. 


Table  35. — Old-Age  Assistance:  Percent  of  recipients  receiving  nursing  home  care, 
physicians'  services  and  drug  prescriptions  paid  for  through  vendor  payments, 
selected  States,  recent  periods 


State 

Report  period 

Percent  of  recipients  receiving — 

Nursing 
home  care 

Physicians' 
services 

Drug  pre- 
scriptions 

November  1957  to  April  1958. 
1959   

(') 

9.6 

(') 

14.5 

(') 

6.3 
9.1 

>10.0 

(') 

51.4 

(') 
62.0 

(') 
62.0 
65.3 
67.6 

(') 
69.9 

44.6 

(') 

65.0 

(') 

66.0 

(') 

66.1 

(') 

77.9 

(i)   

August  1960    

(')—     

Fiscal  year  1959-60  

Fiscal  year  1959-60  

Fiscal  year  1959-60.  

Fiscal  year  1957-58  

i  Not  reported. 

1  Includes  some  duplication  of  cases. 

Source:  Bureau  of  Family  Services,  Social  Security  Administration. 


Expenditures  for  medical  care  under  OAA 

Expenditures  for  medical  care  for  old-age  assistance  recipients  in  the 
form  of  vendor  payments  amounted  to  $315  million  in  1961.  It  will 
shortly  be  possible  to  estimate  the  amount  of  expenditures  for  medical 

"  See  Chapter  7,  Table  28. 
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care  provided  through  money  payments  to  recipients  on  the  basis  of 
special  statistical  reports  for  January  1962  to  be  submitted  by  the 
States  by  April  1962.  Expenditures  in  this  form  have  undoubtedly 
dropped  below  the  1960  level  (of  $149  million)  both  because  of  trans- 
fers from  OAA  to  MAA  and  because  of  changes  in  method  of  payment 
for  medical  care  under  OAA,  but  probably  by  not  much  more  than 
the  increase  in  vendor  payments  under  OAA. 

In  January  1962  vendor  payments  for  medical  care  averaged  $13.26 
per  recipient.57  Four  States  made  no  vendor  payments;  the  range 
among  the  States  which  made  vendor  payments — from  a  low  of  13 
cents  per  recipient  per  month  in  Georgia  to  a  high  of  $61.29  per  re- 
cipient in  Connecticut — was  as  follows : 


Average  Monthly  Vendor  Number 
Payments  for  Medical  of 
Care  States 
Total   50 

Under  $5.00   9 

$5.00-$9.99   9 

$10.00-$14.99   11 

$15.00-19.99   6 

$20.00-$24.99   4 

$25.00  and  over   11 


The  proportion  of  OAA  expenditures  going  for  medical  care  through 
direct  payments  to  vendors  is  large — 18.7  percent  for  the  country  as 
a  whole  in  January  1962,  the  latest  month  for  which  data  are  avail- 
able. In  some  States  a  major  portion  of  all  OAA  funds  are  going 
for  medical  care  in  the  form  of  vendor  payments,  e.g.,  60  percent  in 
Wisconsin,  57  percent  in  Connecticut,  49  percent  in  Minnesota,  44 
percent  in  Illinois,  and  43  percent  in  New  Jersey. 

Effect  of  1960  amendments 

The  1960  Social  Security  Amendments  have  resulted  in  increases 
in  vendor  payments  under  old  age  assistance  in  a  number  of  States. 
By  March  26,  1962,  8  States  which  had  no  vendor  payment  programs 
for  OAA  recipients  before  September  1960  had  placed  such  provi- 
sions in  operation.  Some  26  States 58  which  already  had  vendor  pay- 
ment programs  have  made  their  programs  more  comprehensive,  i.e., 
provide  services  which  they  formerly  did  not  provide  through  vendor 
payments. 

The  extent  of  improvement  in  services  provided,  however,  varies 
considerably  among  the  States.  A  change  in  method  of  payment  may 

"  The  number  of  recipients,  total,  and  average  payments  by  State  are  shown  in 
Appendix  B,  Table  13. 

68  Arkansas,  California,  Connecticut,  District  of  Columbia,  Florida,  Hawaii, 
Idaho  (Nursing  home  care  withdrawn  from  scope  of  OAA  and  provided  in 
MAA),  Indiana,  Iowa,  Louisiana,  Maine,  Maryland,  Michigan,  Missouri,  Nevada, 
New  Mexico,  Ohio,  Oklahoma,  North  Carolina,  Tennessee,  Utah,  Vermont,  Vir- 
ginia, Virgin  Islands,  Washington,  West  Virginia. 
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or  may  not  be  important  to  the  recipient.  It  could  result  in  more 
adequate  cash  payments  to  meet  both  his  subsistence  needs  and  also 
his  medical  needs.  Changes  in  average  vendor  payments  provide  a 
more  definite  indication  of  the  impact  of  the  1960  amendments,  even 
though  OAA  recipients  in  States  with  relatively  high  vendor  pay- 
ments do  not  necessarily  receive  comprehensive  and  high  quality 
medical  care,  and  those  in  States  with  relatively  low  vendor  payments 
may  receive  care  through  other  programs. 

Between  September  1960,  the  month  before  the  amendment  was 
effective,  and  January  1962  the  U.S.  average  vendor  payment  per 
recipient  increased  from  $10.75  to  $13.26.  Ten  States  did  not  make 
vendor  payments  for  medical  care  for  old-age  assistance  recipients  in 
September  1960,  but  six  of  these  States  were  providing  vendor  pay- 
ments in  January  1962.  In  37  States  average  vendor  payments  per 
recipient  were  higher  in  January  1962  than  in  September  1960,  but  in 
21  of  them  average  money  payments  were  lower,  presumably  at  least 
in  some  cases  because  the  State  changed  its  method  of  payment  to 
take  advantage  of  more  favorable  matching  provisions  for  vendor 
than  for  money  payments.  One  State  reported  the  same  vendor  pay- 
ments and  6  States  smaller  average  vendor  payments  in  January  1962 
than  16  months  earlier.  In  4  of  these  6  States,  the  decrease  was  due 
to  transfer  of  cases  to  the  new  medical  assistance  for  the  aged  pro- 
gram, and  opening  new  nursing  home  cases  under  MAA,  also  in  order 
to  take  advantage  of  the  more  favorable  Federal  matching.  Massa- 
chusetts and  New  York  gained  most,  by  transferring  most  of  their 
nursing  home  cases  from  OAA  to  MAA. 

Further  consideration  of  overall  changes  in  expenditures  for  medi- 
cal care  for  aged  persons  who  are  needy  or  medically  indigent  will 
follow  the  description  of  the  MAA  program  in  Chapter  9. 

Summary 

It  is  clear  that  in  some  States  the  medical  needs  of  OAA  recipients 
are  not  being  met  through  assistance  programs.  Four  States  assume 
no  responsibility  whatever  under  their  old-age  assistance  program  for 
provision  of  medical  care  through  vendor  payments.  In  29  other 
States  average  expenditures  for  medical  care  in  January  1962  through 
vendor  payments  were  less  than  $15  a  month  per  recipient,  an  amount 
certainly  well  below  that  required  for  purchase  of  adequate  care.69 


59 The  AHA  and  AMA  proposals  for  Blue  Cross  and  Blue  Shield  contracts  (see 
Chapter  6)  which  they  would  like  to  see  available  to  all  aged  persons,  would  cost 
in  the  neighborhood  of  $15  a  month,  and  would  provide  services  which  would 
meet  only  about  50  percent  of  the  total  health  needs  of  aged  persons.  Old-age 
assistance  recipients,  being  older  than  the  whole  body  of  aged  persons  and  hav- 
ing more  illness  and  disability,  require  more  care  on  the  average  than  other  aged 
persons. 
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The  limitations  imposed  by  many  State  programs  on  the  conditions 
for  which  care  will  be  provided  or  the  amount  or  duration  of  care 
furnished  also  preclude  provision  of  adequate  care  to  old-age  assist- 
ance recipients  through  the  assistance  programs. 

Of  course,  in  many  States  other  medical  resources  are  available  to 
old-age  assistance  recipients:  other  public  programs  for  providing 
medical  care  to  the  indigent  and  medically  indigent ;  charity  services 
of  physicians ;  care  paid  for  by  community  chests ;  free  care  provided 
by  hospitals.  The  availability  of  these  resources,  which  will  be  briefly 
described  later,  varies  from  State  to  State,  and  within  States.  It  is 
difficult  to  assess  their  contribution.  A  recent  attempt  at  such  assess- 
ment reached  the  conclusion  that  in  many  States  and  localities  assist- 
ance recipients  were  not  obtaining  adequate  care.60 


M  Medical  Resources  Available  To  Meet  the  Needs  of  Public  Assistance  Recip- 
ients; Report  by  the  Department  of  Health,  Education,  and  Welfare  to  the  Com- 
mittee on  Ways  and  Means,  U.S.  House  of  Representatives  (Committee  Print, 
87th  Cong.,  1st  sess.)  1961. 


86 


CHAPTER  9.  THE  MEDICAL  ASSISTANCE  FOR  THE 
AGED  PROGRAM 

The  1960  (Kerr-Mills)  amendments  to  the  Social  Security  Act 
provided,  effective  October  1,  1960,  not  only  for  additional  matching 
of  expenditures  under  OAA  in  the  form  of  vendor  payments  for  medi- 
cal care  but  also  for  Federal  aid  to  the  States  in  providing  medical 
assistance  to  aged  people  not  receiving  old-age  assistance  whose  in- 
come and  resources  are  insufficient  to  meet  the  cost  of  needed  medical 
care. 

To  obtain  Federal  aid,  a  State  must  submit  a  plan  providing  for 
medical  assistance  to  the  aged  which  meets  certain  requirements  laid 
down  in  the  Act.  In  addition  to  meeting  most  of  the  same  require- 
ments as  those  for  old-age  assistance  the  State's  plan  for  medical 
assistance  for  the  aged  must  provide  (a)  for  some  institutional  and 
some  noninstitutional  services;  (b)  that  no  enrollment  fee,  premiums 
or  special  charges  will  be  imposed  as  a  condition  of  eligibility;  (c) 
for  service  to  individuals  who  are  residents  of  the  State  but  absent 
from  it;  (d)  reasonable  standards  for  determining  eligibility  and 
the  extent  of  medical  assistance  given;  (e)  that  no  lien  may  be  im- 
posed against  the  property  of  any  individual  prior  to  his  death  on 
account  of  medical  assistance  properly  paid  in  his  behalf  and  that 
there  shall  be  no  recovery  from  his  estate  until  after  the  death  of  the 
surviving  spouse,  if  any;  (f)  that  there  shall  be  no  durational  resi- 
dence requirement;  and  (g)  that  there  will  be  no  disclosure  of  infor- 
mation concerning  benefits  paid  on  behalf  of  individual  recipients. 

A  State  plan  of  medical  assistance  for  the  aged  must  be  adminis- 
tered by  the  same  State  agency  that  administers  old-age  assistance. 

In  MAA  the  Federal  Government  participates  only  in  expenditures 
made  in  the  form  of  vendor  payments,  i.e.,  payments  to  hospitals, 
physicians,  etc.,  for  medical  care  provided  to  recipients.  It  does  not 
participate  in  amounts  paid  directly  to  recipients. 

There  is,  however,  specific  provision  in  the  statute  for  Federal 
financial  participation  in  State  expenditures  "for  insurance  premiums 
for  medical  or  any  other  type  of  remedial  care  or  the  cost  thereof" 
paid  as  medical  assistance  in  behalf  of  eligible  individuals. 

The  extent  of  Federal  aid  varies  from  State  to  State  within  a  range 
of  50  to  80  percent,  depending  upon  relative  State  per  capita  income. 
There  are  no  limitations  upon  the  amount  in  which  the  Federal 
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Government  will  participate  for  any  one  individual  or  for  the  State 
as  a  whole,  as  contrasted  with  OAA,  in  which  Federal  participation 
is  limited  to  payments  up  to  a  specified  maximum  on  the  average. 
For  this  reason  States  whose  average  payment  is  above  this  maximum 
can  increase  Federal  payments  by  transferring  high  cost  medical  care 
cases  from  OAA  to  MAA. 

Through  the  end  of  March  1962,  programs  were  in  effect  in  26 
States  (23  States  plus  Puerto  Rico,  Virgin  Islands,  and  Guam).61 

According  to  reports  from  State  welfare  directors,  it  is  likely  that 
programs  will  be  placed  in  operation  in  2  other  jurisdictions  early  in 
1962.62  New  Jersey  still  has  under  consideration  legislation  to  begin 
an  MAA  program.  Since  very  few  State  legislatures  meet  in  1962, 
it  is  unlikely  that  during  1962  many  of  the  remaining  24  States  will 
pass  the  required  legislation  or  appropriate  funds  to  implement  legis- 
lation already  passed.  Five  States  have  chosen  to  expand  their  old- 
age  assistance  programs  for  medical  care  to  include  needy  persons 
who  need  only  medical  care,  rather  than  to  begin  MAA  programs. 
Under  these  programs,  the  same  requirements  apply  as  do  for  the 
States'  OAA  program  generally  including  durational  residence  re- 
quirements, current  liens  on  recipients'  estates,  and  the  publication  of 
lists  of  recipients,  where  these  are  applicable. 


Services  provided 

The  services  provided  under  the  MAA  programs  of  the  States  vary 
widely.  A  summary  of  the  number  of  States  providing  these  services 
is  shown  in  Table  36.  Detail  on  limitations  by  State  may  be  found  in 
Appendix  B,  Table  16. 

Table  36. — Medical  Assistance  for  the  Aged:  Summary  of  number  of  States 
providing  major  types  of  services,  October  1961 


Type  of  service  1 


Number 
of  States 


Hospital  care   _ 

Nursing  home  care  

Physicians'  services   

Office    

Home  or  in  nursing  home. 

Hospital  outpatient  

Hospital  inpatient  

Dental  care    

Prescribed  drugs  2   _. 


21 
14 
20 
16 
17 
16 
12 
10 
12 


1  There  are  substantial  limitations  among  the  States  on  amounts  and  care  provided.  See  Appendix  B, 
table  16. 

3  Other  than  for  hospitalized  patients;  drugs  for  hospital  patients  are  included  as  part  of  hospital  care. 
Source:  Bureau  of  Family  Services,  Social  Security  Administration. 


61  Alabama,  Arkansas,  California,  Guam,  Hawaii,  Idaho,  Illinois,  Kentucky, 
Louisiana,  Maine,  Maryland,  Massachusetts,  Michigan,  New  Hampshire,  New 
York,  North  Dakota,  Oklahoma,  Oregon,  Pennsylvania,  Puerto  Eico,  South 
Carolina,  Tennessee,  Utah,  Virgin  Islands,  Washington,  West  Virginia. 

m  Connecticut  and  Vermont. 
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Of  the  21  States  for  which  detailed  data  were  available  as  of 
October  1,  1961,  all  provided  some  inpatient  hospital  care.  However, 
11  States  imposed  limitations  on  the  number  of  days  covered  and/or 
the  type  of  condition  hospitalized.  Several  States  also  specified  that 
the  patient  must  pay  part  of  the  cost. 

Nursing  home  care  was  provided  under  MAA  programs  in  only  14 
States  as  of  October  1,  1961.  Most  of  these  States  had  limitations 
with  respect  to  the  number  of  days  covered  or  the  maximum  payment 
allowed.  Some  had  further  qualifications  relating  to  provision  of 
care  only  on  transfer  from  a  hospital. 

Physicians'  services  were  provided  in  20  of  the  21  States  having 
MAA  programs.  The  physicians'  services  in  the  office,  home,  or  out- 
patient department  were  generally  limited  in  terms  of  visits  or  services 
paid  for  in  a  given  period. 

Ten  States  provided  some  dental  services,  but  frequently  provided 
only  in  emergencies,  for  relief  of  pain,  or  for  treatment  of  acute  in- 
fection.   The  services  were  usually  limited  to  extractions  and  fillings. 

Twelve  States  paid  for  some  drugs  outside  the  hospital,  with  limita- 
tions in  some  States  on  type  of  illness  for  which  they  may  be  pre- 
scribed. 

With  respect  to  the  extent  of  overall  coverage  of  the  major  kinds  of 
services,  three  States  63  provided  all  types  with  no  significant  limita- 
tions, fourteen  States  64  provided  what  might  be  termed  intermediate 
coverage  because  of  the  limitations  affecting  one  or  more  of  the  serv- 
ices, and  four  States  65  provided  what  might  be  termed  a  minimum 
coverage — only  two  major  services. 

The  States  vary  widely  in  the  conditions  of  eligibility  for  MAA. 
Some  17  States  set  maximums  on  the  income  and  assets  a  recipient  may 
have;  an  aged  person  with  income  or  assets  under  these  limits  is 
eligible;  one  with  income  or  assets  above  these  limits  is  ineligible  no 
matter  what  his  medical  needs  or  costs.  Other  States  (four)  say, 
in  effect,  UA  certain  level  of  income  and  resources  is  necessary  for 
subsistence ;  any  amount  beyond  this  level  will  be  evaluated  to  deter- 
mine its  availability  to  meet  medical  need.  If  the  amount  available 
is  still  not  enough  to  pay  for  the  person's  necessary  medical  care,  he 
is  eligible  for  medical  assistance  for  the  aged." 

The  maximums  on  income  and  assets  established  by  the  States  for 
a  single  recipient  with  no  dependents  range  from  $1,000  to  $3,000. 
Varying  allowances  are  made  for  dependents.  Again  it  should  be 
emphasized  that  these  maximums  take  no  account  of  a  person's  pre- 
vious or  anticipated  medical  costs.   Thus,  in  a  State  with  an  income 


63  Hawaii,  North  Dakota,  and  Puerto  Rico. 

"Arkansas,  Idaho,  Kentucky,  Louisiana,  Massachusetts,  Maryland,  Michigan, 
New  York,  Oklahoma,  Oregon,  South  Carolina,  Virgin  Islands,  Washington,  and 
West  Virginia. 

"  Illinois,  New  Hampshire,  Tennessee  and  Utah. 
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limit  of,  say,  $1,200,  an  aged  person  with  an  income  of  $1,400  a  year, 
who  has  Parkinson's  disease  and  needs  medical  and  nursing  home 
care  costing  some  $3,000  a  year,  is  ineligible  for  medical  assistance 
because  of  his  income.  (See  Appendix  B,  Table  17  for  detailed  eligi- 
bility provisions.) 

All  States  with  a  medical  assistance  program  for  the  aged  exempt 
the  real  property  used  as  a  home  in  determining  eligibility,  i.e.,  an 
aged  person  would  not  be  required  to  sell  his  home  or  to  place  a 
mortgage  upon  it.  Some,  however,  place  a  maximum  on  the  equity 
allowable.  West  Virginia,  which  originally  excluded  the  homestead 
as  a  resource,  when  tightening  its  eligibility  requirements  inserted 
"up  to  a  value  of  $15,000."  All  States  take  into  account  the  resource 
value  of  other  real  estate,  although  about  half  the  States  do  not  require 
liquidation.  Most  of  the  States  exempt  a  life-insurance  policy  with 
a  small  cash  surrender  value.  Medical  insurance  policies  and  similar 
resources  designed  to  meet  medical  need  are  also  considered  as  assets 
to  be  taken  into  account  in  determining  whether  payment  will  be 
made  for  medical  care  and  in  what  amount.  A  number  of  States  ex- 
clude premiums  for  such  insurance,  up  to  a  stated  maximum,  from 
inclusion  in  income  of  an  individual  or  a  couple. 

A  small  reserve  of  cash  or  "resources  convertible  to  cash"  is  spe- 
cifically permitted  in  most  States.  The  amount  permitted  a  single 
person  ranged  from  $300  in  Arkansas  to  $2,500  in  Maryland. 

Provisions  regarding  relatives'  responsibility,  i.e.,  the  extent  to 
which  relatives  will  be  held  responsible  for  care,  vary  widely.  Of 
the  21  States,  13  do  not  require  that  relatives  of  the  aged  applicant 
for  medical  assistance  must  contribute  to  the  extent  that  they  can 
towards  the  cost  of  needed  care ;  8  have  a  requirement  which  is  identi- 
cal with  or  similar  to  their  requirement  under  OAA  for  support  of 
applicant  by  relative.66  The  States  vary  in  the  standards  used  to 
assess  the  ability  of  relatives  to  pay  for  medical  care  of  an  applicant 
and  the  circumstances  under  which  they  will  deny  an  application  of 
an  aged  person  if  his  children  or  other  relatives  are  considered  able 
to  pay  for  the  care  required,  often  without  regard  to  whether  the 
relative  fulfills  this  obligation. 

Administration 

Federal  law  requires  that  this  program  must  be  administered  by  the 
same  agency  as  administers  the  State's  OAA  program.  Hence,  the 
administration  of  MAA  programs  is  similar  to  that  described  above 
regarding  OAA  programs. 

"  California,  Maine  and  Pennsylvania — which  are  not  among  these  21  states 
but  which  have  begun  MAA  programs — also  require  relative  responsibility. 
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Practices  in  opening  MAA  cases  vary  among  the  States.  In  8 
States,  persons  may  apply  concurrently  with  or  in  advance  of  their 
need  for  medical  care.  Once  eligibility  is  established  they  remain  eli- 
gible for  any  and  all  needed  medical  care  for  a  continuing  period,  usu- 
ally a  year.  After  a  year  or  some  shorter  period  specified,  continuing 
eligibility  for  medical  care  assistance  is  redetermined  for  all  open 
cases. 

The  general  practice  in  the  other  13  States  is  to  determine  eligibility 
anew  each  time  medical  care  may  be  needed,  taking  account  of  the  kind 
and  cost  of  the  medical  care  needed.  West  Virginia,  which  initially 
provided  for  preauthorization  as  to  financial  eligibility  for  persons 
who  were  not  immediately  in  need  of  medical  care  discontinued  this 
practice  effective  December  1,  1961  and  notified  all  persons  who  had 
been  certified  eligible  for  MAA  (30,567  as  of  end  of  November)  but 
who  had  not  found  it  necessary  to  use  the  services  that  their  cases 
would  be  closed,  but  that  they  could  re-apply  if  in  the  future  they 
needed  medical  services. 

Selection  of  hospital,  physician,  etc.,  and  method  of  payment 

In  all  or  virtually  all  States  the  provisions  affecting  choice  or  lack 
of  choice  of  hospital,  physician,  nursing  home,  and  druggist,  which 
apply  under  the  OAA  program  apply  also  under  the  MAA  program. 
With  minor  exceptions  in  the  case  of  States  using  a  pooled  fund  for 
OAA,  hospitals,  physicians  and  other  suppliers  of  care  would  be  paid 
in  the  same  way  and  on  the  same  basis  under  both  programs. 

In  general,  the  States  which  have  for  their  OAA  program  contrac- 
tual arrangements  with  the  health  department,  Blue  Cross  or  Blue 
Shield  plans,  or  State  or  local  medical  societies  either  to  provide 
service  or  to  act  as  fiscal  agents  in  paying  for  services  (as  described 
in  Appendix  B,  Table  15) ,  use  the  same  arrangements  for  their  MAA 
programs. 

It  is  noteworthy  that  West  Virginia,  which  was  among  the  first 
States  to  initiate  a  program  for  MAA  originally  planned  the  schedule 
of  fees  and  limitations  of  services  for  hospital,  physician,  and  drug 
services  to  be  identical  with  that  of  the  general  medical  care  program 
for  other  categories  of  assistance.  This  schedule  was  liberalized 
about  January  1,  1961  for  recipients  of  MAA.  Thus,  where  the  hos- 
pital rate  was  90  percent  of  hospital  costs  up  to  $20  per  day  for  the 
regular  assistance  recipients,  the  rate  for  MAA  was  actual  reimburs- 
able cost  without  maximum.  Other  items  in  the  schedule  were  cor- 
respondingly higher  for  comparable  services  under  MAA.  In  the 
late  summer,  the  agency  became  concerned  that  the  rate  of  expenditure 
under  MAA  would  exhaust  appropriations.  It  began  making  plans 
for  a  general  modification  of  procedures  as  to  authorization,  tighten- 
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ing  financial  eligibility  requirements,  and  bringing  the  fee  schedules 
and  limitations  on  service  back  in  line  with  that  prevailing  for  other 
categories  of  assistance. 


Recipients  and  expenditures  under  the  program 

The  number  of  recipients 67  of  medical  assistance  to  the  aged  in- 
creased gradually  from  October  1960  through  December  1961  (table 
37)  as  the  programs  in  effect  got  under  way  and  additional  States 
established  programs.  In  December  1961,  there  were  72,159  persons 
receiving  medical  assistance  to  the  aged  and  in  January  1962,  64,690 
as  West  Virginia  deferred  payments  for  January  causing  a  decrease 
of  8,100  recipients  and  Maryland  changed  its  method  of  reporting, 
resulting  in  a  decrease  of  3,300.  Payments,  which  had  increased 
steadily  up  to  November  when  they  were  just  over  $15  million, 
amounted  to  $14.9  million  in  January. 

In  J anuary,  82  percent  of  all  recipients  were  in  three  States,  Massa- 
chusetts, Michigan,  and  New  York  (table  38) .  Of  the  total  payments 
for  medical  care  for  recipients  some  92  percent  were  made  by  these 
three  States. 


Table  37. — Medical  Assistance  for  the  Aged:  Number  of  States  reporting,  number 
of  recipients,  and  total  payments,  each  month,  October  1960  to  January  1962 


Year  and  month 


Number  of 

States 
reporting 


Number  of 
recipients  1 


1960 

October   

November  

December   

1961 

January    

February  

March  

April  

May    

June...   

July    

August   _.  

September  _    

October   _   

November  __    _. 

December    

1962 

January  2  ___    


12, 791 
14, 922 


16,734 
18, 678 
21, 492 
27,  998 
41,388 
46,  247 
52, 030 
59, 093 
60,  928 
66,  396 
71,655 
72, 159 


64,690 


1  Number  of  recipients  are  persons  on  whose  behalf  payments  were  made  during  the  report  month  to 
suppliers  of  medical  services. 
'  For  State  detail,  see  table  38. 

Source:  Bureau  of  Family  Services,  Social  Security  Administration. 


"The  term  "recipient"  means  the  number  of  persons  for  whom  bills  from 
suppliers  of  medical  care  were  paid  in  the  report  month.  The  bills  generally 
represent  the  services  provided  in  a  preceding  month.  The  count  of  recipients 
does  not  necessarily  reflect  the  number  of  persons  actually  receiving  medical  care 
services  during  the  month  covered  by  the  report. 
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Table  38. — Medical  Assistance  for  the  Aged:  Recipients  and  payments  for  recipients, 

by  State,  January  1962  1 


Payments  for  recipients 

State 

Number  of 

recipients 

Total  amount 

Average 

Total   -    -  

64,690 

$14, 852, 990 

$229.  60 

Arkansas    

667 

29,  729 

44.57 

California   

600 

89,  946 

149.  91 

Hawaii   

2S0 

U.996 

196. 6S 

Idaho  

1,060 

165, 112 

155.  77 

Illinois    

181 

91.7S8 

606.84 

Kentucky    

1,  444 

22,  558 

16.62 

Louisiana                            —       _  _   

129 

29, 429 

228. 13 

Maine.      -   

US2 

97,896 

226.  61 

Maryland     _   

3,  510 

124, 492 

35,  47 

Massashusetts      

18, 637 

«  3,  283, 182 

176. 16 

Michigan   

4,  741 

1,  463,  361 

308. 66 

New  York                                                                 .  . 

29, 915 

8, 908, 818 

297. 80 

North  Dakota  .  .  .  ._.      . 

691 

a  129, 114 

186. 85 

Oklahoma    

267 

67, 180 

251. 61 

Oregon  

65 

15,  647 

240.  72 

Puerto  Rico      

224 

3,672 

16.  39 

South  Carolina...     

781 

121,  759 

155.  90 

Tennessee.                                                _  — 

210 

12,  897 

61.41 

Utah     _   

457 

66, 324 

145. 13 

Virgin  Islands   

85 

2,222 

26. 14 

Washington  

312 

78, 200 

250.64 

West  Virginia    

52 

4, 718 

90. 73 

1  Figures  in  italic  represent  program  under  State  plan  not  yet  approved  by  the  Social  Security  Adminis- 
tration.  All  data  subject  to  revision. 

2  Excludes  money  payments  not  subject  to  Federal  participation  as  follows:  $97,817  in  Massachusetts  and 
$2,226  in  North  Dakota. 

Source:  Bureau  of  Family  Services,  Social  Security  Administrstion. 


Prior  to  the  inception  of  the  MAA  program  New  York  and  Massa- 
chusetts had  a  considerable  number  of  cases  on  their  OAA  rolls  who 
were  in  nursing  homes.  Since  average  monthly  assistance  payments 
per  recipient  in  both  States  were  well  above  the  maximum  of  $65 
per  recipient  matchable  by  the  Federal  Government,  these  two  States 
received  relatively  little  Federal  aid  toward  the  cost  of  care  for 
these  nursing  home  cases.  At  the  start  of  their  MAA  program,  or 
soon  after,  both  States  transferred  all  or  most  OAA  cases  receiving 
nursing  home  care  to  their  MAA  program,  because  of  more  advan- 
tageous Federal  matching.  (It  is  apparent  that  these  two  States 
have  recived  a  very  large  portion  of  all  Federal  aid  under  the  MAA 
program.)  Just  over  half  of  all  MAA  cases  opened  in  these  two 
States  through  December  1961  were  transfers  from  OAA :  63  percent 
in  Massachusetts,  41  percent  in  New  York.  In  Idaho  and  North 
Dakota  about  two-thirds  of  the  MAA  cases  opened  through  December 
were  transfers  from  OAA.  By  contrast,  in  the  other  17  States  re- 
porting on  openings,  only  about  5  percent  of  the  cases  opened  were 
transfers  from  OAA.    (Table  39.) 

About  1  percent  of  all  cases  opened  in  the  United  States  had  pre- 
viously received  other  types  of  assistance  and  about  one-fifth  of  this 
small  group  continued  to  receive  other  assistance :  needy  persons  may 
not  receive  MAA  and  OAA  simultaneously,  but  they  may  receive 
MAA  and  other  types  of  assistance  concurrently. 
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Table  39. — Medical  Assistance  for  the  Aged:  Cases  opened  by  type  of  previous 

assistance,  if  any,  October  1960  to  December  1961 


State 

Total 
cases 
opened 

Assistance  received  previously 

OAA 

AB, 
APTD, 
ADC 

GA 

None 

Total   

166,851 

45, 900 

1, 574 

600 

118,777 

Arkansas    

2, 103 

0 

0 

0 

2,103 

397 

148 

0 

0 

249 

1,663 

977 

51 

0 

635 

696 

0 

0 

0 

696 

Kentucky   -   

5,294 

0 

0 

180 

5,114 

Louisiana  

110 

0 

0 

0 

110 

Maine  

244 

0 

0 

0 

244 

Maryland    -   

7,524 

0 

0 

0 

7,524 

Massachusetts  

29,191 

18, 439 

443 

70 

10,239 

Michigan     

14,  557 

2, 743 

85 

258 

11,471 

New  Hampshire  

66 

0 

0 

0 

66 

New  York  

54,  910 

22,768 

701 

82 

31, 359 

North  Dakota   

1,042 

786 

0 

0 

256 

Oklahoma  

2,589 

0 

0 

0 

2,589 

2,852 

10 

82 

4 

2,746 

South  Carolina.-    

2,645 

0 

0 

0 

2, 645 

Tennessee  —     

2, 441 

0 

0 

0 

2,441 

Utah  --   

582 

0 

198 

0 

384 

Virgin  Islands     

365 

0 

1 

0 

364 

Washington    

3,649 

29 

3 

6 

3,611 

33, 931 

0 

0 

0 

33, 931 

Source:  Bureau  of  Family  Services,  Social  Security  Administration. 


In  January  1962,  payments  under  MAA  were  half  as  much  as  total 
vendor  payments  under  OAA  ($30  million)  for  the  country  as  a  whole 
(table  40).  The  relation  between  the  two  programs  varies  widely 
from  State  to  State.  In  some  States  (Massachusetts,  New  York, 
Michigan,  West  Virginia,  Hawaii,  Idaho  and  Maryland)  the  MAA 
expenditures  are  larger  than  the  vendor  payments  under  OAA.  New 
York's  MAA  program  dwarfs  not  only  its  OAA  vendor  payments 
but  total  payments  under  OAA.  Massachusetts  is  spending  almost 
three  times  as  much  for  medical  care  under  MAA  as  under  its  OAA 
program.  On  the  other  hand,  in  other  States  the  expenditures  thus 
far  under  MAA  have  been  trifling  as  compared  with  vendor  payments 
under  OAA. 

Summary  and  appraisal 

Some  26  States  now  have  MAA  programs  in  effect.  Undoubtedly 
these  programs  have  been  and  will  be  useful  in  bringing  medical  care 
to  aged  persons  who  might  otherwise  have  gone  without,  have  ex- 
hausted slender  resources  to  pay  medical  bills  or  been  forced  to  ask 
for  private  charity. 

In  assessing  the  accomplishments  of  the  Kerr-Mills  provisions, 
OAA  and  MAA  must  be  considered  simultaneously.  In  effect,  in 
many  States  MAA  is  not  a  new  program.  Many  States  previously 
took  aged  persons  on  their  OAA  rolls  who  needed  only  medical  care, 
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Table  40.—  Vendor  Payments  Under  OAA  and  MAA  Programs:  Comparison  of 
expenditures  in  States  with  MAA  programs,  January  1962 


State 


Vendor 
payments 
under  OAA 


Payments 
under 
MAA 


All  States. 


$29, 941, 701 


$14, 852, 990 


States  reporting  MAA  payments. 


14, 774, 903 


14, 852, 990 


Arkansas  

California  

Hawaii  

Idaho   

Illinois  

Kentucky  

Louisiana  

Maine  

Maryland  

Massachusetts- 
Michigan  

New  York  

North  Dakota.. 

Oklahoma  

Oregon   

Puerto  Rico  

South  Carolina. 

Tennessee  

Utah   

Virgin  Islands.. 

Washington  

West  Virginia. . 


394, 626 
228, 464 

15,185 

45,  451 
463,  206 
167,388 
219,  760 
240, 134 

63, 133 
911,655 
707, 238 
972, 116 
138,  485 
301,  775 
546,  714 

17,207 
160,  771 
244, 673 
195, 002 
1,683 
625, 343 
124,  894 


29,  729 
89,  946 
44,9% 
165, 112 
91,738 
22,  558 
29,  429 
97,  896 
124,  492 
1, 283, 182 
1, 463, 361 
8, 908, 818 
129, 114 
67,180 
15,  647 
3, 672 
121,  759 
12, 897 
66, 324 
2,222 
78, 200 
4,  718 


Other  States       $15, 166, 798 


Source:  Bureau  of  Family  Services,  Social  Security  Administration. 

and  many  aged  persons  were  taken  on  the  rolls  because  an  illness  had 
used  up  available  financial  resources. 

The  changed  matching  provisions  for  medical  care  under  OAA  and 
the  MAA  program  together  have  resulted  in  greater  expenditures  for 
medical  care  of  the  indigent  and  medically  indigent  aged.  In  Sep- 
tember 1960,  expenditures  for  vendor  payments  under  OAA  amounted 
to  $25.3  million.  In  January  1962  vendor  payments  under  OAA 
amounted  to  $29.9  million  and  those  under  MAA  to  $14.9  million,  a 
t  otal  of  $44.8  million.  By  no  means  all  of  the  $19.5  million  increase 
represents  new  money,  however ;  a  part  represents  expenditures  made 
as  vendor  payments  that  were  formerly  made  through  inclusion  in 
the  money  payments.  In  part  because  of  such  changes  in  method  of 
payment,  in  part  because  the  monthly  OAA  caseload  dropped  by 
93,000  between  September  1960  and  January  1962  while  MAA  cases 
totalled  only  65,000  in  January,  total  expenditures  for  assistance 
under  MAA  and  OAA  combined  in  January  1962  were  only  $13.4 
million  larger  than  OAA  payments  in  September  1960. 

Thus  far  the  1960  amendments  liberalizing  Federal  matching  for 
medical  care  have  been  advantageous  chiefly  to  the  high  income  States. 
Federal  matching  provisions  are  such  that  it  makes  little  or  no  differ- 
ence to  many  lower  income  States  whether  they  provide  medical  care 
through  OAA  or  MAA.  But  to  higher  income  States  MAA  offers  in- 
creased opportunities  for  Federal  matching  of  expenditures  for  medi- 
cal care  of  the  indigent  or  medically  indigent  aged.    New  York  alone 
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accounts  for  almost  two-fifths  ($5.1  million)  of  the  $13.4  million  in- 
crease in  total  monthly  payments  under  OAA  and  MAA  combined, 
when  January  1962  expenditures  are  compared  with  those  for  Septem- 
ber 1960.  The  additional  Federal  share  in  these  payments  was  $4.0 
million,  or  about  80  percent  of  the  total  increase.  Massachusetts,  the 
other  high  income  State  which  has  transferred  its  general  nursing 
home  caseload  from  OAA  to  MAA,  had  increased  total  expenditures 
by  about  $25,000  when  the  two  months  are  compared.  The  Federal 
share  in  these  two  programs  in  Massachusetts  increased  by  about 
$1,455,000. 

With  respect  to  the  adequacy  of  care  provided  to  MAA  recipients,  it 
is  clear  that  most  States  with  programs  limit  the  types  and  extent 
of  care  provided  and  some  States  the  conditions  for  which  care  will 
be  provided,  as  is  true  of  medical  care  for  OAA  recipients.  The  low- 
income  States  where  need  is  likely  to  be  greatest  have  the  greatest 
difficulty  in  financing  even  minimal  services. 
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CHAPTER  10.  OTHER  PROGRAMS  AND  PHILAN- 
THROPIC PROVISIONS  FOR  MEDICAL  CARE  FOR 
THE  AGED 

In  addition  to  the  medical  services  provided  to  needy  or  medically 
indigent  persons  through  public  assistance,  a  substantial  amount  of 
medical  care  is  provided  to  aged  persons  through  other  public 
programs. 

Public  mental  hospitals 

The  greater  part  of  all  prolonged  hospital  care  for  persons  suffer- 
ing from  mental  illness  or  who  are  mentally  defective  is  provided  by 
mental  hospitals  owned  and  operated  by  the  State  governments.  The 
cost  of  such  care  represents  in  almost  all  States  the  largest  single 
health  expenditure  of  State  governments. 

State  mental  hospitals  customarily  provide  care  whether  or  not  the 
patient  or  his  family  is  able  to  pay  any  part  of  the  cost.  A  few  States 
provide  free  hospitalization  for  all,  making  no  charge  to  anyone. 
However,  in  most  States  the  patient  or  family  is  asked  to  pay  as  much 
of  the  cost  as  they  can,  with  some  examination  being  made  of  the  per- 
son's or  family's  resources  so  as  to  determine  how  much  it  is  feasible 
for  them  to  pay.  Some  States  bill  the  localities  for  care  provided  to 
their  residents  who  cannot  pay.  For  the  country  as  a  whole,  total 
receipts  from  patients  or  from  local  governmental  units  on  behalf  of 
their  resident  patients  have  amounted  in  recent  years  to  about  13 
percent  of  the  total  maintenance  costs  of  State  and  local  mental 
hospitals. 

In  1960  there  were  313  State  and  local  mental  hospitals,  with  704,000 
beds  and  an  average  daily  census  of  658,000.68  Almost  one  in  three 
beds  in  these  hospitals  is  occupied  by  a  person  65  and  over.  Twenty- 
seven  percent  of  all  first  admissions  in  1960  were  of  persons  65  and  over. 

There  seems  little  question  but  that  many  of  the  aged  now  in  public 
mental  hospitals  could  be  better  cared  for  at  home  or  in  a  local  nursing 
home  or  chronic  hospital  or  hospital  wing,  if  only  the  needed  services 
were  physically  and  financially  available  to  them.   Undoubtedly  there 


68 Hospitals  (American  Hospital  Association),  Guide  Issue,  August  1,  1961, 
pt.  II. 
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will  be  a  decrease  in  the  aged  population  of  mental  hospitals  as  more 
nearly  adequate  local  services  for  older  people  are  developed  and 
brought  within  their  financial  reach. 

Other  public  hospitals 

Traditionally  State  and  local  governments  have  assumed  responsi- 
bility for  the  care  of  persons  with  tuberculosis,  with  such  charges  as 
might  be  made  for  their  care  ordinarily  scaled  to  the  person's  or  his 
family's  ability  to  pay.  In  many  States,  hospitalization  for  tubercu- 
losis is  available  as  a  free  public  service — no  charge  being  made  to  any 
patient. 

As  of  the  end  of  1960,  there  were  207  State  and  local  governmental 
tuberculosis  hospitals,  with  48,000  beds,  an  average  daily  census  of 
36,000.  Approximately  20  percent  of  the  beds  in  these  public  tubercu- 
losis hospitals  were  occupied  by  persons  65  and  over. 

Many  State  and  local  governments  own  and  operate  general  hos- 
pitals. Some  of  these  hospitals  serve  the  general  population,  are 
conducted  like  voluntary  community  hospitals,  and  their  operating 
expenses  are  met  wholly  or  mainly  out  of  payments  by  or  on  behalf 
of  patients.  Other  State,  county,  and  city  general  hospitals  are  de- 
signed primarily  to  serve  indigent  or  medically  indigent  persons  and 
their  operating  expenses  are  met  wholly  or  mainly  from  tax  funds. 
The  cost  of  care  for  public  assistance  recipients  in  some  State  or  local 
governmental  hospitals  is  paid  for  by  the  public  assistance  agencies; 
in  other  hospitals  they  will  receive  care  without  cost  to  the  public 
assistance  agency.  A  one  day  census  of  hospitals  made  by  the  Ameri- 
can Medical  Association  in  1953  showed  that  patients  65  and  over  com- 
prise 26  percent  of  the  patients  in  all  non-Federal  governmental  gen- 
eral hospitals. 

Veterans  Administration  care  for  the  aged 

The  Veterans  Administration  operates  the  largest  organized  medi- 
cal care  system  in  the  United  States — 170  hospitals  with  120,542  beds, 
and  93  outpatient  clinics.  Generally,  three  groups  of  veterans  are 
eligible  for  care  in  Veterans  Administration  hospitals.  Those  need- 
ing care  for  service-connected  disabilities  are  unconditionally  eligible 
for  hospital  care.  Veterans  with  service-connected  compensable  dis- 
abilities who  need  care  for  nonservice-connected  disabilities  are  eli- 
gible for  care  if  a  bed  is  available.  War  veterans  with  no  service- 
connected  disabilities  needing  care  are  eligible  for  care  if  a  bed  is 
available  and  if  they  sign  an  affidavit  certifying  their  inability  to  de- 
fray the  cost  of  hospitalization. 
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Some  22.4  million  men  and  women  are  veterans.  Of  these  about  2.2 
million  or  over  9  percent  are  65  and  over.  More  than  28  percent  of  the 
patients  in  Veterans  Administration  Hospitals  in  1961  were  65  and 
over.  By  1965  the  proportion  of  patients  who  are  65  or  over  is  ex- 
pected to  reach  40  percent. 

Care  for  the  aged  through  private  charity 

A  certain  amount  of  medical  care  is  available  through  private  char- 
ity to  aged  and  other  persons  unable  to  pay  for  the  care  they  need. 

Services  by  the  medical  profession. — The  medical  profession  has 
always  given  much  service  to  those  unable  to  pay. 

On  the  basis  of  a  questionnaire  survey  of  its  readers,  the  magazine, 
New  Medical  Materia,  estimated  that  physicians  in  this  country  pro- 
vided $658  million  worth  of  free  care  in  1960 — $3,360  worth  per  general 
practitioner  and  $4,812  worth  per  specialist.  Of  the  total  value  of  free 
service  39.9  percent  was  reported  as  given  to  private  patients,  22.7 
percent  in  outpatient  clinic  service,  26.5  percent  in  hospital  ward 
service  and  10.9  percent  to  courtesy  cases,  athletes,  blood  donors,  etc.69 

A  recent  survey  by  the  Louisiana  State  Medical  Society  of  its 
members  found  that  the  average  doctor  gave  $3,531  worth  of 
free  service  annually.70  A  survey  in  1960  by  the  Philadelphia 
County  Medical  Society  found  that  the  physicians  in  the  city  gave 
free  care  to  a  value  of  $6,431  per  physician.71  The  Texas  Medical 
Association  has  estimated  that  the  average  doctor  in  that  State  con- 
tributed 15  percent  of  his  working  hours  to  free  treatment.72 

Voluntary  agencies. — There  are  some  60  to  70  national  voluntary 
organizations  with  primary  interest  in  the  health  field.  These  include 
such  well-known  organizations  as  the  American  National  Red  Cross 
(though  it  is  mainly  concerned  with  relief  aid  in  national  calamities), 
American  Cancer  Society,  the  National  Foundation,  National  Tuber- 
culosis Association.  Total  receipts  of  all  these  organizations  are  esti- 
mated at  about  a  third  of  a  billion  dollars  in  1960. 

The  health  agencies  spend  their  funds  for  research,  lay  and  profes- 
sional education,  community  services  and  medical  care.  No  satis- 
factory data  are  available  as  to  total  expenditures  of  these 
organizations  for  medical  care.  Nine  major  health  organizations 
reported  expenditures  of  $31  million  for  medical  care  in  a  recent  year 
and  the  Red  Cross  reported  additional  expenditures  of  approximately 
$7,000,000  for  health  and  safety  services.  All  health  agencies  may 
have  spent  in  the  neighborhood  of  $50  million  a  year  for  health  serv- 

w  New  Medical  Materia,  October  1960,  p.  35. 
w  Medical  Economics,  December  7,  1959,  p.  1. 
n  AMA  News,  May  16,  1961,  p.  13. 

"Texas  Research  League,  Indigent  Medical  Care  Service  for  Texas  Public 
Assistance  Recipients,  1961,  p.  23. 
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ices.  How  much  of  this  went  for  persons  65  and  over  can  only  be 
conjectured. 

A  certain  amount  of  medical  care  for  the  indigent  and  medically 
indigent  is  paid  for  by  United  Fund  and  Community  Chest  agencies 
and  service  organizations,  such  as  Rotary,  Lions  and  Shriners.  In 
1960,  of  the  sums  raised  in  all  united  fund  and  community  chest 
campaigns,  some  $127  million  were  allocated  to  health  agencies  and 
purposes.  Of  this  amount  $21  million  went  to  hospitals  and  clinics 
largely,  if  not  entirely,  for  care  of  the  indigent,  $57  million  to  the 
Red  Cross,  and  $49  million  to  various  health  agencies,  including  visit- 
ing nurses  associations  and  national  health  agencies  dealt  with  above. 

Services  by  voluntary  hospitals.— While  most  of  the  care  provided 
by  hospitals  to  "free"  or  charity  cases  is  paid  for  in  one  way  or  an- 
other by  Government  or  community  organizations,  a  considerable 
amount  of  care  is  provided  by  hospitals  without  reimbursement  from 
any  other  party.  This  "free  care"  includes  services  provided  to  per- 
sons for  whose  care  no  governmental  or  other  agency  will  assume 
responsibility,  and  services  for  which  the  hospital  charges  but  is  un- 
able to  collect.73  It  includes  also  the  difference  between  the  cost  to 
the  hospital  of  providing  care  and  the  amount  actually  paid  by  gov- 
ernmental or  community  agencies  for  the  care  of  indigent  and  medi- 
cally indigent  persons.  Frequently  welfare  departments,  other  State 
and  local  governmental  units  and  community  agencies  pay  hospitals 
for  indigent  care  at  rates  below  the  full  cost  of  care.74 

Some  of  the  free  care  provided  by  hospitals  from  their  own  re- 
sources is  made  possible  by  income  from  endowments  and  private  gifts 
and  contributions  and  governmental  grants  or  subsidies.  However, 
in  all  probability  much  the  larger  share  is  financed  by  paying  patients 
who  are  billed  at  higher  rates  than  would  otherwise  be  necessary. 
Thus,  paying  patients,  in  effect,  help  to  subsidize  care  for  the  indigent. 


73  The  1959  rate  survey  of  the  AHA  found  that  among  responding  hospitals 
5.1  percent  of  the  billed  hospital  charges  were  "uncollected."  (AHA,  Hospital 
Rates  1959,  pp.  34-6). 

14  Some  instances  follow :  In  Delaware  the  counties  have  been  paying  hospitals 
at  the  rate  of  $4  a  day  for  the  indigent  cases.  Pennsylvania  under  its  statewide 
program  has  been  paying  hospitals  $10  a  day  for  care  which  it  costs  them  $25 
to  $30  to  provide.  New  York  City  has  been  paying  voluntary  hospitals  $24  a 
day  for  care  costing  at  least  $32.  North  Carolina  pays  hospitals  $8.50  per  diem 
for  inpatients  on  old-age  assistance ;  the  average  cost  to  the  hospitals  is  $22.98 
per  diem.  New  Hampshire  pays  from  $4  to  $18  a  day ;  New  Mexico  from  $12.19 
to  $18.50;  Maryland  pays  80  percent  of  costs  but  not  in  excess  of  60  percent 
of  the  statewide  average.  (Data  from  various  sources,  including  (a)  American 
Hospital  Association,  Report  on  Survey  of  Hospital  Reimbursement  Under  State 
Public  Assistance  Programs,  July  1959,  and  (b)  Medical  Economics,  January  19, 
1961,  p.  111). 
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PART  IV 


Trends  in  Health  Services  and  Health  Costs  of  Older  Persons 

CHAPTER  11.  TRENDS  IN  SELECTED  HEALTH 
SERVICES  AND  COSTS 

Outstanding  advances  in  scientific  medicine  have  contributed  not 
only  to  improved  health  and  the  well  being  of  people  generally,  but  in 
addition  have  made  for  higher  medical  care  costs.  New  advances  in 
medicine  are  already  in  sight  and  the  tremendous  investment  now 
being  made  in  medical  research  promises  still  further  discoveries  and 
changes.  The  dynamic  nature  of  modern  medicine  makes  it  very 
difficult  to  predict  what  the  medical  services  of  the  future  will  be. 
It  is  possible  to  identify  certain  developments  that  are  already  in 
process. 

Changing  health  care  technology 

Medical  research  has  made  it  possible  for  many  people,  with  the 
support  of  continuing  care  from  physicians  and  other  health  person- 
nel, to  live  useful  lives  despite  the  handicaps  of  heart  disease,  arthritis, 
and  other  chronic  diseases.  But  the  adequate  care  of  chronic  illness 
is  aptly  termed  "extensive"  and  over  time  usually  requires  a  wide 
variety  of  health  specialists  and  often  varying  facilities  such  as  the 
specialty  hospital,  general  hospital,  nursing  home,  or  organized  home 
health  service  organization. 

Accompanying  the  advances  in  health  care  technology,  there  has 
been  a  sharp  increase  in  the  number  of  professional  health  personnel 
other  than  physicians.  In  1900,  for  every  physician  in  practice  there 
was  one  other  professional  health  practitioner.  Today  there  are  four 
such  persons  including  nurses,  laboratory  technicians,  therapists,  and 
other  health  professionals  for  every  physician.75  The  professional 
health  care  team  today  comprises  more  than  thirty  auxiliary  or  "para- 
medical specialty"  occupations. 

"Public  Health  Service,  Physicians  for  a  Growing  America  (Publication  No. 
709),  September  15,  1959,  p.  65. 
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Enlarging  role  of  hospitals. — In  the  modern  hospital,  the  full  com- 
plex of  health  care  technology  is  represented  both  in  range  of  special- 
ized personnel  and  number  of  types  of  facilities  to  serve  the  needs  of 
both  inpatients  and  outpatients. 

There  has  been  a  pronounced  increase  in  the  ratio  of  full-time  hos- 
pital personnel  per  100  patients  during  the  past  decade.  In  1950, 
there  were  178  such  hospital  personnel  per  100  patients  while  by  1960 
the  ratio  had  stepped  up  to  226  full-time  hospital  personnel  per  100 
patients. 

There  has  been  a  significant  increase  generally  in  the  proportion  of 
hospitals  offering  more  of  certain  specialized  services  (table  41). 

Table  41. — Special  Services  in  Short-Term  General  and  Other  Special  Hospitals: 
Percentages  with  selected  services,  1950  and  1960 


Service 


1960 


Clinical  laboratory  

Electrocardiograph  

Blood  bank   

Pathology  laboratory  

Physical  therapy  department. 

Radioactive  isotope  facility  

Electroencephalograph  

Home  care  program  


93 
66 
49 
41 
22 
14 
3 


i  Data  not  available. 

Source:  Hospital*  (American  Hospital  Association),  Guide  Issue,  June  1, 1951,  and  August  1, 1961. 

The  range  of  hospital  services  indicates  that  the  modern  general 
hospital  represents  a  "pooling  of  resources"  to  provide  "specialized 
equipment  and  highly  trained  personnel  that  no  patient  or  doctor 
could  provide  individually,  and  which  no  patient  could  afford  to  use 
and  maintain  by  himself." 76 

It  is  likely  that  the  trend  toward  more  complete  availability  of 
a  wide  range  of  technical  equipment  will  continue  with  more  area- 
wide  pooling  of  the  more  expensive  and  specialized  equipment  such 
as  the  electroencephalograph.  Sharing  in  use  of  specialized  equip- 
ment is  a  major  benefit  of  active  working  relationships  among  hos- 
pitals in  a  given  area  or  region. 

In  both  urban  and  rural  areas,  the  general  hospital  is  increasingly 
a  principal  center  of  health  care  activities.  Some  15  years  ago,  the 
Commission  on  Hospital  Care  recommended  that  the  general  hospital 
be  the  center  for  preventive,  curative,  and  rehabilitative  services  to 
the  chronically  ill  as  well  as  the  acutely  ill.  There  is  high  unanimity 
among  professional  health  personnel  with  respect  to  the  central  role  of 
the  general  hospital  in  modern  health  care. 

The  experimentation  and  development  of  arrangements  for  in- 
patient hospital  care  underway  in  several  hospitals  often  bear  directly 
on  the  functioning  of  the  hospital  as  a  community  health  center  in- 

™  Public  Health  Service,  Principles  for  Planning  the  Future  Hospital  System, 
by  Ray  E.  Brown  (Publication  No.  721),  1959,  p.  4. 
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eluding  care  for  older  people.  An  approach  for  tailoring  services  to 
the  needs  of  the  individual  patient  has  been  termed  "progressive  pa- 
tient care." 

Another  significant  trend  is  the  movement  away  from  specialized 
hospitals  to  the  provision  of  as  full  a  range  of  services  in  general 
hospitals  as  circumstances  permit.  General  hospitals  today  are  cover- 
ing more  long-term  illness  care  through  having  specialized  units  for 
such  service,  by  having  nursing  homes  affiliated  with  them,  and  in 
development  of  organized  home  care  services. 

Of  particular  interest  to  the  older  patients  with  chronic  illnesses,  ac- 
tive interrelationships  are  developing  among  hospitals.  Transfers  of 
patients  from  community  hospitals  to  the  larger  hospitals  for  spe- 
cialized treatment  including  radioisotope  treatments  for  malignant 
neoplasms,  working  relationships  between  hospitals  for  intensive  lab- 
oratory analyses,  and  the  regularized  services  of  highly  specialized 
medical  personnel  from  the  larger  hospitals  to  community  hospitals  in 
anesthesiology  and  radiology  are  illustrations  of  types  of  systematic 
and  regular  teaming  up  of  services  of  two  or  more  hospitals. 

Developments  in  skilled  nursing  homes. — Of  all  the  inpatient  facili- 
ties, nursing  homes  have  had  the  most  rapid  development  in  recent 
years.  As  of  January  1,  1961  there  were  approximately  326,000 
skilled  nursing  home  beds  in  the  country  as  reported  under  the  Hill- 
Burton  Program.77  Availability  of  skilled  nursing  homes  is  of  par- 
ticular importance  to  older  people.  Various  studies  have  shown  that 
the  nursing  home  is  primarily  a  long-term  care  home  for  the  aged, 
many  of  whom  are  disabled  and  chronically  ill.  Some  of  the  care  pro- 
vided in  these  skilled  nursing  homes  is  also  custodial. 

Increasing  attention  is  being  directed  to  differentiation  of  nursing 
homes  in  accordance  with  service  requirements  of  patients,  to  im- 
proved licensure  and  regulation  of  nursing  homes,  and  to  the  quality 
of  care  provided  including  around-the-clock  presence  in  the  facility 
of  a  registered  nurse.  All  of  the  States  now  license  nursing  homes 
although  the  standards  vary  considerably  among  the  States.  Con- 
siderable progress  has  been  made  in  recent  years  in  revising  and  im- 
proving nursing  home  laws  and  regulations  which  have  resulted  in 
raising  standards.  With  the  continued  growth  and  upgrading  in 
quality  of  nursing  homes,  with  more  active  working  relationships 
with  other  health  services  and  particularly  general  hospitals,  and  with 
increased  coverage  under  health  insurance  these  facilities  will  be 
strengthened  as  a  resource  for  health  care. 

Rise  of  home  care  services. — Home  health  services  include  com- 
munity visiting  nurses,  organized  home  care  programs,  and  home- 
maker  services. 

"  Public  Health  Service,  Division  of  Hospital  and  Medical  Facilities,  Hospital 
and  Medical  Facilities  in  the  United  States  as  of  January  1,  1961. 
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As  of  1957,  there  were  8,200  public  health  agencies  employing  some 
29,400  public  health  nurses.  However,  not  all  of  these  agencies 
provided  bedside  care  of  a  nurse  functioning  under  the  direction  of  a 
physician.  Visiting  nurse  associations  serve  88  percent  of  the  cities 
with  populations  of  100,000  or  more  and  almost  half  of  the  smaller 
cities  of  25,000  to  100,000.78 

In  July  1961,  there  were  45  communities  in  25  different  States  having 
organized  home  care  programs.79  These  programs  are  intended  to 
meet  the  needs  of  homebound  patients  who  generally  require  the  serv- 
ices of  several  health  specialities.  Such  programs  may  be  headquar- 
tered in  a  hospital,  visiting  nurse  association,  health  department, 
or  other  agency.  They  often  involve  a  team  of  health  workers  for 
consultation  and  services,  including  medical  specialists,  physical  and 
occupational  therapists,  medical  social  workers,  and  psychologists. 
The  relationships  between  the  patient,  his  family,  his  physician,  and 
nurse  are  nevertheless  important  in  home  care.  This  type  of  care 
is  particularly  appropriate  for  the  long-term  illness  of  the  elderly — 
heart  disease,  cancer,  arthritis,  and  other  illness.  For  some  individ- 
uals, it  reduces  the  length  of  stay  and  the  number  of  readmissions  to 
the  hospital  and  for  other  persons  it  replaces  need  for  custodial  insti- 
tutional care. 

Homemaker  service  programs  were  functioning  as  of  July  1961,  in 
163  communities  in  38  different  States.79  There  were  215  agencies 
which  sponsored  these  programs,  70  having  been  established  since 
1958.  This  sizeable  increase  indicates  how  readily  this  type  of  pro- 
gram can  be  developed  when  large  numbers  of  professionally  trained 
personnel  are  not  involved.  Homemaker  services  are  a  substitute  for 
the  personal  care  and  homekeeping  duties  that  adult  family  members 
would  ordinarily  perform  if  they  were  available  and  able  to  do  them. 

Community  facilities  development. — Since  1946,  the  Federal  Gov- 
ernment has  provided  funds  for  hospital  construction.  Last  year, 
it  extended  its  support  to  a  wide  range  of  community  health  facilities. 
Matching  funds  are  now  available  to  the  States  to  build  up  com- 
munity health  services  and  for  the  construction  of  nonprofit  nursing 
homes.  Expanded  homemaker  services  and  home  nursing  care  can 
also  be  supported  under  the  program.  Special  project  grants  are 
available  to  develop  improved  methods  of  providing  out-of-hospital 
community  health  services  particularly  for  the  chronically  ill  and 
aged.  This  new  program  should  stimulate  and  encourage  the  more 
rapid  expansion  of  newer  types  of  services  of  special  importance  to 
the  aged. 

78  Public  Health  Service,  Areawide  Planning  for  Hospitals  and  Related  Health 
Facilities  (Publication  No.  885),  July  1961,  p.  39. 

'"U.S.  Senate,  Problems  of  the  Aging,  Hearings  Before  the  Subcommittee  on 
Federal  and  State  Activities  of  the  Special  Committee  on  Aging,  (87th  Cong.,  1st 
sess.),  1961,  Part  1. 
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Health  care  costs 


The  rising  costs  of  health  care  are  of  particular  concern  for  older 
people  because  of  their  relatively  high  utilization  of  hospital  and 
other  health  services  and  their  comparatively  low  financial  resources 
for  meeting  such  costs. 

Trends  in  health  care  costs. — The  standard  measure  of  price  move- 
ments in  the  United  States  is  the  Bureau  of  Labor  Statistics'  Con- 
sumer Price  Index.  The  "price"  of  medical  care  began  to  climb  in 
1941,  but  the  big  increase  came  after  1950.  Between  that  year  and 
1961,  medical  care  prices  went  up  more  than  twice  as  much  as  the 
average  "price"  for  all  the  goods  and  services  used  by  families,  whereas 
over  the  longer  period,  from  1940  to  1961,  they  went  up  only  slightly 
more  than  the  average  for  all  goods  and  services  (Table  42). 


Table  42. — Consumer  Price  Index:  Percent  increase  by  category  and  for  selected 
medical  care  items,  1950  to  1961  and  194-0  to  1961 


Item 


1950  to  1961 


1940  to  1961 


All  Items 
Medical  care  1 . . 


24.3 


113.4 


51.8 


121.3 


Hospital  dally  service  charges. 

Physicians'  fees  

Dentists'  fees  

Prescriptions  and  drugs  


109.7 
43.0 
29.0 
16.7 


376.8 
99.6 
96.7 
45.8 


Food_   

Apparel-   

Housing  

Transportation  

Personal  care  

Reading  and  recreation.. . 
Other  goods  and  services. 


19.7 
12.3 
24.9 
32.9 
32.5 
20.0 
26.6 


153.3 
107.1 
73.4 
111.9 
125.2 
93.6 
83.0 


i  Includes  optometric  examinations  and  eyeglasses  not  shown  separately, 
insurance  included  in  the  index  for  1961  but  not  for  the  two  earlier  years. 


Hospitalization  and  surpica] 
Source:  Bureau  of  Labor  Statistics,  Price  Indexes  for  Selected  Items  and  Groups. 


Hospital  daily  service  charges  (and  hospitalization  insurance  pre- 
miums) have  risen  most  among  the  components  of  the  medical  care  in- 
dex. The  rise  in  physicians'  fees,  dentists'  fees,  eye  examinations,  sur- 
gical insurance,  and  drug  outlays  has  been  more  in  line  with  the  gen- 
eral price  increase,  or  at  least  the  increase  in  prices  of  other  services, 
such  as  transportation  and  personal  care. 

Total  expense  per  patient  day  in  nonfederal  short-term  general  and 
special  hospitals,  as  reported  by  the  American  Hospital  Association, 
somewhat  more  than  doubled  between  1950  and  1960,  going  from 
$15.62  to  $32.23.  This  was  slightly  more  than  the  increase  in  the 
price  index  of  hospital  daily  service  charges,  presumably  because  the 
expense  per  patient  day  reflected  some  increases  in  services  provided. 
Comparable  data  on  expense  per  patient  day  are  not  available  prior 
to  1946  when  the  average  was  only  $9.39,  hospital  wages  and  hours 
were  generally  at  pre-war  levels,  and  there  were  severe  staff  shortages. 
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Factors  in  rise  of  health  costs. — With  the  array  of  technological  fa- 
cilities in  the  hospital  today,  there  has  been  need  for  a  larger  propor- 
tion of  skilled  workers  plus  an  attempt  to  bring  hospital  salaries  into 
line  with  the  general  wage  level.  In  1946,  the  average  annual  earnings 
of  full-time  general  hospital  employees  was  only  $1,226,  or  approxi- 
mately half  as  much  as  that  of  a  full-time  worker  in  industry  (Table 
43) .  In  the  14-year  period  since  1946,  annual  earnings  for  all  hospital 
employees  nearly  tripled,  while  those  of  industrial  workers  doubled. 
This  means  that  in  1960,  the  earnings  of  the  average  hospital  em- 
ployee ($3,240  a  year)  had  gone  up  to  almost  70  percent  as  much 
as  those  of  the  average  industrial  worker.  Accompanying  the  rise  in 
earnings  has  been  a  significant  reduction  in  the  length  of  the  work 
week  in  hospitals,  and  a  corresponding  increase  in  the  number  of 
hospital  employees  needed. 


Table  43. — Earnings  of  Hospital  Employees  and  Industrial  Workers:  Comparison 
of  earnings  and  payroll  costs  as  percent  of  total  hospital  expenses,  194-6-60 


Year 

Payroll  costs 
as  percent 
of  total 
hospital 1 
expenses 

Annual  earnings 

Hospital  i 
employees 

Industrial 
workers 

Hospital 
employees  as 
percent  of 
industrial 
workers 

1946    -  -  

53.0 
56.7 
61.6 
62.3 

$1, 226 
1, 817 
2,  563 
3,240 

$2,356 
3,008 
3, 847 
4,705 

52.0 
60.4 
66.6 
68.9 

1950  — -    

1955     

1960  -  -   

'  Short-term  general  and  other  special  hospitals. 

Source:  Hospitals  (American  Hospital  Association),  Guide  Issue,  August  1,  1961,  »nd  Department  of 
Commerce,  Survey  of  Current  Business,  July  1961. 


Hospital  payrolls  have  thus  assumed  an  increasingly  larger  share  of 
the  hospital  expenses,  constituting  a  significant  factor  in  the  increased 
cost  of  hospital  care.  In  1946,  payroll  accounted  for  a  little  more 
than  one-half  of  total  hospital  expenses.  In  the  ten  year  period,  1946 
through  1955,  the  percent  increased  steadily  to  61.6.  In  the  next  5 
years,  however,  the  ratio  of  payroll  to  total  hospital  expenses  re- 
mained relatively  stable  at  approximately  62  percent  (except  for  a 
slight  decrease  reported  in  1957  and  1958),  indicating  that  other  fac- 
tors are  contributing  toward  the  increased  costs  during  this  period 
(table  43). 

The  labor  displacement  possibilities,  with  the  introduction  of  new 
types  of  hospital  equipment,  are  limited.80  Expensive  hospital 
equipment  has  often  required  additional  and  more  costly  labor.  "As 
newly  developed  and  diagnostic  and  treatment  equipment  is  added  to 
hospitals,  more — not  fewer — people  are  required  to  operate  it.  Hos- 


80  Brown,  Ray  E.,  "The  Nature  of  Hospital  Costs,"  Hospitals,  (American  Hos- 
pital Association),  April  1, 1956. 
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pital  equipment  is  expensive,  its  cost  is  impressive,  but  the  enduring 
element  of  cost  for  these  new  services  is  the  newly  trained  personnel 
who  must  accompany  it." 81 

In  attempting  to  anticipate  trends  in  health  costs  for  the  next  15 
to  20  years,  there  are  many  pertinent  factors  to  be  considered.  On 
the  supply  side  there  are  the  changing  medical  technology  and  hospital 
payroll  costs.  Progress  toward  regional  and  community  planning 
offers  promise  for  slowing  the  increase  in  hospital  rates.  As  hospital 
wage  rates,  hours  and  other  conditions  of  employment  meet  prevail- 
ing community  standards,  this  component  of  hospital  costs  will  prob- 
ably rise  at  a  slower  rate.  On  the  demand  side  is  the  growing  size 
of  the  older  population,  probable  changes  in  their  ability  to  pay  for 
medical  care,  the  strengthening  interest  in  greater  health  protection, 
resulting  in  higher  standards  of  care,  and  the  expanding  scope  of 
services.  All  of  these  point  toward  further  increases  in  the  cost  of 
health  care. 

Costs  of  health  care  will  probably  rise  over  the  next  15  or  20  years 
at  least  as  much  as  the  rise  in  general  price  level.  However,  it  seems 
fairly  certain  that  the  increase  in  health  costs,  particularly  hospital 
costs,  will  not  continue  to  exceed  the  increase  in  the  general  level  of 
prices  to  the  extent  they  have  in  the  last  decade. 

Overall  health  costs  and  prospects. — Public  and  private  expendi- 
tures for  health  services,  health  research,  construction  of  health  facili- 
ties, and  public  health  activities  in  1960  took  5.4  percent  of  the  Na- 
tion's total  output.82  In  1929,  all  such  health  expenditures  amounted 
to  about  3.5  percent  of  the  gross  national  output.  Whether  the  pro- 
portion of  the  national  output  going  into  health  services  in  the  next 
two  decades  will  change  significantly  depends  both  upon  develop- 
ments in  the  health  technology  and  applied  health  care  fields  and  upon 
the  rate  of  growth  of  total  output.  The  public  needs  and  demands 
for  health  protection,  including  services  for  older  people,  will  be  a 
basic  factor  in  determining  its  priority  in  relation  to  other  living  needs 
for  sharing  in  the  national  income.  If  the  productivity  of  our  economy 
continues  to  grow,  we  shall  be  able  to  expand  our  health  services  well 
beyond  present  levels  without  strain  and  without  significant  change 
in  the  present  ratio  of  health  expenditures  to  total  output. 


a  Nelson,  Dr.  Russel  A.,  "The  Case  for  Hospitals,"  statement  before  the  In- 
surance Commission  for  the  State  of  Maryland,  May  26,  1958. 

aMerriam,  Ida  C,  "Social  Welfare  Expenditures,  1959-60,"  Social  Security 
Bulletin,  November  1961,  p.  9. 
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APPENDIXES 


Appendix  A 


Table  1. — Population  Aged  65  and  Over:  Number,  percent  of  total  population,  and 
percentage  increase,  by  region  and  Stale,  April  1,  1960  and  1950 


Region  1  and  State 


Number  of  persons 

Percent  of  total 

(thousands) 

population 

Percent 

increase 

1950-60 

1960 

1950 

1960 

1950 

16, 684. 0 

12,  382.  3 

9.2 

8. 1 

34.7 

16, 559. 6 

12, 294.  7 

9.2 

8.1 

34.  7 

1,121.8 

906.6 

10.7 

9.7 

23.7 

106.5 

93.6 

11.0 

10.2 

13.9 

67.  7 

57.  8 

11.2 

10.  8 

17.2 

43.7 

39.5 

11.2 

10.5 

10.6 

571.6 

468.4 

11.1 

10.0 

22.0 

89.5 

70.4 

10.4 

8.9 

27.  2 

242.6 

176.8 

9.6 

8.8 

37.2 

3, 708. 0 

2,  785.  8 

9.6 

8.3 

33. 1 

1 , 687. 6 

1, 253.  5 

in  i 

0.  O 

34. 1 

560.4 

394.0 

9.2 

8.1 

42.2 

1, 128.  5 

886.  8 

10.  0 

8.  4 

27.3 

35.7 

26.3 

8.0 

8.3 

35.8 

226.5 

163.5 

7.3 

7.0 

38.5 

69.1 

56.7 

9.0 

7.1 

22.0 

3, 358.  5 

2, 595.  9 

9.3 

8.5 

29.  4 

633.2 

461.6 

8.2 

7.2 

38.2 

897. 1 

709.0 

9.2 

8.9 

26.5 

445.5 

361.0 

9.6 

9.2 

23.4 

974.9 

754.3 

9.7 

8.7 

29.2 

402.7 

309.9 

10.2 

9.0 

29.9 

1,  /20.  0 

1, 377. 6 

11  2 

O  Q 

y.  0 

24.  9 

354. 4 

2G9  1 

10  4 

9  0 

31.7 

327.7 

273!  0 

u!  9 

10^4 

20.0 

503.4 

407.4 

11.7 

10.3 

23.6 

58.6 

48.2 

9.3 

7.8 

21.6 

71.5 

55.3 

10.5 

8.5 

29.3 

164.  2 

130. 4 

11. 6 

9. 8 

25.9 

240.3 

194.2 

11.0 

10.2 

23.  7 

3,256.4 

2, 298. 1 

8.4 

6.8 

41.7 

289.0 

214.5 

7.3 

6.5 

34.7 

172.5 

138.5 

9.3 

6.9 

24.5 

292.3 

235.2 

9.6 

8.0 

24.3 

308.9 

234.9 

8.7 

7.1 

31.5 

312.2 

225.3 

6.9 

5.5 

38.6 

150.6 

115.0 

6.3 

5.4 

30.  9 

290.7 

219.7 

7.4 

6.4 

32.3 

553. 1 

237.5 

11.2 

8.6 

132.9 

261.1 

198.6 

8.0 

6.5 

31.5 

190.0 

153.0 

8.7 

7.0 

24.2 

241.6 

176.8 

7.4 

6.6 

36.6 

194.4 

149.0 

10.9 

7.8 

30.5 

1, 135.7 

784.6 

8.0 

6.9 

44.7 

248.8 

193.9 

10.7 

8.7 

28.3 

745.4 

513.4 

7.8 

6.7 

45.2 

51.3 

33.1 

5.4 

4.9 

55.1 

90.2 

44.2 

6.9 

5.9 

103.9 

367.7 

270.6 

8.5 

7.8 

35.9 

65.4 

50.9 

9.7 

8.6 

28.6 

58.3 

43.5 

8.7 

7.4 

33.8 

25.9 

18.2 

7.8 

6.3 

42.6 

158.2 

115.6 

9.0 

8.7 

36.8 

60.0 

42.4 

6.7 

6.2 

41.3 

Total  (including  Puerto  Rico  and 
tbe  Virgin  Islands)  

United  States  >    

New  England     

Maine   — 

New  Hampshire  

Vermont  

Massachusetts  

Rhode  Island  „   

Connecticut    

Mideast    

New  York    

New  Jersey   

Pennsylvania  

Delaware    

Maryland  

District  of  Columbia   

Great  Lakes    - 

Michigan  

Ohio._    

Indiana  

Illinois   

Wisconsin  

Plains   

Minnesota   

Iowa    

Missouri  

North  Dakota    

South  Dakota   

Nebraska  

Kansas     

Southeast  -  

Virginia   

West  Virginia   

Kentucky  

Tennessee  

North  Carolina  

South  Carolina   

Georgia  

Florida   

Alabama  

Mississippi    

Louisiana  

Arkansas  

Southwest  

Oklahoma.  

Texas      

New  Mexico     

Arizona   

Rocky  Mountain  

Montana    

Idaho.  _   

Wyoming   

Colorado   

Utah  

See  footnotes  at  end  of  table. 
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Table  1. — Population  Aged  65  and  Over:  Number,  percent  of  total  population,  and 
percentage  increase,  by  region  and  State,  April  1, 1960  and  1950 — Continued 


Number  of  persons 

Percent  of  total 

(thousands) 

population 

Percent 

Region  1  and  State 

increase 

1950-60 

1960 

1950 

1960 

1950 

Far  West   

1,891.6 

1,275.6 

8.8 

8.3 

48.3 

Washington   

279.0 

211.4 

9.8 

8.9 

32.0 

Oreeon     

183.7 

133.0 

10.4 

8.7 

38.1 

Nevada      

18.2 

11.0 

6.4 

6.9 

65.4 

California  

1,  376.  2 

895.0 

8.8 

8.5 

53.8 

Alaska,.  _._   

5.4 

4.7 

2.4 

3.7 

13.6 

Hawaii                         ..               .  . 

29.2 

20.4 

4.6 

4.1 

46.0 

Puerto  Rico  _    _ 

122.2 

85.6 

5.2 

3.9 

42.8 

Virgin  Islands      

2.2 

2.0 

6.9 

7.5 

9.7 

1  The  regional  classification  follows  that  now  used  by  the  Departmeut  of  Commerce  for  analysis  of  personal 
income  by  State. 

2  Includes  Alaska  and  Hawaii  for  1950  as  well  as  for  1960. 

Source:  Bureau  of  the  Census,  United  States  Census  of  Population:  I960,  General  Population  Characteristics, 
United  States  Summary  (Final  Report  PC  (1)-1B)  August  1961. 


Table  2. — Aged  Population  and  Eligibility  for  OASI:  Estimated  number  of  persons 
by  age,  1964,  1970,  and  19S0 


[In  millions] 


Age 

January  1, 
1964 

July  1,  1970 

July  1,  1980 

Total  population: 

Total  65  vears  and  over...   

17.9 

20.2 

25.3 

68  years  and  over..    

13.7 

15.8 

19.8 

70  years  and  over.   

11.2 

13.1 

10.4 

72  years  and  over    

9. 1 

10.7 

13.5 

Total  62  years  and  over  _  . 

22.4 

25.5 

31.4 

Total  eligible  for  OASI: 

Total  65  years  and  over   

14.4 

17.1 

22.6 

68  years  and  over   

10.5 

13.2 

17.6 

70  years  and  over.  

8.6 

10.7 

14.4 

72  years  and  over  

6.7 

8.8 

12.0 

Total  62  years  and  over  

18.2 

21.5 

27.9 

Source:  1970  and  1980 — Chief  Actuary,  Soeuil  Security  Administration;  1964— Actuarial  Branch,  Division 
of  Program  Analysis,  Bureau  of  Old-Age  and  Survivor's  Insurance,  Social  Security  Administration. 
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Table  3. — Aged  Population  Eligible  for  OASI:  Estimated  number  of  persons  aged 
65  and  over,  by  State,  January  1,  1964 

[In  thousands] 


State  of  residence 


Total   

Alabama  

Alaska  

Arizona  

Arkansas   -- 

California  

Colorado  

Connecticut  

Delaware  

District  of  Columbia 

Florida   

Georgia   

Hawaii  

Idaho  

Illinois  

Indiana  

Iowa  

Kansas  

Kentucky  

Louisiana  

Maine  

Maryland  

Massachusetts  

Michigan  

Minnesota  

Mississippi   

Missouri  


Number  1 


14, 448 


195 
4 
83 
148 
1,191 
122 
233 
33 
47 
535 
208 
27 
53 
856 
410 
276 
198 
239 
156 
96 
189 
505 
624 
304 
137 
404 


State  of  residence 


Montana  

Nebraska  

Nevada  

New  Hampshire 

New  Jersey  

New  Mexico  

New  York  

North  Carolina. 
North  Dakota... 

Ohio  

Oklahoma  

Oregon  

Pennsylvania  

Rhode  Island.. . 
South  Carolina- 
South  Dakota... 

Tennessee  

Texas  

Utah  

Vermont  

Virginia  

Washington  

West  Virginia... 

Wisconsin  

Wyoming  

Puerto  Rico  

Virgin  Islands... 


1  Excludes  eligible  persons  residing  outside  the  United  States  and  about  5^  million  eligible  under  the 
railroad  retirement  program. 

Source:  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Administration. 


Table  4. — Aged  Population  Receiving  OASDI  and  OAA  Benefits:  Number  and 
percent  of  aged  population,  June  30,  1961 


Total  number 

Percent  of  aged  population 

State  of  residence  1 

OASDI 

OASDI 

OAA 

OASDI 

OAA 

or  OAA 

or  both 

Total   

11,256, 125 

2, 296, 190 

65.7 

13.4 

74.9 

Alabama..  _.   

149, 941 

99,881 

56.2 

37.4 

84.2 

Alaska    

3,326 

1,420 

57.3 

23.7 

72.3 

Arizona   _   

57, 784 

14, 136 

59.6 

14.6 

69.6 

Arkansas  

115, 814 

56, 414 

58.8 

28.6 

82.1 

California    ._   

911,147 

253, 937 

63.7 

17.8 

72.6 

Colorado  

94,898 

51, 270 

58.6 

29.3 

75.7 

Connecticut                 .  ..  

182,838 

13, 871 

73.1 

5.5 

76.1 

Delaware                     ...  . 

25,364 

1,205 

68.6 

3.3 

71.0 

District  of  Columbia  

37, 158 

3,045 

53.1 

4.4 

56.0 

Florida   

375, 772 

70, 100 

62.4 

11.6 

69.7 

Georgia  

159, 260 

95, 325 

53.6 

32.1 

79.5 

Hawaii  

20, 332 

1,439 

67.8 

4.8 

71.4 

Idaho  

41, 858 

7,253 

69.8 

12.1 

77.8 

Illinois   

672, 656 

70, 259 

67.3 

7.0 

72.3 

Indiana   . 

327,065 

26, 157 

72.4 

5.8 

76.7 

221,  542 

33, 480 

66.9 

10.1 

73.9 

157, 126 

27,  531 

64.4 

11.3 

72.7 

Kentucky  

189. 106 

55,  727 

63.9 

18.8 

78.7 

Louisiana    

118, 673 

126, 040 

47.9 

50.8 

82.9 

78,  561 

11, 072 

73.4 

10.3 

79.7 

See  footnote  at  end  of  table. 
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Table  4. — Aged  Population  Receiving  OASDI  and  OAA  Benefits:  Number  and 
percent  of  aged  population,  June  80,  1961 — Continued 


State  of  residence 1 

Total  number 

Percent  of  aged  population 

OASDI 

OAA 

OASDI 

OAA 

OASDI 
or  OAA 
or  both 

Maryland  

145,  665 

9, 615 

62.5 

4.1 

65.6 

405,306 

62,  766 

69.9 

10.8 

75.0 

Michigan  

486,  718 

56,  494 

73.  9 

8. 6 

79.  5 

Minnesota  

238^  578 

45*  627 

65.  7 

12. 6 

74. 3 

106.  900 

81, 132 

55.  7 

42. 3 

85.  7 

Missouri  

320, 785 

113!  361 

62.  7 

22. 1 

77.  3 

Montana                 _  _  _                  _  _  _ 

44,' 999 

484 

67. 2 

9.  7 

73. 6 

Nebraska       _  _  _  _  _    _ 

109,  814 

14^  377 

65.  8 

8.  6 

72. 2 

Nevada   -   

XI  577 

2,  535 

60.  9 

13.  3 

67. 1 

New  Hampshire 

5o[  497 

i,  834 

74.  3 

7. 1 

78.  6 

New  Jersey   

418, 353 

18, 952 

72. 1 

3.3 

74. 2 

28^  936 

ll!  061 

53.6 

20^5 

70.3 

New  York  

1,219,081 

61,297 

70.3 

3.5 

72.6 

North  Carolina..  -  -  -   

209,  457 

47,  593 

65.  5 

14. 9 

77.  7 

North  Dakota  

39  762 

7  075 

67.  4 

12.  0 

76.  4 

621, 809 

89!  814 

es!o 

9^8 

74^5 

Oklahoma   _ 

137, 520 

88,161 

54.4 

34.8 

80.0 

Oregon  .  

137,  691 

16,  469 

72.9 

8.7 

78.3 

Pennsylvania  

807,802 

49, 977 

70.2 

4.3 

73.2 

Rhode  Island    

69,017 

6,615 

75.8 

7.3 

79.9 

South  Carolina   

90,  741 

30,  928 

59.3 

20.2 

77.9 

South  Dakota      

48,  687 

8,  479 

66.7 

11.6 

75.4 

Tennessee  

187,444 

53,995 

59.5 

17.1 

74.5 

Texas...    

426,550 

220,  594 

55.2 

28.5 

76.4 

Utah     

40,682 

7,516 

65.6 

12.1 

74.4 

30,825 

5,  611 

70.1 

12.8 

78.3 

Virginia  

186,  605 

14,  459 

63.3 

4.9 

67.6 

Washington  

196, 302 

46,  930 

68.9 

16.5 

78.6 

West  Virginia  

119,  716 

18,  67S 

69.2 

10.8 

78.8 

Wisconsin  

298, 321 

33,542 

72.4 

8.1 

77.8 

Wyoming  

17,292 

3, 105 

64.0 

11.5 

71.0 

Puerto  Rico..   

61,  714 

37, 926 

49.0 

30.1 

79.0 

738 

527 

32.8 

26.4 

69.1 

20 

99 

1.8 

9.9 

11.7 

1  Distribution  by  State  estimated  for  OASDI  beneficiaries. 

Source:  Bureau  of  Family  Services  and  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security 
Administration. 
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Table  5. — Persons  Aged  65  and  Over  in  the  United  Stales  With  Money  Income: 
Estimated  number  and  distribution  of  persons  by  type  of  money  income,  June 
1961  > 


Type  of  money  income 

Number  (in  thousands) 

Percent  of  total 

Total 

Men 

Women 

Total 

Men 

Women 

Total  population  aged  65  and  over  

Employment,  total »   

Employment  and  no  income  from  public  pro- 
grams  

17, 130 

7,760 

9,370 

100.0 

100.0 

100.0 

4, 100 

2, 290 

1,810 

23.9 

29.6 

19.3 

910 
2,610 

580 

630 
1,230 

430 

280 
1,380 

150 

5.3 
15.2 

3.4 

8.1 
15.9 

5.5 

3.0 
14.7 

1.6 

Employment  and  social  insurance  benefits  

Employment  and  payments  under  other  public 
programs   

Social  insurance  (retirement  and  survivor)  benefits, 
total » *   

12,430 

5,940 

6, 490 

72.6 

76.5 

69.3 

Benefits  and  no  earnings  or  veterans'  or  public 

assistance  payments  

Benefits  and  veterans'  payments  

Benefits  and  public  assistance  

Veterans'  pension  or  compensation,  total  *   

Veterans'  payment  and  no  earnings  or  social 
insurance  5     

Public  assistance,  total  •    

Public  assistance  and  no  earnings  or  payments 
under  other  public  programs   

No  income  from  employment  or  public  programs  

7,950 
1,090 
780 

3,660 
710 
340 

4,290 
380 
440 

46.4 
6.4 
4.6 

47.2 
9.1 
4.4 

45.8 
4.1 
4.7 

1,890 

1,110 

780 

11.0 

14.3 

8.3 

310 

30 

280 

1.8 

.4 

3.0 

2,400 

820 

1,580 

14.0 

10.6 

16.9 

1,610 

420 

1,090 

8.8 

6.4 

11.6 

1,390 

310 

1,080 

8.1 

4.0 

11.6 

»  The  50  States,  the  District  of  Columbia,  Puerto  Rico,  and  the  Virgin  Islands. 

» Includes  3,200,000  earners  and  an  estimated  900,000  non  working  wives  of  earners.  The  figures  on  earners 
differ  from  those  published  by  the  Bureau  of  Labor  Statistics,  not  only  because  of  the  inclusion  of  Puerto 
Rico  and  the  Virgin  Islands  but,  more  important,  because  they  take  account  of  the  larger-than-expected 
number  of  persons  aged  65  and  over  reported  in  the  Decennial  Census  and  not  yet  reflected  in  the  population 
totals  shown  in  the  Monthly  Reports  on  the  Labor  Force. 

•  Includes  persons  with  income  from  one  or  more  of  the  following  sources:  old-age,  survivors,  and  disability 
Insurance,  railroad  retirement,  and  Government  employee  retirement  as  follows: 


Type  of  money  income 

Number  (in  thousands) 

Percent  of  total 

Total 

Men 

Women 

Total 

Men 

Women 

Old-age,  survivors,  and  disability  insurance— 
Railroad  retirement  

11,260 
640 
1,040 

5,389 
320 
520 

5,880 
320 
620 

65.7 
3.7 
6.1 

69.4 
4. 1 
6.7 

62.8 
3.4 
5.5 

Government  employee  retirement  

Excludes  persons  with  benefits  under  unemployment  or  temporary  disability  insurance  or  workmen's 
compensation  programs. 

•  Includes  estimated  number  of  beneficiaries'  wives  not  in  direct  receipt  of  benefits. 

•  Includes  a  small  number  receiving  supplementary  public  assistance. 

•  Old-age  assistance  recipients  and  persons  aged  65  and  over  receiving  aid  to  the  blind  or  to  the  permanently 
and  totally  disabled,  including  a  relatively  small  number  receiving  vendor  payments  for  medical  care  but 
no  direct  cash  payment  under  either  old-age  assistance  or  medical  assistance  for  the  aged. 

Source:  Lenore  A.  Epstein,  "Sources  and  Size  of  Money  Income  of  the  Aged,"  Social  Security  Bulletin, 
January  1962. 
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Table  6. — Money  Income  of  Families:  Distribution  by  amount  for  families  with 
head  aged  65  and  over,  by  source  of  income,  and  number  of  earners,  1960 


[Noninstitutional  population  of  the  United  Statesl 


Money  income  class 

Total 

No 
earn- 
ings 1 

Some  earnings 

And 
income 

No 
income 

2  or 
earners 

Total  

Under  $2,000    -  

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

31.4 

53.6 

19.8 

18.7 

23.3 

13.1 

$1,000  to  $1,499  

$1,500  to  $1,999  

$2,000  to  $3,999  

$2,000  to  $2,499  

$2,500  to  $2,999  

$3,000  to  $3,999  

$4,000  and  over    

$4,000  to  $4,999  

$5,000  to  $6,999     

$7,000  to  $9,999..  

$10,000  and  over  

Percent  distribution  

9. 2 
10.3 
11.9 

15.  4 
16.4 
21.8 

5.0 
7.3 
7.5 

10.9 
5.6 
2.2 

7.2 
8.0 
8.1 

3.5 
5.5 
4. 1 

32.4 

37.0 

31.1 

24.8 

34.6 

22.6 

11.6 
8.8 
12.0 

18.8 
9.4 
8.8 

8.5 
9.0 
13.6 

4.9 
5.3 
14.6 

10.1 
9.4 
15.1 

4.0 
7. 1 
11.5 

36. 1 

9.3 

49.2 

56.6 

42. 1 

64.2 

8.4 
11.3 

8.5 
7.9 

3.8 
2.6 
1.4 
1.5 

10.8 
16.0 
11.4 
11.0 

10.9 
15.6 
17.0 
13. 1 

11.5 
15.6 
8.6 
6.4 

9.8 
16.7 
19.0 
18.7 

$2,  897 
100.0 

$1,  916 
35.8 

$3,  925 
54.4 

$4,  571 
9.9 

$3,423 
40.9 

$5,  519 
23.4 

1  Includes  a  small  group  with  no  income. 

Source:  Bureau  of  the  Census,  Current  Population  Reports:  Consumer  Income,  Series  P-60,  No.  37,  "In- 
come of  Families  and  Persons  in  the  United  States:  1960,"  January  17,  1962,  and  related  unpublished  data. 


Table  7. — Money  Income  of  Persons  65  and  Over:  Distribution  by  amount  and  sex, 

1960 


[Noninstitutional  population  of  the  United  States] 


Money  income  class 

Total ' 

Men 

Women 

Total      

100. 0 

100.0 

100.0 

Less  than  $1,000   

52.6 

27.1 

73.9 

14.5 

3.6 

23.6 

$1  to  $499    

11.7 

5.5 

16.8 

$500  to  $999     

26.4 

18.0 

33.5 

$1,000  to  $1,999     

23.7 

32.0 

16.8 

$1,000  to  $1,499     

15.3 

20.1 

11.2 

$1,500  to  $1,999    

8.4 

11.9 

5.6 

$2,000  to  $2,999     

10.2 

17.3 

4.2 

$3,000  to  $4,999.   

7.2 

11.8 

3.4 

$5,000  or  more      

6.3 

11.8 

1.7 

Median  income,  all  persons  

$950 

$1,620 

$640 

Income  recipients    

1,150 

1,698 

821 

Year-round,  full-time  workers     

3,630 

4,115 

2,838 

1  The  distributions  for  men  and  women  were  combined  using  population  figures  estimated  in  the  Divi- 
sion of  Program  Research  by  updating  the  decennial  census  counts  after  adjustment  to  exclude  institutional 
inmates. 


Source:  Bureau  of  the  Census,  Current  Population  Reports:  Consumer  Income,  Series  P-60,  No.  37,  "In- 
come of  Families  and  Persons  in  the  United  States:  1960,"  January  17,  1962,  and  related  unpublished  data. 
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Table  9. —  Total  Assets:  Distribution  of  spending  units  with  head  65  and  over 
according  to  type  by  value  of  assets,  1960 


Total 

Liquid 

Corporate 

Equity  in 

Other  real 

Unincor- 

Value of  assets 

assets 

assets 

stock 

home 

estate 

porated 

business 

Do  not  own    

13 

30 

86 

36 

79 

97 

Own    

87 

70 

14 

64 

21 

3 

Less  than  $1,000  

8 

20 

2 

1 

3 

1 

1,000  to  4,999  

15 

29 

3 

14 

5 

1 

5.000  to  9,999  

22 

10 

2 

18 

3 

0) 

10,000  to  24,999  

23 

8 

2 

26 

6 

(0 

25,000  and  over  

18 

4 

3 

4 

3 

(') 

Not  ascertained  

2 

(') 

1 

(') 

1 

(') 

Total  -  

100 

100 

100 

100 

100 

100 

Median,  all  spending  units  

$8,000 

$1,000 

0 

$4,700 

0 

0 

Median,  holders  only  

$9,400 

$3,000 

$7,500 

$9,  700 

$8,300 

(2) 

i  No  cases  reported  or  less  than  one-hall  of  1  percent. 
1  Too  few  cases. 


Note. — Details  may  not  add  to  totals  because  of  rounding.  There  were  425  cases  in  the  sample. 

Source:  University  of  Michigan,  Institute  for  Social  Research,  Survey  Research  Center,  1960  Survey  of 
Consumer  Financet  (1961). 


Table  10. — Savings  and  Health  Insurance:  Distribution  of  couples  with  head  aged 
65  and  over  and  other  persons  aged  65  and  over  according  to  savings  and  insurance 
coverage  by  money  income,  1959 


[Noninstitutional  population  of  the  United  States] 


Less  than  $5,000  in 

savings 

$5,000  or 

Money  income  class 

Total 

more  in 

savings 

No  health 

Health 

insurance 

Insurance 

COUPLES  WITH  HEAD  65  AND  OVER 

Total    

100 

42 

29 

29 

Under  $2,000  -  

100 

68 

20 

12 

$2,000  to  $2,999   

100 

42 

34 

24 

$3,000  to  $4,999   

100 

28 

44 

28 

$5,000  to  $7,499     

100 

14 

45 

41 

$7,500  and  over    

100 

7 

16 

77 

OTHER  PERSONS  66  AND  OVER 

Total       

100 

62 

23 

15 

Under  $1,000  

100 

73 

16 

11 

$1,000  to  $1,999  -   

100 

59 

23 

18 

$2,000  to  $2,999   

100 

44 

28 

28 

$3,000  and  over      

100 

11 

69 

20 

Source:  University  of  Michigan,  Institute  for  Social  Research,  Survey  Research  Center,  unpublished 
data. 
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Table  11. — Hospital  Costs:  Distribution  of  costs  of  hospital  care  for  hospitalized 
aged  OASI  beneficiaries  by  marital  status  and  insurance  status,  1957 


Married  couples  1 

Nonmarried  beneficiaries 

General  hospitals  * 

General  hospitals  • 

Cost  of  hospital  care  J 

All 1 

All s 

hospi- 

With 

With 

hospi- 

With 

With 

tals 

no  hos- 

hospital 

tals 

no  hos- 

hospital 

Total 

pital 

insur- 

Total 

pital 

insur- 

insur- 

ance s 

insur- 

ance 

ance  ! 

ance 

Total  hospitalized  

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Costs  reported  

72.5 

73.9 

65.3 

80.3 

70.4 

70.0 

55.4 

84.2 

Less  than  $100   

13.6 

14.2 

16.2 

12.7 

16.8 

20.4 

20.8 

20. 1 

$100  to  $199.  —  

16.5 

17.7 

17.9 

17.5 

12.3 

15.2 

13.8 

16.5 

$200  to  $299   

10.5 

10.9 

9.8 

11.8 

6.9 

8. 1 

6.9 

9.4 

$300  to  $399  

6.0 

6.0 

4.0 

7.4 

6.9 

7.4 

4.6 

10.1 

$400  to  $499    

5.7 

6.2 

5.2 

7.0 

3.6 

3.7 

1.5 

5.8 

$500  to  $999  

11.7 

11.7 

8.1 

14.4 

11. 1 

11. 1 

5.4 

16.5 

3.8 

3.7 

2.3 

4.8 

5.1 

2.2 

.8 

3.6 

$1,500  to  $1,999  

2.4 

2.0 

1.7 

2.2 

4.2 

1. 1 

.8 

1.4 

$2,000  to  $2,499  

1.0 

.7 

1.3 

2.4 

.4 

.7 

$2,500  or  more   

1.2 

.7 

1.3 

1.2 

.4 

.8 

Costs  not  reported  '  

27.5 

26. 1 

34.7 

19.7 

29.6 

30.0 

44.6 

15.8 

Nongovernmental  hospitals   

15.  1 

15.4 

17  3 

14.0 

14.7 

15.9 

19.2 

12.9 

State,  county  and  city  hospitals  

10.3 

9.0 

14.5 

4.8 

12.3 

10.4 

19.2 

2.2 

Federal  hospitals   

2.2 

2.0 

3.5 

.9 

3.0 

3.7 

6.9 

.7 

1  Aged  beneficiary  and  spouse,  whether  or  not  entitled  to  benefits  (spouse  may  be  under  65). 

1  Hospital  costs  do  not  include  fees  of  surgeon  or  inhospital  physician.  For  married  couples,  includes 
hospital  costs  of  the  hospitalized  member.  If  both  were  hospitalized,  data  tabulated  represent  the  combined 
costs  for  both  members. 

•  Includes  chronic-care  institutions  and  nursing  homes. 

•  Includes  short-stay  special  hospitals. 

8  For  the  hospitalized  person.  If  both  spouses  were  hospitalized,  but  only  one  insured,  the  couple  is 
classified  in  the  "with  insurance"  category. 

1  In  many  cases,  includes  some  "free"  care,  i.e.,  no  bills  rendered  to  anyone,  or  vendor  paid  directly  by 
public  assistance  or  other  agency. 

Source:  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Administration,  1957  National 
Survey  of  Old-Age  and  Survivors  Insurance  Beneficiaries. 
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Table  12. — Hospitalization  and  Total  Medical  Costs:  Distribution  of  total  medical 
costs  for  the  year  incurred  by  aged  OASI  beneficiaries  with  a  general  hospital  stay, 
by  marital  status  and  insurance  status,  1957 


Married  couples  1 

Nonmarried  beneficiaries 

Total  medical  costs  incurred  1 

vv  lin  no 

With 

With  no 

With 

Total 

hospital 

hospital 

Total 

hospital 

hospital 

insurance 3 

insurance  3 

insurance 

insurance 

Total  hospitalized  *  

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Costs  reported.   

81.3 

75.1 

86.0 

71.5 

61.5 

81.3 

Less  than  $100    

1.2 

2.3 

.4 

2.2 

3.1 

1.4 

$100  to  $199  

3.7 

4.6 

3. 1 

11.5 

10.0 

12.9 

$200  to  $299  

5.7 

5.2 

6. 1 

9.3 

11.5 

7.2 

$300  to  $399  

8.0 

6.9 

8.7 

7.0 

6.2 

7.9 

$400  to  $499   

9.5 

8.7 

10.0 

7.0 

4.6 

9.4 

$500  to  $999   

25. 1 

24.3 

25.8 

18.9 

15.4 

22.3 

$1,000  to  $1,499   

13.9 

12. 1 

15.3 

8.5 

4.6 

12.2 

$1,500  to  $1,999   

6.7 

4.0 

8.7 

3.7 

4.6 

2.9 

$2,000  to  $2,499   

3.2 

4.0 

2.6 

1.5 

2.9 

$2,500  or  more.  —  

4.2 

2.9 

5.2 

1.9 

1.5 

2.2 

Costs  not  reported  »  

18.7 

24.9 

14.0 

28.5 

38.5 

18.7 

Nongovernmental  hospitals.. _ 

10.2 

10.4 

10.0 

14.4 

13.1 

15.8 

State,  county  and  city  hos- 

pitals   

6.2 

11.0 

2.6 

10.0 

18.5 

2.2 

Federal  hospitals   

2.0 

3.5 

.9 

3.7 

6.9 

.7 

Two   stays   involving  two 

kinds  of  ownership  

.2 

.4 

1  Aged  beneficiary  and  spouse  whether  or  not  entitled  to  benefits  (spouse  may  be  under  65). 

2  For  the  survey  year.    For  married  beneficiaries,  represents  total  medical  costs  for  the  couple. 

3  For  the  hospitalized  person.  If  both  spouses  were  hospitalized,  but  only  one  insured,  the  couple  is 
classified  in  the  "with  insurance  category." 

*  In  general  hospital,  including  short-stay  special  hospital. 

'  In  many  cases,  includes  some  "free"  care,  i.e.,  no  bills  rendered  to  anyone,  or  vendor  paid  directly  by 
public  assitance  or  other  agency. 

Source:  Bureau  of  Old-Age  and  Survivors  Insurance,  Social  Security  Adminstration,  1957  National 
Survey  of  Old-Age  and  Survivors  Insurance  Beneficiaries. 
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Appendix  B 


Table  13. — Old-Age  Assistance:  Recipients,  total  payments,  and  average  money  and 
vendor  payments  per  recipient,  by  State,  January  1,  1962 


Number  of 
recipients 

Total 
assistance 
payments 

Average  payment  per  recipient 

Vendor 
payments 
as  percent 

01 LOtdl 

Total 

Money 
payments 
to 

recipients 

Vendor 
payments 
for  medi- 
cal care 

A  1  Vi 

Alaska  

O  9£Q  AZf\ 
Z,  ZDo,  toU 

tifin  ion  C7n 
#iou,  iyu,  O/u 

$70. 93 

$57. 67 

$13. 26 

id  7 
18.  / 

i  An  i  ti^ 

1UU,  100 

1,  401 

13,  945 

ft  n°.a  onn 
O,  uoo,  yuo 

97, 314 

828, 626 

60. 28 
69.  46 

59.  42 

55.  44 
69. 46 
59.  42 

4.  83 

ft  n 

Arizona  

55  640 

9  S91  Q97 

z,  ozi,  yz/ 

50.  72 

43.  63 

7. 09 

14  0 

9^9  (\d1 
ZOZ,  Ulo 

441  41 9 

ZO,  111,  il- 

100. 94 

88. 13 

12.  81 

12  7 

0<J,  UU£ 

4  R7*(  IRA 
* ,  o  •  O,  1  DO 

97.  46 

80.  52 

16. 94 

17. 4 

13  906 

If  to  J ,  ZOO 

107. 10 

45.  81 

61.  29 

57  2 

1  156 

Kft  QQO 

oo,  oyo 

49.  22 

49. 22 

3  032 

9n  5  con 
zuo, o»o 

67.  91 

55. 09 

12.  81 

18. 9 

70  239 

4  1 77  Q71 

59.47 

46.69 

12. 79 

21  5 

n 

93  657 

4  Qf;^  9Q9 

46.  48 

46.  35 

.  13 

n  o. 

Hawaii  

1,'239 

77,217 

62.  32 

50.  07 

12.  26 

19.7 

Idaho    

5,989 

412, 894 

68.  94 

61.  35 

7. 59 

11.0 

as  nns 

Do, UUO 

^  ftl  1  074 
O, DiO, U/1 

82. 57 

46.  35 

36.  22 

43  9 

1    ftfifi  Qlft 
1,  OOO,  Olo 

65.  79 

44. 43 

21. 36 

32  5 

oo'  eon 
■     ,  .'  <■'<- 

9  7QQ  Q71 

85.  88 

58. 31 

27. 58 

32  1 

ZO,  OOO 

Z,  Zto,  lol 

84. 12 

69. 17 

14.  95 

17  8 

55, 796 

9  Q7n  Q1Q 

z,  y/u,  oiy 

58.  24 

50. 24 

3. 00 

K  ft 
0.  0 

1  Oft  AA1 

O   ^ftft  R7Q 
y,  ODD,  O/o 

75.  57 

65.  93 

9. 63 

12  1 

11, 169 

773, 289 

69.24 

47.74 

21.50 

11  1 
01. 1 

9,  5U5 

ft!  7  fl_1Q 

65. 00 

59.  41 

5.  59 

ft  ft 

Massachusetts  

61,648 

5, 103. 068 

82.  78 

67. 99 

14. 79 

17.9 

Michigan  

54,458 

4,330,076 

79.  51 

66. 53 

12. 99 

16.3 

44, 624 

4,  UoU,  Mi 

91.  45 

46.  50 

44.95 

49.  2 

79, 749 

2, 788, 541 

34.  97 

33.  64 

1.33 

3.  8 

Missouri  

111,  121 

o,  /^v,  ny 

60.  54 

55. 29 

5.25 

8.  7 

6, 347 

417, 918 

65.  84 

65. 61 

.24 

0.  4 

Nebraska  

13, 931 

l,  uo7,  yyy 

75.  95 

48.  01 

27.93 

36. 8 

Nevada   

2,  530 

/Uo, 095 

81.  70 

66. 06 

15.64 

19. 1 

New  Hampshire  

4, 726 

424, 515 

89.83 

67.83 

21.99 

24.  5 

XT  T 

1 8, 566 

1,  745, 756 

94.03 

53.56 

40. 47 

43. 0 

10, 884 

758, 473 

69.69 

55.86 

13.  83 

19. 8 

New  York                   —  __   

59, 271 

4,923,090 

83.06 

66.66 

16.  40 

19.7 

North  Carolina  

46, 428 

2,312,894 

49.82 

44.82 

5.00 

10.0 

North  Dakota  

6, 385 

522, 911 

81  90 

60. 21 

21. 69 

26. 5 

Ohio  

88,  777 

•7  aoo  cm 
7,  UJo,  oyi 

79!  12 

64^00 

15!  12 

19. 1 

Oklahoma  

86,742 

7, 164,  797 

82.60 

67.59 

15.01 

18.2 

Oregon 

16, 099 

1,363  006 

84.66 

50.70 

33.96 

40  1 

Pennsylvania  

49[  077 

3)  292^  783 

67.09 

62.85 

4.24 

6.3 

Rhode  Island  

6, 375 

519, 715 

81.52 

66.52 

15.00 

18.4 

South  Carolina  

29,685 

1,306,696 

44.02 

38.60 

5.42 

12.3 

South  Dakota  

8,397 

637,253 

75.89 

64.  01 

11.88 

15.7 

Tennessee  

52, 058 

2, 338, 346 

44.92 

40.22 

4.70 

10.5 

Texas  __   

219, 158 

13, 887,113 

63. 37 

54.38 

8. 98 

14.2 

Utah  

6,932 

553, 584 

79.86 

51.73 

28. 13 

35.2 

Vermont  

5,518 

405, 587 

73.50 

47.99 

25.  52 

34.7 

Virginia   

14,312 

774,890 

54. 14 

41.34 

12.80 

23.6 

Washington.  

45, 551 

4, 145, 058 

91.00 

55.32 

35.68 

39.2 

West  Virginia  

17,944 

745,823 

41.56 

34.60 

6. 96 

16.7 

Wisconsin  

32, 563 

2,942,096 

90.35 

36.44 

53.91 

59.7 

Wyoming  

2,859 

223, 326 

78. 11 

64.14 

13. 97 

17.9 

Puerto  Rico  

37, 045 

325, 878 

8.80 

8.33 

.46 

5.2 

Virgin  Islands  

539 

17,985 

33. 37 

30.24 

3. 12 

9.3 

Guam  

116 

2,086 

17.98 

17.98 

1  Includes  3,658  recipients  aged  60-64  in  Colorado  and  payments  of  $308,011  to  these  recipients.  Such 
payments  were  made  without  Federal  participation. 

Source:  Bureau  of  Family  Services,  Social  Security  Administration. 
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Table  14. — Old-Age  Assistance:  Provision  of  major  types  of  medical  care  to  re- 
cipients of  old-age  assistance  and  methods  of  payment  by  State,  October  1,  1961 


Physicians'  services 

Dental  care 

State 

Hos- 
pital 

Hospital 

Fill- 

Ex- 

Den- 
tures 

Pre- 
scribed 

Nurs- 
ing 
home 

care 

Office 
visits 

Home 
calls 

In- 
patient 

Out- 
patient 

ings 

trac- 
tions 

andden- 
ture 
repair 

drugs 

care 

Alabama  

V 

V 

Alaska  

Arkansas   

V 

V 

V 

V 

V 

B' 

V 

California  

M* 

V 

V 

V 

V 

V 

V 

V 

M 

Colorado...  

V 

V 

V 

V 

V 

V 

MV 

Connecticut  

V 

V 

V 

V 

V 

V 

V 

V 

Delaware  

M* 

M* 

M' 

M* 

M* 

M* 

M* 

M* 

M* 

District  of  Co- 
lumbia  

V 

V 

V 

V 

V 

V 

M] 

Florida  

V 

M* 

B* 

V 

M* 

Hawaii   

V 

V 

V 

V 

V 

V 

V 

V 

M 

Idaho  

V 

V 

V 

V 

Illinois  

V 

V 

V 

V 

V 

V 

V 

V 

V 

MV 

Indiana  1  

V 

V 

V 

V 

V 

V 

V 

V 

V 

MV 

Iowa  

V 

V 

V 

V 

V 

V 

V 

V 

Kansas  1  

V 

V 

V 

V 

V 

M 

M 

M 

V 

M 

Kentucky   

V 

1  V. 

V 

V 

V 

V 

M' 

Louisiana  

V 

V 

V 

V 

B* 

V 

Maine  

V 

V 

Maryland  

V 

V 

V 

V 

V 

V 

V 

V 

B* 

M  assacbusetts  

V 

V 

V 

V 

V 

V 

V 

V 

Michigan  

V 

M» 

M« 

M* 

M* 

M« 

M* 

M* 

M* 

Minnesota  

V 

V 

V 

V 

V 

V 

V 

V 

V 

MV 

Mississippi  

V 

M* 

Missouri J  

V 

M* 

M* 

M* 

M* 

M* 

M* 

M« 

M« 

V 

Montana  

V 

V 

V 

V 

V 

V 

Nebraska  

V 

M» 

M* 

M* 

M* 

M* 

M* 

M* 

M* 

V 

Nevada  

M 

V 

V 

V 

V 

V 

V 

V 

M 

New  Hampshire  

V 

V 

V 

V 

V 

V 

V 

V 

V 

B* 

M 

M 

M 

M 

M 

M 

V 

New  Mexico  

V 

V 

V 

v 

V 

V 

V 

V 

V 

New  York  1  

V 

V 

V 

V 

V 

V 

V 

V 

V 

MV 

North  Carolina  

V 

M 

North  Dakota  

V 

v 

y 

V 

V 

y 

y 

y 

V 

V 

Ohio  

V 

V 

ym 

V 

V 

V 

V 

V 

V 

M 

Oklahoma  

V 

V 

V 

V 

MV 

Oregon... 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

M 

V 

V 

Rhode  Island  

V 

V 

V 

V 

V 

V 

V 

M 

South  Carolina 

V 

M» 

V 

South  Dakota  

V 

V 

V 

M 

M 

M 

V 

MV 

M* 

M* 

M* 

M* 

M* 

M* 

M* 

M« 

M* 

Utah  

V 

v  : 

V 

V 

V 

V 

V 

V 

V 

V 

Vermont  

V 

V 

V 

V 

Virgin  Islands  

V 

V 

V 

V 

V 

V 

Virginia  

V 

M 

M 

M 

M 

M 

M 

M 

V 

Washington  

V 

V 

V 

V 

V 

V 

V 

V 

V 

B* 

West  Virginia  

V 

V 

V 

V 

V 

V 

V 

V 

V 

M» 

Wisconsin  

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

V 

MV 

1  Medical  care  provisions  in  Indiana,  Kansas, 
New  York,  and  Wyoming  are  based  on  individual 
county  (or  welfare  district)  plans,  subject  to  State 
review;  hence  there  is  some  area  variation  in  the 
method  of  paying  for  a  given  service  but  the  scope, 
content,  and  general  policies  are  applicable  to  all 
jurisdictions  within  the  State. 

1  Missouri  has  an  additional  maximum  $100  for 
completely  bedfast  or  totally  disabled  persons. 


CODE 

V — Vendor  payments  to  suppliers  of  medical  care. 
M — Money  payment  to  recipient. 
M* — Money  payment  to  recipient,  subject  to  maxi- 
mum on  money  payment. 
MV — Combined  money  and  vendor  payment. 
B— Both  methods  used,  each  in  particular  situa- 
tions. 

B*— Same  as  B,  but  money  payment  is  subject  to 
a  maximum. 

Source:  Bureau  of  Family  Services,  Social  Security 
Administration. 
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Table  14  (Continued). — Limitations  (excluding  those  which  can  be  lifted  by 

administrative  action) 

Hospital  care: 

Alabama:  Acute  conditions  and  major  injury  only;  15  days  per  fiscal  year. 

Arkansas:  Acute  conditions  primarily;  30  days  per  year.   Up  to  90%  of  costs  up  to  $20  per  day. 

California:  2  months  except  for  diagnoses. 

Colorado:  Critical  or  serious  conditions  or  with  prior  approval. 

Florida:  Acute  conditions  only;  not  to  exceed  30  days  in  12  months'  period. 

Kentucky:  Acute  and  life-endangering  conditions  only;  6  days  per  admission. 

Maine:  45  days  per  year.   Not  to  exceed  $20  for  first  10  days,  $15  for  remaining  35  days. 

Mississippi:  Acute  conditions  only;  15  days  per  year.   $15  per  day  maximum. 

Missouri:  Medical  emergency  or  acute  serious  illness  only;  14  days  per  admission. 

Montana:  Only  for  remedial  eye  care  for  prevention  of  blindness  or  restoration  of  sight. 

Nevada:  Room  and  board  only,  up  to  $75  per  month. 

New  Mexico:  Primarily  for  life-endangering  illness,  accidents,  relief  of  severe  pain,  and  diagnostic 

procedures. 
North  Carolina:  Up  to  $16  per  day. 
North  Dakota:  60  days  per  year. 

Oklahoma:  Life-endangering,  emergency  conditions,  and  sight-endangering  conditions  only. 
South  Carolina:  Acute  conditions  only;  40  days  per  year. 
South  Dakota:  30  days  per  admission. 

Tennessee:  Acute  conditions  only;  10  days  per  admission  with  a  maximum  of  30  days  in  any  year  (85% 

of  reimbursable  cost). 
Utah:  30  days  per  admission.   Essential  care. 
Vermont:  30  days  per  admission  or  within  a  quarter. 
Virginia:  28  days  per  year.   Maximum  $24.65  per  day. 

West  Virginia:  Acute  conditions  30  days  per  year;  denned  remedial  care  as  needed. 
Physicians'  services: 

Arkansas:  2  home  visits  per  month  to  patients  in  nursing  home,  2  office  or  clinic  visits  per  month  for 
all  others. 

Colorado:  As  a  standard,  same  number  of  visits  as  is  set  in  Blue  Shield  policy,  plus  2  additional  visits 
per  quarter,  home  or  office;  for  patients  in  nursing  homes,  12  visits  per  quarter. 

Illinois:  Acute  conditions:  homo  visits.  1  daily  per  week;  office  visits,  6  per  30  days.  Long  term  condi- 
tions: 2  home  visits  or  2  office  visits  per  month.   Inpatient  hospital  calls  also  limited. 

Kentucky:  Payment  will  be  made  for  2  visits  per  month  per  patient. 

Louisiana:  Only  for  persons  with  approved  medical  care  plan  for  treatment  of  serious  continuing  illness 
requiring  care  for  relief  of  severe  suffering  or  for  correction  of  or  prevention  of  permanent  impairment. 

Montana:  Limited  to  ophthalmoloeist  (and  optometrist)  for  prevention  of  blindness  and  restoration  of 
sight. 

Nebraska:  Acute  illness,  1  per  day;  for  chronic  conditions,  1  per  week. 

New  Hampshire:  Home,  office,  or  clinic:  for  chronic  illness,  2  calls  per  month.  Hospital,  inpatient:  14 

calls  per  30  days  of  hospitalization. 
North  Dakota:  For  patients  In  hospital  for  more  than  30  days,  payment  will  be  made  for  not  more  than 

3  calls  per  week. 

Ohio:  For  acute  conditions,  10  calls  per  month;  for  chronic,  2  calls  per  month. 

Oklahoma:  Outpatient  clinic,  for  acute  injury  only;  home  or  hospital,  no  limitation  on  condition. 

Pennsylvania:  For  chronic  illness,  3  calls  per  month.   For  acute,  no  limit. 

Rhode  Island:  For  chronic  illness,  2  per  month.  For  acute  conditions,  as  needed. 

South  Dakota:  Limited  to  14  visits  per  year. 

Texas:  Only  for  chronic  illness.  $6  per  month  except  for  cancer  and  certain  eye  conditions. 
Utah:  Limited  to  4  calls  in  60  days  for  chronic  conditions. 
Vermont:  Limited  to  12  necessary  visits  in  any  calendar  quarter. 
Virgin  Islands:  Home  calls  made  only  to  patients  under  the  Home  Care  Program. 
West  Virginia:  Services  relating  to  acute  and  life-endangering  conditions  or  those  which  enable  an 
Increase  in  self-support  and  self-care,  or  strengthen  family  life. 
Dental  Services: 

Arkansas:  Relief  of  pain  and  X-ray  and  dental  surgery  in  approved  clinics. 
Hawaii:  Emergency  care  only. 

Kansas:  Dentures  and  bridges  only  when  ordered  by  a  physician. 

Kentucky:  Only  for  relief  of  pain  and  treatment  of  acute  infection;  $16  per  month,  $48  per  year. 
Maryland:  Dentures  limited  to  replacement  and  repairs. 

Michigan:  Services  other  than  those  related  to  dentures  included  only  when  recommended  by  a  physi- 
cian as  part  of  other  medical  procedures. 

North  Dakota:  Dentures  and  bridgework  provided  only  if  extraction  of  recipient's  teeth  occurred 
within  previous  5  years. 

New  Mexico:  Limited  to  relief  of  pain  and  infection. 

Oklahoma:  Only  services  performed  in  licensed  general  hospital  for  life-endangering  conditions  involv- 
ing fractures,  infections,  and  mouth  tumors. 
Puerto  Rico:  Only  as  included  in  hospital  care. 
South  Dakota:  Up  to  $55  for  purchase  or  repair  of  dentures. 

Texas:  Up  to  $40  for  cost  of  dentures;  other  services  planned  for  only  as  part  of  treatment  for  chronic 

illness,  maximum  of  $40. 
West  Virginia:  Emergency  and  defined  remedial  care. 
Prescribed  Drugs: 

Arkansas:  Drugs  dispensed  by  approved  outpatient  clinic  or  for  patient  In  nursing  home  up  to  $5  per 
month. 

Colorado:  Only  for  patients  in  nursing  homes. 

Puerto  Rico:  Only  for  drugs  prescribed  while  person  is  hospitalized. 

South  Carolina:  Verified  cost  of  drugs  up  to  a  maximum  of  $15  per  month  per  individual  for  chronic 
conditions.  For  non-chronic  conditions,  up  to  $5  per  month  may  be  budgeted  monthly  and  payment 
prorated  over  12-month  period. 

South  Dakota:  As  prescribed  on  a  continuing  basis  for  treatment  of  heart  conditions,  diabetes,  and 
anemia. 

Texas:  Treatment  for  chronic  illness  only. 
Utah:  Essential  needs  up  to  $20  per  month. 
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Table  14  (Continued). — Limitations  (excluding  those  which  can  be  lifted  by 

administrative  action) 

Nursing  Home  Care:' 

Alabama'  $125  monthly  maximum. 
Arkansas:  $90  monthly  maximum. 
California:  $116  monthly  maximum. 
Colorado-  $195  monthly  maximum. 
Delaware:  $75  monthly  maximum. 
Florida:  $100  monthly  maximum. 
Georgia:  $65  monthly  maximum. 
Kentucky:  $110  monthly  maximum. 
Maine:  $180  monthly  maximum. 

Maryland:  $116  monthly  maximum.   In  addition,  nursing  home  care  paid  for  by  vendor  payment  in 

5  chronic  care  homes. 
Massachusetts:  Short-term  care  only. 
Michigan:  $90  monthly  maximum. 
Mississippi:  $40  montnly  maximum. 

Missouri:  $65  monthly  maximum;  $100  if  recipient  Is  completely  bedfast  or  totally  disabled. 
Montana:  Only  for  remedial  eye  care. 
Nevada:  $135  monthly  maximum. 

New  Hampshire:  $165  monthly  maximum.   Vendor  payment  for  care  in  public  nursing  homes;  money 

payment  for  care  in  private  nursing  homes. 
New  Jersey:  $180  monthly  maximum;  $190  in  exceptional  cases. 
North  Carolina:  $175  monthly  maximum;  limited  to  post-hospital  care. 
North  Dakota:  Limited  to  30  days  per  year  (long-term  care  under  MAA). 
Oklahoma:  $129  monthly  maximum  plus  room  and  board. 
Oregon:  $192  monthly  maximum. 
Pennsylvania:  $165  monthly  maximum. 
Rhode  Island:  $185  monthly  maximum. 

South  Carolina:  $150  montnly  maximum;  limited  to  post-hospital  care. 

Tennessee:  $80  monthly  maximum. 

Texas:  $71  monthly  maximum. 

Utah:  $200  monthly  maximum. 

Vermont:  $165  monthly  maximum. 

Virginia:  $150  monthly  maximum. 

Washington:  $191  monthly  maximum. 

West  Virginia:  $100  monthly  maximum. 

Wyoming:  $180  monthly  maximum. 

Table  15. — Old-Age  Assistance:  Welfare  department  arrangements  with  health 
departments,  Blue  Cross,  Blue  Shield,  or  other  groups  for  provision  of  services 
to  old-age  assistance  recipients 

State  Health  Department  Arrangements 

Alabama  Health  department  has  contracted  with  the  welfare  department 

to  perform  certain  specified  services  relating  to  hospital  care 

for  OAA  recipients. 

District  of  Co-  Health  department  administers  the  D.C.  General  Hospital  which 
lumbia.  provides  virtually  all  hospital  inpatient  and  outpatient  care 

to  indigent  persons  and  in  addition  operates  a  program 
whereby  physician  home  calls  to  indigent  persons  are  provided 
by  a  number  of  "District"  physicians  employed  for  this  pur- 
pose. The  welfare  department  reimburses  the  health  depart- 
ment for  inpatient  and  outpatient  care  provided  to  OAA 
recipients. 

Florida   State  Board  of  Health  acts  as  the  fiscal  agent  of  hospitals;  it 

pays  the  hospitals  for  services  provided  to  OAA  recipients 
and  is  reimbursed  by  the  welfare  department.  In  Kentucky 
the  State  Health  Department  provides  professional  guidance 
on  medical  aspects  of  the  welfare  medical  program. 

Maryland  The  State  Health  Department  handles  all  aspects  of  medical 

care  for  welfare  recipients  except  in  Baltimore  County ;  in 
Baltimore  these  functions  are  performed  by  the  Baltimore 
Health  Department. 
The  State  Welfare  Department  pays  the  two  health  depart- 
ments a  stipulated  amount  per  month  for  each  welfare  recipi- 
ent; the  health  departments  pay  hospitals,  physicians,  den- 
tists and  other  suppliers  for  services  provided. 

Puerto  Rico  The  Health  Department  operates  most  of  the  large  hospitals 

on  the  island — hospitals  which  provide  over  50  percent  of  all 
patient  days  of  care  in  general  hospitals.  The  Health 
Department's  hospitals  provide  inpatient  and  outpatient  care 
(including  the  services  of  the  medical  staff)  to  all  welfare 
recipients,  and  are  paid  by  the  welfare  department  for  serv- 
ices to  OAA  recipients.  A  similar  arrangement  exists  in  the 
Virgin  Islands  where  the  Health  Department  of  the  Territory 
operates  all  hospitals  on  the  Islands. 
Source :  Bureau  of  Family  Services,  Social  Security  Administration. 
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Table  15. — Old-Age  Assistance:  Welfare  department  arrangements  with  health 
departments.  Blue  Cross,  Blue  Shield,  or  other  groups  for  provision  of  services 
to  old-age  assistance  recipients — Continued 

State  Blue  Cross,  Blue  Shield,  or  Other  Arrangements 

Colorado  The  Welfare  Department  has  contracted  with  the  Blue  Cross 

and  Blue  Shield  plans,  acting  as  the  fiscal  agent  for  the  hos- 
pitals and  doctors,  respectively,  to  pay  hospitals  and  physi- 
cians for  services  provided  to  old-age  pensioners.  The  Wel- 
fare Department  supplies  a  list  of  these  to  Blue  Cross-Blue 
Shield  and  pensioners  are  provided  with  identification  cards. 
Upon  admission  of  a  pensioner  the  hospital  applies  to  the  Blue 
Cross  plan  for  confirmation  of  eligibility  in  the  same  way  as 
for  Blue  Cross  members.  Blue  Cross  pays  the  hospitals  on 
the  same  basis  as  for  its  own  members  and  is  reimbursed  for 
its  administrative  expenses  at  the  rate  of  $2  for  each  claim 
paid.  Blue  Shield  pays  physicians  in  the  same  manner  as  for 
its  own  members  and  is  reimbursed  by  the  welfare  depart- 
ment for  its  outlays  together  with  a  payment  to  cover  admin- 
istrative expense. 

Kansas  Welfare  departments  in  23  counties  have  entered  into  group 

prepayment  contracts  with  the  local  medical  society ;  the  wel- 
fare department  pays  a  stipulated  amount  per  recipient  per 
month  to  cover  a  defined  content  of  care  and  the  medical 
society  in  turn  contracts  with  and  pays  local  hospitals,  physi- 
cians and  pharmacists  for  services  provided  to  recipients. 

Mississippi  State  Welfare  Department  has  an  agreement  with  the  Mississippi 

Hospital  and  Medical  Service  (Blue  Cross)  which  acts  as 
fiscal  agent  for  the  hospitals.  Admission  notices  and  billings 
are  reviewed  by  the  Blue  Cross,  but  payments  are  made  by 
the  Department  of  Public  Welfare  directly  to  hospitals. 

Nevada  State  Welfare  Department  has  a  group  prepayment  plan  con- 
tract with  the  State  Medical  Association  covering  physicians' 
services,  dental  care  and  drugs,  and  another  prepayment 
contract  with  the  State  Optometric  Association  covering  the 
services  of  optometrists.  The  Welfare  Department  pays  a 
stipulated  amount  per  recipient  per  month.  The  professional 
associations  under  contract  have  responsibility  for  fee  sched- 
ules, proportion  of  payment  when  necessary,  audit,  medical 
review  of  services  and  practices,  and  paying  physicians, 
dentists,  optometrists  and  druggists  for  services  and  drugs 
supplied. 

New  Mexico —  Welfare  Department  has  a  contract  with  the  State  Pharmaceuti- 
cal Association.  Pharmacists  submit  their  bills  to  the  latter 
association  which  prices  them  according  to  a  pricing  formula 
and  submits  them  to  the  Department  of  Public  Welfare;  the 
latter  makes  payment  to  the  individual  pharmacists. 

South  Dakota.  State  Welfare  Department  has  agreements  with  the  Blue  Cross 
and  Blue  Shield  plans  in  accordance  with  which  these  plans 
pay  hospitals  and  physicians,  respectively,  for  services  pro- 
vided to  welfare  recipients.  The  same  type  of  arrangement 
exists  in  Utah. 

Texas  Effective  January  1962,  the  Welfare  Department  contracts  with 

the  Texas  Blue  Cross  and  Blue  Shield  plans  for  hospital  care 
and  for  surgical,  physician  inhospital  visits  and  X-ray  and 
laboratory  services  for  all  OAA  recipients.  The  department 
pays  $8.08  per  month  per  recipient.  For  this  the  plans  pro- 
vide 15  days  of  hospital  care  per  admission  with  half  benefits 
thereafter  and  the  specified  physician  services.  If,  after  six 
months'  experience,  the  amounts  paid  out  by  the  Blue  Cross 
and  Blue  Shield  plans  are  less  than  97  percent  of  the  pre- 
miums— 3  additional  percent  being  allowed  for  administra- 
tive expenses — benefits  will  subsequently  be  adjusted  upwards. 
If  the  costs  to  Blue  Cross-Blue  Shield  are  more  than  the 
premiums  receivd,  the  plans  bear  any  loss. 
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Table  15. — Old-Age  Assistance:  Welfare  department  arrangements  with  health 
departments,  Blue  Cross,  Blue  Shield,  or  other  groups  for  provision  of  services 
to  old-age  assistance  recipients — Continued 

State  Blue  Cross,  Blue  Shield,  or  Other  Arrangements 

Washington  State  Welfare  Department  purchases  medical  and  dental  serv- 
ices for  recipients  through  Washington  Physicians'  Service 
and  Washington  Dental  Service,  respectively.  Washington 
Physicians'  represents  the  County  Medical  Service  Corpora- 
tion or  Bureaus  which  have  signed  agreements  with  individual 
physicians  to  participate  in  the  Public  Assistance  Medical 
Program.  Washington  Dental  Service  represents  individual 
dentists  who  have  signed  agreements  to  participate  in  the 
dental  program.  The  Department  of  Public  Welfare  pays  to 
each  organization  a  stipulated  amount  per  OAA  recipient  per 
month.  In  return  the  two  organizations  agree  that  stipulated 
services  will  be  available  to  welfare  recipients.  The  two  or- 
ganizations pay  the  bills  submitted  by  physicians  and  dentists, 
respectively,  prorating  when  total  bills  exceed  the  amount 
available. 


Table  16. — Medical  Assistance  for  the  Aged:  Provision  of  major  types  of  services 
under  State  plans,  October  1961 


Physicians'  services 

Nursing- 

Pre- 

8tate 

Hospital 

home 

Home 

Hospital 

Dental 

scribed 

care 

care 

or  in 

care 

drugs  i 

Office 

nursing 

home 

Out- 

In- 

patient 

patient 

Arkansas  

X 

X 

X 

X 

X 

X 

X 

Hawaii  

X 

X 

X 

X 

X 

X 

X 

X 

Idaho  

X 

X 

X 

X 

Illinois   

X 

X 

X 

X 

X 

Kentucky  

X 

X 

X 

X 

X 

Louisiana  

X 

X 

X 

X 

X 

X 

X 

Maryland  

X 

X 

X 

X 

X 

X 

Massachusetts  

X 

X 

X 

X 

X 

X 

Michigan...   

X 

X 

X 

X 

X 

New  Hampshire  

X 

X 

X 

X 

X 

New  York   

X 

X 

X 

X 

X 

X 

X 

North  Dakota  

X 

X 

X 

X 

X 

X 

X 

X 

Oklahoma  

X 

X 

X 

X 

X 

X 

Oregon   

X 

X 

X 

X 

X 

X 

Puerto  Rico  

X 

X 

X 

South  Carolina  

X 

X 

X 

Tennessee  

X 

X 

Utah..  

X 

X 

X 

X 

X 

Virgin  Islands  

X 

X 

X 

X 

Washington  

X 

X 

X 

X 

X 

X 

X 

X 

West  Virginia  

X 

X 

X 

X 

X 

X 

X 

X 

•  Other  than  for  hospitalized  patients;  drugs  for  hospital  patients  are  included  as  part  of  hospital  care. 

Note.— Code: 

X — Service  is  provided. 
..—Service  is  not  provided. 

Source:  Bureau  of  Family  Services,  Social  Security  Administration. 
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Table  16  (Continued). — Limitations  (excluding  those  which  can  be  lifted  by 

administrative  action) 

Hospital  care: 

Arkansas :  To  15  days  in  any  12-month  period.    Maximum  daily  rate  $25.50. 
Idaho :  For  care  of  acute  conditions  and  emergencies  only ;  14  days  per  ad- 
mission. 

Kentucky:  For  care  of  acute,  emergency  and  life  endangering  conditions 
only ;  6  days  per  admission.  No  limit  on  number  or  frequency  of  ad- 
mission. 

Louisiana :  Up  to  30  days. 

New  Hampshire:  7  days  per  admission,  plus  a  maximum  of  $75  for  auxili- 
ary services.    No  eye  care. 

Oklahoma :  Care  for  conditions  which  endanger  life  or  sight  only ;  not  to 
exceed  6-months  care  in  any  12-month  period. 

Oregon :  Up  to  14  days  per  year.  Patients  pays  $7.50  per  day  for  first  10 
days  up  to  maximum  of  $75  per  year. 

South  Carolina :  Care  only  for  acute  illness,  injury  or  condition  that  en- 
dangers sight ;  not  to  exceed  40  days  per  year. 

Tennessee :  Care  only  for  acute  illness  or  injury ;  up  to  10  days  per  year. 
Patient  pays  first  $100  in  any  year. 

Utah  :  Up  to  30  days  per  admission.    Patients  pays  first  $50  per  admission. 

Washington :  Care  only  for  acute  and  life-endangering  conditions. 
Nursing  home  care: 

Arkansas :  Up  to  maximum  of  $90  per  month. 

Idaho :  Up  to  maximum  of  $175  per  month. 

Louisiana :  Only  for  persons  eligible  for  OAA  except  for  durational  resi- 
dence requirement.    Up  to  $1G5  monthly. 

Michigan :  Only  within  30  days  following  hospitalization  for  acute  illness 
and  limited  to  90  days  in  a  12-month  period. 

Oklahoma :  Limited  to  6  months  care  in  any  12-month  period.  Excludes 
room  and  board. 

Oregon :  Upon  transfer  from  hospital.  Number  of  days  available  is  based 
on  hospital  entitlement — 14  days  per  year — with  allowance  of  4  days  of 
nursing  home  care  for  each  remaining  day  of  hospital  entitlement.  Up  to 
$6  per  day. 

South  Carolina :  Following  hospitalization.    Ordinarily  up  to  90  days  per 

year.    Maximum  payment,  $150  per  month. 
Virgin  Islands:  Facilities  not  available. 

West  Virginia :  After  hospitalization  or  to  prevent  hospital  care.  Limited 
to  acute  conditions.    Maximum  payment  $100  per  month. 

Washington :  Care  only  for  acute  and  life-endangering  conditions. 
Physicians'  services : 

Idaho :  Acute  conditions ;  2  calls  per  month.  Nursing  Home :  1  call  per 
month.  1  eye  examination  per  6-month  period. 

Illinois :  Only  in  30-day  period  immediately  following  release  from  hospital. 
Acute  conditions :  1  home  call  daily  for  1  week,  6  office  calls  per  30-day 
period.    Chronic  care:  2  home  calls  per  month,  2  office  calls  per  month. 

Kentucky :  2  office  and/or  home  calls  per  month. 

Louisiana :  Serious  continuing  illness  requiring  care  for  relief  of  severe  suf- 
fering or  for  correction  or  prevention  of  permanent  impairment. 

Michigan :  Office  services  limited  to  emergency  treatment,  office  surgery,  and 
procedures  involving  therapeutic  X-ray. 

New  Hampshire :  6  office  and /or  home  calls  per  year. 

North  Dakota :  Inpatient  hospital  care  of  more  than  30  days  limited  to  3  calls 
per  week. 

Oklahoma  :  Patients  receiving  nursing  care :  2  calls  per  month.  In  hospital 
not  more  than  15  visits  per  month  in  certain  hospitals,  less  in  others. 

Oregon :  Patient  pays  first  $50  of  any  combination  of  physicians'  services, 
X-rays,  or  laboratory  procedures ;  then  eligible  for  maximum  of  $150  for 
physicians'  care  and  maximum  of  $500  for  surgery,  $100  for  X-rays  and 
laboratory  costs. 

South  Carolina :  3  clinic  visits  per  month. 

Utah :  Patient  pays  first  $20  per  benefit  period  of  90  days ;  if  more  care  is 
needed  and  authorized  patient  pays  first  $20  for  each  additional  benefit 
period. 

Virgin  Islands :  Available  to  patients  under  Home  Care  program. 
Washington  :  Only  for  acute  and  life-endangering  conditions. 
West  Virginia :  Services  must  be  related  to  acute  and  life-endangering  con- 
ditions or  defined  remedial  care. 
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Table  16  (Continued.) — Limitations  (excluding  those  which  can  be  lifted  by 

administrative  action) 

Dental  services : 

Kentucky  :  Services  as  related  to  relief  of  pain  and  treatment  of  acute  infec- 
tion.   Up  to  $16  per  month  and  $48  per  year. 

Maryland  :  Restorative  dental  care  only,  including  repair  and  replacement  of 
dentures. 

North  Dakota :  Dentures  and  bridgework  limited  to  when  extractions  oc- 
curred within  previous  5  years. 

Oklahoma :  Only  for  in-hospital  patients  having  life  endangering  conditions 
involving  fractures,  infections,  or  tumors  of  the  mouth. 
Prescribed  drugs  other  than  for  hospitalized  patients : 

Arkansas :  Maximum  of  $5  per  month  and  dispensed  only  by  an  approved 
clinic.   Maximum  of  $5  per  month  for  patient  in  nursing  home. 

Louisiana  :  Only  for  patients  in  nursing  homes. 

Washington  :  Only  for  acute  and  life-endangering  conditions. 

West  Virginia  :  Limited  to  1  refill  for  care  of  acute  illness. 
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Appendix  C 

Aggregate  Expenditures  for  Medical  and  Hospital  Care  for  the 

Aged 

Estimating  aggregate  medical  expenditures  for  any  particular  seg- 
ment of  the  population  is,  at  best,  an  inexact  art,  and  may  be  ap- 
proached in  different  ways.  The  estimates  that  follow  nevertheless 
supply  a  reliable  indication  of  the  magnitude  which  medical  expendi- 
tures for  the  aged  have  reached  and  the  relative  importance  of  various 
sources  for  these  expenditures. 

Estimated  Total  Expenditures  for  Medical  Care  of  the  Aged,  I960 


Amount 

Source  of  funds  (millions) 

Total  expenditures  for  medical  care  $5,  045 

Private  expenditures   3,  715 

Personal  expenditures  1   3,  615 

Philanthropy  2   100 

Public  Expenditures   1,330 

Public  Assistance  Programs   455 

Veterans  Administration  Program   265 

Other  public  programs   610 


1  Includes  expenditures  by  recipients  of  care  and  on  their  behalf  by  relatives 
or  friends  and  by  health  insurance. 

2  Does  not  include  payments  made  on  behalf  of  particular  individuals. 

Personal  medical  care  expenditures  by  and  for  the  aged  were  esti- 
mated as  a  proportion  of  total  private  medical  care  expenditures  as 
reported  for  1960  (at  $19.6  million)  in  the  December  1961  Social 
Security  Bulletin.  It  was  assumed  that  the  ratio  of  per-capita  ex- 
penditures for  persons  65  and  over  and  under  65  was  the  same 
as  reported  by  the  Health  Information  Foundation  Study  for  medical 
services  exclusive  of  nursing  home  care,  in  1957-58.  For  nursing  home 
care  in  1960,  personal  expenditures  are  estimated  at  $280  million,  and 
it  is  assumed  that  some  85  percent  of  nursing  home  beds  are  used  by 
aged  persons.  Total  personal  expenditures  for  medical  services  for 
aged  persons  thus  derived  amount  to  $3,615  million. 

Total  philanthropic  expenditures  for  medical  care  in  1960  are  esti- 
mated at  $715  million,  following  concepts  used  in  the  social  welfare 
expenditure  series  published  each  year  in  the  November  issue  of  the 
Social  Security  Bulletin.  If  it  is  assumed  first  that  about  one  half 
of  this  total,  or  $360  million,  was  expended  for  personal  medical  care 
services,  and  second  that  roughly  one  quarter  of  the  latter  was  ex- 
pended for  the  aged,  the  philanthropic  expenditures  for  medical  care 
for  the  aged  would  approach  $100  million.  Included  are  funds  raised 
by  philanthropic  institutions  or  by  organized  fund  drives,  such  as 
United  Givers  Funds,  or  the  American  Heart  Association.  (A  cumula- 
tion of  estimated  expenditures  in  behalf  of  the  aged  by  such  organiza- 
tions yields  roughly  the  same  total).  Services  that  physicians  or 
hospitals  provide  without  the  anticipation  of  payment  are  not  in- 
cluded. Such  services,  along  with  the  sources  of  philanthropic  funds, 
are  discussed  in  Chapter  10. 

Public  expenditures  for  medical  care  for  aged  persons  in  1960  are 
for  the  most  part  known  in  the  case  of  Federal  or  Federal- State  pro- 
grams and  may  be  estimated  for  other  categories  on  the  basis  of  ex- 
penditure trends  since  earlier  estimates  were  prepared. 
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The  public  assistance  total  comprises  all  vendor  payments  for  medi- 
cal care  under  the  old-age  assistance  and  medical  assistance  for  the 
aged  programs,  half  of  those  under  the  aid  to  the  blind  program,  and 
estimated  expenditures  for  medical  care  provided  through  the  money 
payments  under  old-age  assistance. 

In  estimating  Veterans  Administration  expenditures,  the  age  dis- 
tribution by  type  of  condition  of  the  patient  load  on  census  survey 
days  was  taken  to  represent  the  age  distribution  of  patients  in  hospitals 
for  these  types  of  conditions  throughout  the  fiscal  year  in  which  the 
census  day  fell.  The  percentages  of  aged  persons  obtained  in  this 
manner  were  applied  to  the  costs  of  maintaining  and  operating  the 
Veterans  Administration's  neurological  and  psychiatric,  tuberculosis, 
and  general  medical  hospitals  in  fiscal  years  1960  and  1961.  The  aver- 
age of  these  expenditures  was  used  to  represent  calendar  year  1960. 
Expenditures  for  contract  hospitalization  were  estimated  on  the  basis 
of  the  age  distribution  of  patients  in  contract  hospitals  on  the  census 
days,  and  estimates  for  fiscal  years  1960  and  1961  were  likewise  aver- 
aged to  obtain  a  calendar  year  1960  estimate.  Expenditures  for  out- 
patient care  for  the  aged  were  estimated  at  about  30  percent  of  the 
total  expenditures  for  outpatient  care. 

The  estimates  of  expenditure  for  the  aged  under  other  public  pro- 
grams are  based  upon  estimated  unreimbursed  expenditures  for  care 
of  the  aged  in  State  and  local  hospitals  (as  described  below),  aug- 
mented by  $75  million  for  other  public  expenditures,  including  items 
such  as  payments  for  care  in  nonprofit  hospitals,  Health  Department 
medical  services  to  the  aged,  care  in  U.S.  Public  Health  Service  hos- 
pitals, publicly  owned  nursing  homes  and  infirmaries,  workmen's  com- 
pensation medical  care  and  care  provided  Indians. 

Estimated  public  expenditures  for  hospital  care  of  the  aged,  1960 


[In  millions  of  dollars] 


General 

Mental  and 

AU  hospitals 

hospitals 

tuberculosis 

hospitals 

Total   

Public  assistance.   

895 

470 

425 

100 
235 
560 

100 
165 
205 

Veterans'  Administration  

70 
355 

Other   

The  estimated  expenditures  under  public  assistance  programs  for 
hospital  care  include  vendor  payments  for  hospital  care  plus  an 
estimated  share  of  the  money  payments  for  medical  care. 

The  estimate  of  expenditures  by  the  Veterans  Administration  for 
hospital  care  was  developed  as  described  above. 

The  estimate  of  expenditures  in  other  hospitals  includes  a  portion 
of  the  reported  expenditures  of  State  and  local  mental,  tuberculosis, 
and  general  hospitals  which  are  not  met  through  patient  payments, 
the  proportion  being  determined  by  the  estimated  aged  patient  load 
in  these  institutions — 26  percent  in  general  hospitals,  20  percent  in 
tuberculosis  hospitals,  and  33  percent  in  mental  institutions.  An 
estimated  $25  million  was  assumed  to  cover  the  care  of  aged  persons 
under  Federal  auspices  in  Public  Health  Service  hospitals,  in  military 
hospitals,  and  in  the  Soldiers'  Home  infirmary,  and  also  the  hospitali- 
zation of  aged  Indians. 
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Appendix  D 

Major  Legislative  Proposals  for  Financing  Personal  Health 
Services  for  the  Aged,  1939-1961 

Many  and  varied  proposals  have  been  made  over  the  years  for  Fed- 
eral legislation  to  provide  health  insurance,  to  stimulate  the  spread  of 
voluntary  health  insurance,  or  to  support  State  medical  care  pro- 
grams. The  various  proposals  which  have  been  made  in  bills  intro- 
duced in  the  Congress  since  the  late  1930's  and  which  relate  to  the  aged 
are  summarized  below.1 

The  following  discussion  of  these  proposals  is  not  limited  to  those 
specifically  designed  to  provide  insurance  against  the  cost  of  hospital- 
ization, or  hospital  and  nursing  home  care,  for  the  beneficiaries  of 
old-age,  survivors,  and  disability  insurance.  It  is  limited,  however, 
to  approaches  that  could  be  used  for  this  purpose.  It  omits,  therefore, 
proposals  in  which  the  primary  basis  for  selecting  the  population 
group  is  not  only  unrelated  to  age  but  is  one  which  is  likely  to  encom- 
pass only  a  few  aged  people  or  a  specified  limited  group  of  aged 
persons,  such  as  retired  Federal  employees.  Thus  excluded  are 
proposals  relating  to  exemptions  or  credits  on  Federal  income  taxes 
for  amounts  paid  as  health  insurance  premiums,  or  to  special  groups 
such  as  farm  families  or  migrant  workers,  and  temporarily  unem- 
ployed persons. 

Also  omitted,  although  they  may  affect  substantial  numbers  of  aged 
persons,  are  proposals  related  to  the  public  assistance  system.  The 
role  of  the  public  assistance  programs  in  providing  medical  care  is 
described  in  chapters  8  and  9,  with  additional  detail  in  Appendix  B. 
Some  proposals  express  their  coverage  in  terms  of  "low  income  fami- 
lies" or  "medically  indigent"  persons  wherever  found  in  the  total 
population.  They  are  included  because  most  aged  persons  could  come 
within  the  scope  of  programs  with  such  comprehensive  coverage. 

The  detailed  summary  which  follows  includes  only  those  bills  which 
were  introduced  before  1962,  that  is,  bills  introduced  prior  to  the 
second  session  of  the  87th  Congress.  Up  to  March  15,  1962,  three 
new  bills  of  major  importance  had  been  introduced;  S.  2664, 
H.R.  10513,  and  H.R.  10755.  S.  2664,  introduced  on  January  11 
by  Senator  Javits,  would  provide  every  "retired"  person  aged 
65  or  over  who  is  not  receiving  medical  care  through  the  pub- 
lic assistance  program  with  a  choice  among  several  health  insurance 
benefit  packages.  The  benefits  generally  follow  those  in  S.  937  (de- 
scribed below) .  Benefits  for  old-age  and  survivors  beneficiaries  would 
be  financed  by  an  increase  in  the  payroll  tax;  those  for  persons  not 
eligible  for  such  benefits,  from  general  revenues.  H.R.  10513,  intro- 
duced by  Congressman  Durno,  would  establish  a  National  Advisory 
Medical  Commission  of  21  members  to  study  the  proper  role  of  the 
Federal  Government  in  relation  to  the  States  and  private  agencies 
providing  medical  care  and  insurance  and  to  report  by  January  31, 
1963,  on  a  plan  to  provide  adequate  medical,  hospital,  outpatient  and 
nursing  home  care  for  the  aged.  H.R.  10755,  introduced  by  Congress- 
man Bow,  would  use  the  income  tax  mechanism  to  distribute  a  Federal 


1  For  a  detailed  legislative  history  of  health  insurance  considerations  during 
the  Eighty-sixth  Congress,  see  William  L.  Mitchell,  "Social  Security  Legislation 
in  the  Eighty-sixth  Congress,"  Social  Security  Bulletin,  v.  23,  no.  11,  November 
1960. 
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subsidy  of  up  to  $125  per  aged  person  toward  the  purchase  of  private 
health  insurance  for  the  aged  which  provides  certain  Federally-estab- 
lished minimum  benefits. 

A.  HEALTH  INSURANCE  FOR  OASDI  BENEFICIARIES 

The  first  bill  embodying  a  proposal  for  hospitalization  benefits  for 
beneficiaries  under  Title  II  of  the  Social  Security  Act  was  introduced 
into  Congress  in  1952.  With  minor  variations,  similar  proposals  have 
been  introduced  in  each  of  the  Congresses  since  then.  However,  as  in- 
terest in  health  care  for  the  aged  increased,  the  variations  among 
the  proposals  for  financing  health  insurance  through  the  old-age,  sur- 
vivors, and  disability  insurance  system  became  more  significant  and 
bills  incorporating  modifications  from  those  introduced  earlier  be- 
came more  numerous. 

1.  Proposals  Before  the  82nd  Through  85th  Congress 

The  essential  features  of  the  proposals  advanced  between  1952  and 
1957  are  as  follows:  Persons  eligible  for  insurance  benefits,  whether 
currently  drawing  benefits  or  not,  would  be  insured  for  up  to  60  days 
in  a  year  for  semiprivate  room  care  in  short-term  hospitals.  The  hos- 
pital benefit  would  be  a  service  benefit  and  would  include  those  serv- 
ices, drugs  and  supplies  which  the  hospital  customarily  furnishes  its 
bed  patients.  The  Forand  bill  (H.R.  9467)  in  1957  also  proposed 
to  pay  the  costs  of  skilled  nursing  home  care  for  patients  transferred 
from  the  hospital  (up  to  a  total  period,  including  the  hospital  stay, 
of  not  more  than  120  days  in  a  year)  and  of  surgical  services  provided 
in  a  hospital  (or,  in  case  of  emergency  or  minor  surgery,  in  the  out- 
patient department  of  a  hospital  or  in  a  doctor's  office) . 

Hospitals  would  be  paid  on  a  cost- incurred  basis  or  on  a  reasonably 
equivalent  basis.  The  methods  of  paying  the  hospital  varied  with 
the  administrative  arrangements  suggested  in  the  various  bills. 
Under  the  early  proposals  where  the  Federal  Government  was  to  use 
State  agencies  as  its  agent,  the  State  agency  would  either  pay  hospitals 
within  the  State  for  the  care  rendered  eligible  persons  or  would  utilize 
private  nonprofit  health  insurance  plans  to  negotiate  with  and  pay 
the  hospitals.  Under  more  recent  proposals  national  administration 
has  been  proposed,  with  the  Secretary  of  HEW  given  authority  to 
negotiate  agreements  directly  with  hospitals  or  to  use  the  services 
of  such  agencies  as  Blue  Cross. 

Benefits  would  be  financed  through  the  social  security  payroll  tax 
paid  compulsorily  by  covered  employees,  their  employers,  and  the 
self-employed.  The  amount  of  the  additional  payroll  tax  would, 
of  course,  depend  on  the  exact  benefits  proposed.  The  level  premium 
cost  of  the  Forand  proposal  for  hospitalization,  nursing  home  and 
surgical  benefits  was  first  estimated  at  one-half  of  1  percent  of 
covered  payrolls,  and  taxes  were  set  at  that  level. 

The  earliest  proposals  contemplated  that  the  program  would  utilize 
the  States,  and  preferably  the  State  public  health  agencies,  as  adminis- 
trative agents.  Only  in  a  State  which  did  not  effect  an  agreement 
to  administer  the  program  would  the  overall  administrative  functions 
be  performed  federally.  (Necessary  regulations  relating  to  the  pro- 
gram in  general  and  determinations  as  to  an  individual's  insured 
status  would,  of  course,  be  made  at  the  Federal  level) .    As  a  result 
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of  the  post-1952  development  of  national  Blue  Cross  contracts  and 
the  implementation  of  Medicare,  the  later  proposals  contemplated 
national  administration  of  the  hospitalization  benefits. 
The  following  bills  have  embodied  this  proposal : 


Congress 


Session 


Bill  Number 


Sponsor 


82d  

82<J  

82d  

83d  

83d  

83d  

84th  

84th  

84th..  

84th  

85th  

85th  

85th  

85th  


2d  

2d  

2d  

1st  

1st  

1st  

1st  

1st  

2d  

2d  

1st  

1st  

1st  

1st  


S.  3001  

H.R.  7484.. 
H.R.  7485.. 

H.R.  8  

H.R.  390... 
S.  1965 
H.R.  638... 
H.R.  2384.. 
H.R.  9868., 
H.R.  9980.. 
H.R.  1092.. 
H.R.  4765.. 
H.R.  9448.. 
H.R.  9467  2 


Murray. 

Dingell. 

Geller. 

Dingell. 

Celler. 

Murray,  Humphrey,  and  Lehman. 

Celler. 

Dingell. 

Dingell. 

Metcalf. 

Celler. 

Dingell. 

Roberts. 

Forand. 


■  Includes  provisions  permitting  States  to  extend  hospitalization  coverage  to  noninsured  aged  persons. 
J  Includes  nursing  home  benefits  and  surgery. 


Hearings  before  the  House  Committee  on  Ways  and  Means  on  all 
titles  of  the  Social  Security  Act,  in  June  1958,  included  testimony  on 
H.R.  9467. 


2.  Bills  Introduced  During  the  86th  Congress 

The  bills  introduced  during  the  first  session  of  the  86th  Congress 
followed  much  the  same  pattern  as  those  introduced  in  earlier  Con- 
gresses. However,  those  introduced  during  the  2nd  session  show  a 
wider  variety  in  both  coverage  and  in  benefits  provided. 

Essentially,  the  tendency  in  the  later  proposals  was  to  concentrate 
upon  the  aged  or  upon  a  retired  or  presumed  retired  group  of  the  aged 
old-age  and  survivors  insurance  beneficiaries  rather  than  all  benefici- 
aries. Indeed,  as  the  issue  came  to  be  viewed  more  explicitly  as  a  prob- 
lem of  the  aged,  several  bills  provided  for  the  extension  of  coverage 
to  all  retired  aged,  irrespective  of  whether  they  were  eligible  for  old- 
age  and  survivors  insurance  benefits.  Under  these  proposals,  benefits 
for  old-age  and  survivors  insurance  eligibles  were  to  be  financed  by 
an  increase  in  the  payroll  tax,  while  those  for  persons  not  eligible  for 
old-age  and  survivors  insurance  were  to  be  paid  for  from  general 
revenues. 

Under  all  proposals  the  basic  benefit  was  hospitalization,  with  indi- 
vidual variations  in  the  duration  of  the  benefit  and  the  use  of  a  de- 
ductible which  must  be  paid  by  the  beneficiary.  Aside  from  this  base 
benefit,  the  proposals  varied  in  their  inclusion  of  skilled  nursing  home 
services,  outpatient  diagnostic  services,  home  health  services,  physi- 
cians' services,  and  assistance  in  the  purchase  of  drugs. 

The  unifying  feature  of  all  bills  was  that  benefits  for  old-age,  sur- 
vivors, and  disability  insurance  beneficiaries  were  to  be  financed 
through  an  increase  in  the  payroll  tax.  All  proposals  called  for  Fed- 
eral administration  and  administrative  responsibility ;  some  provided 
for  a  delegation  of  certain  administrative  functions  to  either  State 
agencies  or  to  voluntary,  nonprofit  health  insurance  plans. 

The  following  bills  introduced  during  the  86th  Congress  would  pro- 
vide health  benefits  for  certain  old-age,  survivors,  and  disability  in- 
surance beneficiaries : 
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3.  Proposals  Introduced  During  the  87th  Congress,  1st  Session 

During  the  first  session  of  the  87th  Congress,  the  primary  new 
measure  introduced  was  the  Administration-sponsored  King- Anderson 
Bill,  under  which  the  cost  of  certain  hospitalization,  skilled  nursing 
home,  home  health,  and  outpatient  hospital  diagnostic  services  would 
be  provided  for  persons  who  have  reached  age  65  and  are  entitled  to 
monthly  cash  benefits  under  the  old-age,  survivors  and  disability 
insurance  or  railroad  retirement  systems.  The  identical  bills  which 
were  introduced  are  as  follows : 


Bill  No. —  Sponsors 

S.  909   Anderson,  Douglas,  Hartke,  McCarthy,  Humphrey,  Jackson, 

Long  of  Hawaii,  Randolph,  Engle,  Magnuson,  Pell,  Bur- 
dick,  Neuberger,  Morse,  Long  of  Missouri,  Moss,  and 
Pastore. 

H.R.  4222   King. 

H.R.  4309   Dingell. 

H.R.  4313   Karsten. 

H.R.  4314  Machrowicz. 

H.R.  4315   Green. 

H.R.  4316  Ullman. 

H.R.  4447  McFall. 

H.R.  4534  Pucinski. 

H.R.  4921  O'Neill. 

H.R.  7793  Santangelo. 

The  services  for  which  payment  would  be  made  under  the  proposal 
would  be : 

(1)  inpatient  hospital  services  for  up  to  90  days,  subject  to  a  de- 
ductible amount  of  $10  a  day  for  up  to  9  days,  with  a  minimum  of  $20 ; 
hospital  services  would  include  all  those  customarily  furnished  by  a 
hospital  for  its  patients;  payment  would  not  be  made  for  the  hospital 
services  of  physicians  except  those  in  the  fields  of  pathology, 
radiology,  physical  medicine,  and  anesthesiology  provided  by  or  under 
arrangement  with  the  hospital,  or  services  provided  by  an  intern  or 
resident-in-training  under  an  approved  teaching  program ; 

(2)  skilled  nursing  home  services,  after  the  patient  is  transferred 
from  a  hospital,  for  up  to  180  days ; 

(3)  outpatient  hospital  diagnostic  services,  as  required,  subject  to 
a  $20  deductible  amount  for  each  diagnostic  study ; 

(4)  home  health  services  for  up  to  240  visits  during  a  calendar 
year.  These  services  would  include  intermittent  nursing  care, 
therapy,  and  part-time  homemaker  services. 

No  service  would  be  covered  as  a  nursing  home,  outpatient  diag- 
nostic, or  home  health  service  if  it  could  not  be  covered  as  an  inpatient 
hospital  service. 

An  individual  could  be  eligible  for  up  to  90  days  of  hospital  services 
and  180  days  of  skilled  nursing  home  services  in  each  period  of  illness, 
but  subject  to  a  maximum  of  150  "units  of  service."  A  unit  of  service 
would  be  equal  to  1  day  of  inpatient  hospital  services  or  2  days  of 
skilled  nursing  home  services.  A  "new  period  of  illness"  would  not 
begin  until  90  days  had  elapsed  in  which  the  patient  was  neither  in  a 
hospital  or  a  skilled  nursing  home. 

Payments  to  the  providers  of  service  would  be  made  on  the  basis  of 
the  reasonable  cost  incurred  in  providing  care  for  beneficiaries.  The 
amount  paid  under  the  program  would  be  payment  in  full  for  covered 
services,  except  that  the  provider  could,  charge  the  patient  the 
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deductible  amounts  and  extra  charges  for  a  private  room  or  private 
duty  nursing. 

Responsibility  for  administration  of  the  program  for  social  security 
beneficiaries  would  rest  with  the  Secretary  of  Health,  Education,  and 
Welfare.  The  Secretary  would  consult  with  appropriate  State  agen- 
cies and  recognized  national  accrediting  bodies  in  formulating  the 
conditions  of  participation  for  providers  of  service.  Provision  would 
be  made  for  the  establishment  of  an  Advisory  Council  which  would 
advise  the  Secretary  on  policy  matters  in  connection  with  administra- 
tion. In  order  to  be  eligible  to  participate  in  the  program,  providers 
of  service  would  have  to  meet  specified  conditions  to  assure  the  health 
and  safety  of  the  beneficiaries.  State  agencies  could  be  used  in  ascer- 
taining whether  providers  met  these  qualifications  and  in  providing 
consultative  services  to  them.  If  it  desired,  a  State  could  recommend 
that  more  strict  conditions  be  applied  with  respect  to  providers  of  serv- 
ice within  the  State  than  elsewhere. 

The  program  would  be  financed  by  an  increase  in  the  social  security 
contribution  rates  of  14  of  one  percent  on  employers  and  14  of  one 
percent  on  employees  and  of  %  of  one  percent  for  the  self-employed, 
and  by  the  net  increase  in  income  to  the  system  from  raising  the  an- 
nual taxable  earnings  base  from  $4,800  to  $5,000.  (According  to  testi- 
mony by  the  Secretary  of  HEW  in  July  1961  before  the  House 
Committee  on  Ways  and  Means  the  increase  should  be  to  $5,200  in  or- 
der to  meet  in  full  the  estimated  costs  of  the  proposal.)  Raising  the 
earnings  base  would  in  addition  improve  the  benefit  structure  of  the 
system. 

Hearings  were  held  by  the  Committee  on  Ways  and  Means  during 
July  and  August,  1961  on  H.R.  4222. 

Several  proposals  from  earlier  Congresses  were  resubmitted.  The 
following  bills,  identical  to  the  Forand  Bill  (H.R.  4700  in  the  86th 
Congress)  were  introduced : 

BUI  No. —  Sponsor 

H.R.  94  Holland. 

H.R.  676   Gilbert. 

H.R.  1765   Dulski. 

H.R.  4168  St.  Germain. 

H.R.  2762,  introduced  by  Representative  Gilbert,  provides  for  the 
same  benefits  as  did  the  Forand  Bill,  but  extends  the  scope  of  those 
eligible  for  benefits  to  encompass  all  persons  eligible  for  old-age,  sur- 
vivors, and  disability  insurance  benefits,  including  persons  eligible 
for  disability  insurance  benefits. 

The  McNamara  Bill  from  the  86th  Congress  was  reintroduced  with 
minor  changes  in  both  the  Senate  and  the  House  of  Representatives, 
as  follows : 

Bill  No.—  Sponsor 

S.  65  McNamara. 

H.R.  2407  Dingell. 

H.R.  2518  Rabaut. 

Representative  Roberts  reintroduced,  as  H.R.  2443,  a  proposal  for 
hospitalization  benefits  for  all  persons  eligible  for  old-age,  survivors 
and  disability  insurance  benefits  identical  to  H.R.  412  which  he  had 
introduced  during  the  86th  Congress.  The  bill  proposed  during  the 
86th  Congress  by  the  then-Senator  Kennedy  (S.  2915)  was  reintro- 
duced as  H.R.  195  by  Representative  Ashley. 
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Representatives  Kowalski  and  Halpern  introduced  bills  (H.R.  3448 
and  H.R.  4111  respectively)  which  would  extend  hospitalization, 
skilled  nursing  home,  and  surgical  benefits  identical  with  those  in  the 
Forand  bill  (H.R.  4700,  86th  Congress)  to  aged  persons.  In  addition, 
under  H.R.  4111  diagnostic  outpatient  services  would  be  provided. 
In  essence,  these  bills  would  provide  for  extending  health  insurance 
benefits  to  all  persons  entitled  to  old-age,  survivors  and  disability  in- 
surance benefits  and  to  all  persons  who  would  be  entitled  if  their  earn- 
ings prior  to  January  1,  19G2  from  railroad  or  Federal  civil  service 
employment  were  counted  as  covered  earnings,  and  automatically,  to 
all  persons  attaining  retirement  age  (65  for  men,  62  for  women  when 
bills  were  introduced),  before  January  1,  1964.  For  health  insurance 
benefits  under  the  old-age,  survivors  and  disability  insurance  program 
for  future  beneficiaries,  there  would  be  a  new  test  for  insured  status, 
with  a  person  insured  if  he  had  one  quarter  of  coverage  for  each  two 
of  the  quarters  elapsing  after  December  31,  1961,  or  if  later,  the  year 
in  which  he  became  21  and  the  year  in  which  he  reached  retirement 
age  (or  died,  if  earlier),  and  six  quarters  of  coverage.  Earnings  from 
employment  by  the  railroads  or  as  a  Federal  civilian  employee  would 
be  counted  in  determining  quarters  of  coverage.  Special  provisions 
are  included  for  States  to  enter  agreements  to  extend  benefits  to  their 
employees.  The  program  would  be  financed  by  an  increase  in  the  pay- 
roll tax  of  14  percent  each  on  employers  and  employees  (%  percent 
for  self-employed)  and  an  increase  in  the  earnings  base  to  $6,000  and 
making  such  increase  applicable  to  Federal  civilian  and  railroad  em- 
ployment. Self-employed  persons  not  presently  covered  by  the  old- 
age,  survivors  and  disability  insurance  system  might  elect  to  become 
eligible  for  health  insurance  benefits  by  an  irrevocable  decision  to  pay 
the  taxes  associated  with  the  health  insurance  benefit. 

B.  FEDERAL  GRANTS  FOR  STATE  PROGRAMS  OF  HEALTH  INSURANCE  FOR  THE 

AGED 

During  the  86th  and  87th  Congresses,  several  proposals  were  ad- 
vanced for  programs  of  Federal  grants  to  the  States  to  help  finance 
health  insurance  programs  for  aged  persons.  The  proposals  all  pro- 
vided that  coverage  for  eligible  aged  individuals  under  the  program 
depended  upon  their  electing  such  coverage,  and  established  or  au- 
thorized enrollment  fees  to  be  paid  by  the  individual.  They  all  also 
provided  for  State  administration,  either  directly  or  through  contracts 
with  insurance  carriers. 

1.  The  J avits  Proposal 1 

This  proposal  would  authorize  Federal  grants  to  participating 
States  which  extend  health  insurance  to  persons  aged  65  or  over  and 
their  spouses,  either  through  an  insurance  carrier  set  up  by  the  State 
for  the  purpose  or  by  private  commercial,  prepayment  or  nonprofit 
insurance  carriers  under  contract  with  the  State.  A  choice  between 
service  and  indemnity  benefits  must  be  offered.    Physicians'  home  and 

1  This  discussion  relates  to  Amendment  6-27-60-H  to  H.R.  12580,  rather  than 
the  earlier  S.  3350.  These  differ  in  that  the  earlier  bill  established  no  minimum 
benefit  and  contained  an  individual  contribution  schedule  ranging  from  nothing 
for  persons  with  incomes  under  $500  in  the  preceding  year  to  $13  a  month  (or 
the  cost  of  the  policy,  if  less)  for  those  with  incomes  of  $3,600  or  over. 
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office  visits  and  other  ambulatory  treatment  must  constitute  one  third 
of  the  premium  cost.  The  substitution  of  skilled  nursing  home  care 
for  care  of  equal  cost  in  hospitals  must  be  permitted.  As  a  minimum, 
the  health  insurance  shall  insure  against  the  cost  of  21  days  a  year  of 
hospital  care  or  equivalent  nursing  home  care,  physicians'  services 
up  to  12  home  or  office  visits  per  year,  the  first  $100  of  ambulatory, 
diagnostic,  laboratory  and  X-ray  services  a  year,  and  visiting  nurse 
services  for  not  less  than  24  visits  a  year. 

The  program  would  be  financed  by  individual  contributions,  State 
moneys,  and  Federal  appropriations  from  general  revenue.  Indi- 
vidual contribution  schedules  were  to  be  established  by  each  State, 
with  contributions  based  upon  the  income  of  the  subscriber  and  with 
a  maximum  of  the  total  premium  cost  if  this  were  less  than  $13  a 
month.  The  Federal  portion  of  the  Federal-State  share  of  the  pro- 
gram would  range  between  33%  and  75  percent  of  the  premium  cost 
up  to  $13  a  month  per  capita  less  the  individual  contributions. 

Bills  embodying  this  approach  were : 

Bill  No. —  Sponsors 

S.  3350  Javits,  Cooper,  Case  of  New  Jersey,  Scott, 

Fong,  Aiken,  Keating,  and  Prouty. 

Amendment  6-27-60-H  to H.R.  12580_  Javits,  Cooper,  Scott,  Fong,  Aiken,  Keat- 
ing, and  Prouty. 

H.R.  11661 1  Weiss. 

H.R.  11677  1  Lindsay. 

H.R.  11683 1  Pirnie. 

H.R.  11685  1  Riehlman. 

H.R.  117021  Dwyer. 

H.R.  11820  1  Glenn. 

H.R.  13020 2  Lindsay. 

1  Identical  to  S.  3350. 

5  Identical  to  Amendment  6-27-60-H  to  H.R.  12580. 


2.  The  1960  Administration  Proposal 

As  embodied  in  S.  3784,  introduced  by  Senator  Saltonstall,  the 
proposal  would  authorize  Federal  grants  to  the  States  to  assist  them 
in  establishing  health  insurance  programs  for  persons  electing  to 
participate  who  were  aged  65  and  over  and  who  did  not  pay  an  income 
tax  in  the  preceding  year  or  whose  adjusted  gross  income,  plus  old-age 
and  survivors  insurance  benefits  and  railroad  retirement  and  veterans 
pensions,  in  the  preceding  year  did  not  exceed  $2,500  ($3,800  for  a 
couple). 

Benefits  would  be  provided  in  any  year  after  an  eligible  person  had 
incurred  medical  expenses  of  $250  ($400  for  a  couple) .  The  insurance 
program  would  then  pay  80  percent  (100  percent  for  old  age  assistance 
recipients)  of  the  cost  of  hospital  care  up  to  180  days,  skilled  nursing 
home  care,  organized  home-care  services,  surgical  procedures,  labora- 
tory and  X-ray  services  (up  to  $200),  physicians'  services,  dental 
services,  prescribed  drugs  (up  to  $350),  private  duty  nurses,  and 
physical  restoration  services.  For  old  age  assistance  recipients,  the 
initial  $250  would  be  paid  by  the  public  assistance  program. 

An  eligible  person  so  electing  could  receive  50  percent  up  to  a  maxi- 
mum of  $60  a  year  of  a  private  major  medical  insurance  policy  in  place 
of  the  benefits  under  the  government  program. 

The  program  would  be  financed  by  individual  enrollment  fees,  and 
Federal  and  State  funds.   Persons  participating  in  the  government 
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benefits  (except  old  age  assistance  recipients,  would  pay  a  $24  annual 
enrollment  fee.  The  Federal  share  of  government  costs  would  be  50 
percent  on  the  average,  ranging  from  33%  to  66%  percent  depending 
upon  the  relative  per  capita  income  of  the  State. 

3.  The  J avits-Saltonstall  Amendment 

Amendment  8-20-60-A  to  H.R.  12580,  sponsored  by  Senators 
Javits,  Cooper,  Scott,  Aiken,  Fong,  Keating,  Kuchel,  Prouty  and 
Saltonstall,  blended  the  earlier  Javits  proposal  with  the  Administra- 
tion proposal.  Under  this  program,  the  Federal  Government  would 
provide  grants  to  the  States  to  help  pay  for  health  services  for  all 
persons  aged  65  and  over  who  did  not  pay  an  income  tax  or  whose 
income,  including  old-age  and  survivors  insurance  benefits,  railroad 
retirement  and  veterans  pensions  did  not  exceed  $3,000  ($4,500  for 
couples)  in  the  preceding  year  and  who  elected  to  participate. 

The  States  were  required  to  offer  each  participant  a  choice  of  1) 
a  diagnostic  and  short-term  illness  plan  providing  as  a  minimum,  21 
days  of  hospitalization  or  equivalent  skilled  nursing  home  services,  12 
physicians'  visits  in  home  or  office,  diagnostic  laboratory  and  X-ray 
services  up  to  $100,  and  organized  home  health  care  services  for  up  to 
24  days;  or  2)  a  long-term  illness  benefit  plan  providing  as  a  minimum 
after  a  deductible  of  $250,  80  percent  of  the  costs  of  120  days  of  hos- 
pital care,  up  to  a  year  of  skilled  nursing  home  and  home  health 
services,  and  inpatient  surgical  services;  or  3)  an  optional  private 
insurance  benefit  plan  providing  50  percent  of  the  cost  of  a  private 
insurance  policy  up  to  a  maximum  of  $60  a  year.  In  addition,  the 
Federal  Government  would  share  in  the  cost  of  improved  programs 
of  the  first  two  types  up  to  a  maximum  per  capita  cost  of  $128  a  year. 

To  be  eligible  for  benefits  of  the  first  two  types,  the  individual 
was  required  to  pay  the  fee  established  by  the  State  in  a  schedule 
related  to  participants'  income.  This  fee  may  not  be  less  than  10 
percent  of  the  estimated  full  per  capita  cost  of  the  benefits  provided 
under  the  program.  The  Federal  share  of  the  government  costs  of 
the  program  would  range  from  33  1/3  to  66  2/3  percent,  depending 
upon  the  relative  per  capita  income  in  the  State. 

During  the  87th  Congress,  1st  Session  the  Javits- Saltonstall 
Amendment  was  reintroduced  by  Senator  Javits  and  by  two  Repre- 
sentatives.  The  bills  embodying  the  proposal  are  as  follows : 

Bill  No. —  Bpotuors 

S.  937  Javits,  Cooper,  Scott,  Aiken,  Fong,  Cotton, 

Keating,  Prouty,  Saltonstall,  and  Kuchel. 
Amendment  6-22-61-B  to  H.R.  6027_  Javits,  Cooper,  Scott,  Aiken,  Fong,  Cotton, 

Keating,  Prouty,  Saltonstall,  and  Kuchel. 

H.R.  4731  Curtis  of  Massachusetts. 

H.R.  4766   Stafford. 

4-.  The  Gubser  Proposal 

In  H.R.  12272,  Representative  Gubser  proposed  a  system  of  Federal 
grants  to  the  States  to  provide  for  voluntary  health  insurance  for 
persons  aged  65  and  over  who  pay  a  $5  enrollment  fee  and  whose  net 
taxable  income  in  the  preceding  year  did  not  exceed  $4,900  ($6,200 
for  couple).2   The  States  must  contract,  subject  to  the  approval  of 


1  H.R.  12670  is  a  reintroduction  of  H.R  12272  correcting  technical  errors  and 
making  some  minor  substantive  changes. 
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the  Secretary  of  Health,  Education  and  Welfare.,  with  private  insur- 
ance companies  for  service  benefit  plans,  indemnity  benefit  plans,  em- 
ployee organization  plans,  group  practice  prepayment  plans  and  indi- 
vidual practice  prepayment  plans.  The  Federal  grant  to  the  States 
operating  the  program  would  be  a  specified  amount  per  participating 
individual,  the  amount  based  upon  the  individual's  income  and  rang- 
ing from  $5  a  month  for  persons  with  net  taxable  incomes  of  $2500  or 
below  the  previous  year  ($3800  for  couples)  to  $3  a  month  for  persons 
with  net  taxable  incomes  between  $3,700  and  $4,900  the  previous  tax- 
able year  ($5,100  to  $6,400  for  couples) . 

Representative  Gubser  has  reintroduced  his  bill  as  HR.  6181  in  the 
87th  Congress. 

C.  OTHER  FEDERALLY  OPERATED  HEALTH  INSURANCE 

Various  proposals  have  been  made  over  the  years  for  national 
health  insurance  operated  by  the  Federal  Government.  These  include 
a  proposal  for  voluntary  insurance,  one  which  combines  compulsory 
coverage  for  workers  with  low  earnings  with  voluntary  coverage  for 
others,  and  a  proposal  for  compulsory  hospital  insurance  for  persons 
covered  by  old-age,  survivors,  and  disability  insurance. 

1.  National  Voluntary  Health  Insurance 

As  proposed  by  Senator  Hunt  in  1950  in  S.  2940  (81st  Cong.,  2d 
sess.),  any  individual  who,  with  his  dependents,  had  an  annual  income 
of  $5,000  per  year  or  less,  who  applied  for  the  insurance,  and  who 

Said  the  prescribed  premiums  would  be  covered  along  with  his 
ependents. 

The  benefits  contemplated  included  medical,  surgical,  and  dental 
services  regardless  of  location;  home  nursing  care;  hospital  care  and 
related  services  for  up  to  60  days  per  person  per  year ;  such  auxiliary 
services  as  laboratory  tests,  X-ray,  diagnosis  or  treatment,  optom- 
etrists' services,  appliances,  unusually  expensive  drugs,  and  so  forth. 

The  program  would  be  administered  by  a  National  Health  Insur- 
ance Board  with  the  Surgeon  General  as  chairman  and  four  addi- 
tional appointive  members,  within  a  proposed  Cabinet-level  Depart- 
ment of  Health. 

Insured  persons  would  be  free  to  select  and  change  physicians, 
dentists,  hospitals,  and  so  forth. 

It  was  proposed  that  a  Personal  Health  Insurance  Account  be 
created  in  the  U.S.  Treasury.  All  premiums,  as  set  by  the  National 
Health  Insurance  Board,  would  be  paid  into  this  account.  Reserves 
in  the  account  could  be  invested  in  the  same  manner  as  those  of  the 
Federal  old-age  and  survivors  trust  fund.  Congress  was  authorized 
to  appropriate  additional  money  to  the  account  when  needed  to  carry 
out  the  program.  No  participation  by  State  or  local  governments  or 
private  organizations  is  indicated  in  this  proposal. 

Payments  to  the  providers  of  medical  care  benefits  were  to  be  made 
directly  from  the  personal  health  insurance  account  under  regula- 
tions promulgated  by  the  National  Health  Insurance  Board. 
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2.  National  Health  Insurance  Combining  Compulsory  and  Voluntary 

Coverage 

In  1938  Congressman  Treadway  introduced  this  proposal  in  H.R. 
9847  (75th  Cong.,  2d  sess.) .  Compulsory  coverage  was  proposed  for 
almost  all  employees  (including  dependents)  earning  $1,800  per  year 
or  less  (agricultural  employees  excepted),  with  voluntary  coverage 
for  all  other  persons. 

The  proposed  benefits  included  almost  all  physicians'  services ;  hos- 
pital services  up  to  10  consecutive  weeks  per  illness  per  person ;  "neces- 
sary" drugs  and  laboratory  and  diagnostic  services.  Services  for  diag- 
nosis and  treatment  of  any  disability  or  disease  for  which  public  care 
was  available  "free"  or  "at  nominal  charges"  or  for  which  some  agency 
or  other  person  was  required  to  pay  would  not  be  included. 

Each  employee  covered  compulsorily  would  contribute  2  percent  of 
his  remuneration,  but  not  less  than  35  cents  per  week  nor  more  than 
70  cents  per  week  or  $36  per  year.  His  employer  would  contribute  1 
percent  of  such  employee's  remuneration,  but  not  less  than  20  cents 
per  week  nor  more  than  35  cents  per  week  or  $18  per  year. 

All  voluntarily  covered  persons  would  make  sufficient  contributions, 
as  determined  by  Federal  authorities,  to  pay  benefit  and  administra- 
tive costs  for  such  persons. 

Moneys  would  become  part  of  a  "health  insurance  fund"  operated 
by  a  "Health  Insurance  Commission"  set  up  as  a  public  corporation  to 
administer  the  plan. 

The  Commission  could  pay  physicians  on  a  salary,  a  capitation,  or  a 
fee-for-service  basis,  except  that,  if  fees  were  paid,  maximum  amounts, 
based  on  the  number  of  patients,  would  be  set  and  fees  prorated  ac- 
cordingly. 

Workers  in  any  industry  having  a  private  medical  services  insur- 
ance plan  would  be  excepted  from  compulsory  coverage  if  the  private 
benefits  were  at  least  equal  to  those  under  the  public  plan. 

3.  Compulsory  Hospitalization  Insurance  for  Persons  Covered  by 

The  Eliot  and  Green  bills  (1942-45)  included  provisions  for  a  fed- 
erally operated  program  of  hospitalization  insurance  through  an  ex- 
pansion of  the  coverage  and  benefits  of  the  old-age,  survivors,  and  dis- 
ability insurance  system. 

Almost  all  employed  and  self-employed  persons  would  have  been 
covered  by  OASDI,  and  they  and  their  dependents  insured  for  up  to 
30  days  of  hospital  care.  (Government  employees  could  be  covered 
by  special  arrangements.) 

The  hospital  insurance  would  be  financed  through  payroll  taxes, 
applying  to  the  same  portion  of  earnings  taxed  for  purposes  of  cash 
benefits. 

Administration  was  to  be  entirely  through  the  Social  Security 
Board.  The  Board  would  pay  hospitals  directly  for  the  costs  of  hos- 
pital care  or  might  accept  and  pay  claims  from  insured  individuals 
who  have  received  care.  Participating  hospitals  would  be  approved 
by  the  Board  with  respect  to  care  offered. 

The  proposal  was  introduced  by  Congressman  Eliot  in  1942  (H.R. 
75^4)  and  by  Senator  Green  in  1943  (S.  281)  and  1945  (S.  1188). 
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D.  NATIONAL  COMPULSORY  INSURANCE  WITH  STATE  OPERATIONS 

A  series  of  proposals  for  a  national  compulsory  system  of  health 
benefits  was  introduced  by  Senators  Wagner  and  Murray  and  Con- 
gressman Dingell  during  the  period  1943-61.  These  proposals  pro- 
vided for  the  setting  up  of  a  separate  account  in  the  U.S.  Treasury 
and  for  payments  to  this  account  computed  as  a  percent  of  the  taxable 
earnings  of  insured  persons. 

The  compulsory  coverage  of  the  proposals  included  almost  all  em- 
ployees and  self-employed  in  private  pursuits,  Federal  civilian  em- 
ployees and  annuitants,  and  persons  entitled  to  OASDI  benefits,  and 
their  dependents.  Groups  not  compulsorily  covered,  such  as  recipients 
of  public  assistance,  the  unemployed,  and  certain  persons  in  temporary 
employment  (and  their  dependents)  could  be  insured  for  any  periods 
for  which  payments  were  made  by  or  for  them  or  for  which  guarantees 
of  payment  were  made  by  any  local,  State,  or  Federal  agency. 

The  benefits  proposed  included  almost  all  physicians',  dental,  and 
home  nursing  services ;  hospital  services  for  periods  up  to  60  days  per 
beneficiary  per  year ;  prescribed  auxiliary  services  and  appliances  and 
usually  expensive  drugs.  All  benefits  except  general  practitioner 
and  dental  services  would  be  available  only  by  referral  or  prescription. 

Since  the  Wagner-Murray-Dingell  proposal  was  introduced  as  a 
health  rather  than  a  tax  measure,  the  exact  methods  of  raising  Federal 
revenues  to  finance  the  benefits  were  not  specified  in  the  bill  itself. 
However,  the  bill  was  so  drafted  as  to  make  it  clear  that  revenues 
would  come,  in  the  main,  from  payroll  taxes. 

The  proposals  contemplated  administration  by  the  States  as  agents. 
Any  State  could  assume  responsibility  for  administering  the  specified 
benefits  within  its  boundaries  by  submitting  to  the  National  Insurance 
Board  a  plan  which  complied  with  listed  provisions  in  the  bill.  The 
National  Insurance  Board  could  itself  administer  the  program  in 
States  without  approved  plans. 

Federal  authorities  would  divide  funds  among  the  States  on  the 
basis  of  population,  availability  of  health  resources,  and  differing 
costs  of  services  in  various  areas.  State  administrative  agencies  would 
contract  with  providers  of  care  and  fix  rates  of  payments  for  services ; 
State  agencies  would  pay  providers'  bills  or  might  utilize  local  health 
region  officials  or  nonprofit  voluntary  prepayment  plans  as  agents  for 
making  such  payments.  Physicians  would  select  the  manner  m  which 
they  would  be  reimbursed,  whether  by  fee-for-service,  capitation,  or 
salary. 
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This  proposal  was  included  in  the  following  bills: 


Year 


Congress 


Session 


Bill  Number 


Sponsors 


1943. 
1943. 
1945. 
1945 
1945 
1945 
1947 

1947 
1917 
1949 

1949 
1949 
1949 

1949 
1949 
1950 
1951 
1951 
1953 
1955 
1957 
1957 
1959 
1959 
1961 


78th. 
78th. 
79tb 
79th 
79th 
79th 
80th 

80th 
80th 
81st. 

81st. 
81st. 
81st. 

81st. 
81st. 
81st. 
82d. 
82d. 
83d. 
84th 
85th 
85th 
86th 
86th 
87th 


1st 
1st 
1st 
1st 
1st 
1st 
1st 

1st 
1st 
1st 

1st 
1st 
1st 

1st 
1st 
2d. 
1st 
1st 
1st 
1st 
1st 
1st 

1st 
1st 
1st 


S.  1161 
H.R.  2861 ' 
H.R.  395... 

S.  1050  

S.  1606  

H.R.  4730. 
S.  1320  

H.R.  3548. 
H.R.  3579. 
S.  5  

H.R.  345.. 
H.R.  783.. 
S.  1679  

H.R.  4312. 
H.R.  4313. 
H.R.  6766. 
H.R.  27... 
H.R.  54... 
H.R.  1817. 
H.R.  95... 

S.  844  

H.R.  3764. 
H.R.  4498. 

S.  1056  

H.R.  4413. 


Wagner  and  Murray. 

Dingell. 

Dingell. 

Wagner  and  Murray. 
Wagner  and  Murray. 
Dingell. 

Wagner,  Murray,  Pepper,  Chavez, 

Taylor,  and  McGrath. 
Dingell. 
CeUer. 

Wagner,  Murray,  Pepper,  Chavez, 

Taylor,  and  McGrath. 
Celler. 
Dingell. 

Wagner,  Murray,  Pepper,  Chavez, 
Taylor,  McGrath,  Thomas,  and 
Humphrey. 

Biemiller. 

Dingell. 

Bosone. 

Celler. 

Dingell. 

Dingell. 

Dingell. 

Murray. 

Dingell. 

Dingell. 

Murray. 

Dingell. 


1  These  1943  bills  called  for  Federal  administration  rather  than  a  State  plan. 

There  were  hearings  on  S.  1606  in  April-July  1946;  on  S.  1320  in 
May-July  1947  and  January,  February,  May,  and  June,  1948 ;  on  S. 
1679  in  May  and  June  1949 ;  and  on  H.R.  4312  and  H.R.  4313  in  July 
1949. 

E.  OTHER   FEDERAL   GRANTS    FOR    STATE   HEALTH  PROGRAMS 

These  earlier  proposals  for  Federal  grants  to  State-operated  medical 
care  programs  lay  out  only  broad  outlines  of  the  type  of  program 
envisaged,  leaving  to  the  States  the  specific  provisions. 


1.  The  Wagner  Proposal  of  1939 

The  coverage  of  the  Wagner  proposal  of  1939  was  in  terms  of  all 
persons  included  in  benefits  of  those  State  plans  approved  by  the 
Social  Security  Board  "for  extending  and  improving  medical  care" ; 
persons  living  in  rural  areas  and  those  in  greatest  need  were  specifi- 
cally mentioned.  Similarly,  the  benefits  contemplated  were  to  be 
determined  by  the  States  in  plans  approved  by  the  Social  Security 
Board  and  could  include  "all  services  and  supplies  necessary  for  the 
prevention,  diagnosis,  and  treatment  of  illness  and  disability." 

State  funds  were  to  be  provided  according  to  a  variable  matching 
formula,  but  no  Federal  matching  was  allowed  for  so  much  of  the 
State  expenditure  as  was  in  excess  of  $20  a  year  per  individual  eligible 
for  medical  care. 

The  method  of  paying  the  providers  of  services  was  left  to  the  State. 

This  proposal  was  included  in  S.  1620  (76th  Cong.,  1st  sess.)  intro- 
duced by  Senator  Wagner  in  1939.  There  were  hearings  on  this  bill 
in  the  period  April  to  July  1939. 
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2.  The  Capper  Bills  (1989-41) 

The  Capper  bills  were  designed  to  foster  State  programs  of  medical 
care  for  lower  income  workers  with  coverage,  for  most  of  them,  on  a 
compulsory  basis.  The  population  groups  to  be  covered  were  to  be 
determined  by  the  State,  with  workers'  contributions  related  to  their 
income  and  with  Federal  financial  participation  limited  to  persons 
with  lower  earnings. 

Minimum  benefits  to  be  provided  in  approved  State  plans  were 
specified.  Details  differed  in  various  versions  of  the  proposal  but, 
in  general  these  included  general  practitioners'  services  in  the  home, 
office,  and  hospital,  most  dental  services,  home  nursing  care,  maternity 
care,  and  if  prescribed,  hospital  and  specialists'  and  laboratory  serv- 
ices and  care. 

Contributions  would  be  made  to  a  health  insurance  fund  in  each 
State  by  the  Federal  and  State  Governments,  by  compulsorily  covered 
workers  and  their  employers  and  by  other  workers  requesting  volun- 
tary coverage.  While  details  differed,  each  of  the  bills  introduced 
by  Senator  Capper  (S.  658  in  1939;  S.  3660  in  1940;  and  S.  429  in 
1941)  provided  that  the  amounts  of  workers'  contributions  would  vary 
directly  with  their  incomes,  with  compensating  increases  for  the  lowest 
income  workers  from  either  employer  or  State-Federal  contributions. 

The  method  of  paying  the  providers  of  care  would  be  determined  by 
the  States  or  by  local  areas  within  the  States. 

3.  The  Taft  Bills  (1946-49) 

Another  proposal  in  which  Federal  grants  would  be  used  for 
State-operated  programs  was  embodied  in  the  Taft  bills  of  1946-49. 
In  these  proposals  it  was  recognized  that  the  State-operated  programs 
might  utilize  voluntary  health  insurance  in  the  provision  of  service. 

The  Taft  proposals  would  have  covered  all  those  families  and  in- 
dividuals in  the  State  unable  to  pay  the  whole  cost  of  needed  medical 
and  dental  services. 

Federal  grants  would  be  made  to  each  State,  on  the  basis  of  State 
population,  to  carry  out  surveys  of  existing  medical,  hospital,  and 
dental  services  and  to  formulate  "in  detail"  a  5-year  plan  for  extend- 
ing such  services  to  persons  unable  to  pay.  The  Federal  share  was 
to  be  matched  by  each  State. 

Federal  matching  grants  for  carrying  out  approved  State  plans 
would  be  made  on  a  variable  matching  basis,  varying  between  331/^ 
and  75  percent  inversely  with  each  State's  per  capita  income. 

Total  contributions  from  the  State  and  from  local  governments 
could  not  be  less  than  their  expenditures  for  medical  services  to  the 
covered  groups  prior  to  initiating  the  program  and  not  less  than 
the  difference  between  the  Federal  grant  and  the  cost  of  the  approved 
State  plan.  Contributions  from  private  institutions  were  allowed. 

Collection  of  part  of  the  costs  of  services  from  those  patients  or 
their  families  able  to  pay  part  of  such  costs  could  be  provided  for  in 
the  State  plan. 

Each  State  might  choose  any  one  (or  a  combination)  of  several 
ways  to  provide  and  to  pay  for  services  to  eligible  recipients.  Use  of 
nonprofit  prepayment  plans  as  insurers  or  agents  and  the  reimburse- 
ment of  local  governments  and  private,  nonprofit  organizations  for 
services  rendered  to  eligible  recipients  were  mentioned. 
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This  proposal  was  embodied  in  the  following  bills : 


Year 

Congress 

Session 

Bill 
number 

Sponsors 

1946  

1947   

79th  

80th  

2d  -  

1st..  

S.  2143  

S.  545 

Taft,  Smith  of  New  Jersey,  and  Ball. 

Taft,  Smith  of  New  Jersey,  Ball,  and  Donnell. 

Taft,  Smith  of  New  Jersey,  and  Donnell. 

1949  

81st  

1st  

S.  1581  

There  were  hearings  on  S.  545  in  May,  June,  and  July  1947  and 
January,  February,  May,  and  June  1948.  Hearings  on  S.  1581  were 
held  in  May  and  June  1949. 

£  The  Lodge  Bills  (1040-49) 

This  proposal  restricted  the  subsidization  to  certain  high-cost  drugs 
and  medical  services  and  would  not  have  covered  hospitalization  costs. 

The  population  group  affected  was  described  in  terms  of  "such  per- 
sons as  may  require  'X-ray  services,  laboratory  diagnostic  services, 
respirators,  and  the  drugs  useful  in  treating  or  preventing  the  listed 
diseases'  and  such  other  infectious  or  chronic  diseases  as  the  Surgeon 
General  may  from  time  to  time  prescribe." 

Federal  grants  to  each  State  would  constitute  one-half  of  all  funds 
spent  under  the  State's  plan.  Conditions  under  which  recipients 
would  pay  for  part  of  these  services,  while  not  mentioned  in  the  pro- 
posal, could  presumably  be  specified  in  State  plans  and  could  include 
use  of  voluntary  health  insurance  plans. 

Senator  Lodge  introduced  the  proposal  in  1940  (S.  3630),  1947  (S. 
678),  and  1949  (S.  1106).  There  were  hearings  on  S.  678  in  April 
1948  and  on  S.  1106  in  May  and  June  1949. 

F.  FEDERAL  SUBSIDIES  TO  PRIVATE  CARRIERS 

In  recognition  of  the  problem  to  low-income  groups,  including  the 
aged,  of  financing  their  own  voluntary  health  insurance  premiums, 
there  have  been  a  variety  of  proposals  whose  aim  is  to  provide  a  form 
of  Federal  subsidy  for  either  part  of  their  premiums  or  the  excessn~e 
cost  of  the  care  they  will  require,  or  both. 

The  purpose  of  these  proposals  is  to  make  possible  the  inclusion 
under  voluntary  health  insurance  of  groups  inadequately  represented 
in  the  existing  enrollment  without  excessive  financial  burdens  on  those 
with  low  incomes  and  without  either  a  differential  premium  on  high 
cost  risks  or  higher  premium  rates  for  the  entire  enrollment. 

1.  Flanders-Ives  Proposal 

This  proposal,  incorporated  in  a  series  of  bills  introduced  during 
the  period  1949-55,  would  have  built  on  existing  nonprofit  plans  sub- 
sidizing them  from  Federal  funds  indirectly  through  State  plans. 

Among  its  more  important  features  were  (1)  scaling  of  premiums 
to  income;  (2)  encouragement  of  expansion  of  coverage  and  improve- 
ment in  the  scope  of  benefits  by  subsidizing  premiums  of  low-income 
families  and  losses  incurred  from  above  average  risks;  (3)  recogni- 
tion of  the  fact  that  existing  prepayment  plans  vary  widely  in  the 
scope  of  the  benefits  they  provide — the  program  was  designed  to  be 
adaptable  to  the  existing  level  of  voluntary  health  insurance  bene- 
fits; (4)  costs  reflecting  local  scales  of  payment  to  hospitals  and  pro- 
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viders  of  services;  (5)  State  operation  and  control  of  the  program; 
(6)  development  of  health  service  areas. 

The  bill  did  not  attempt  to  secure  uniformity  of  prepaid  protection 
throughout  the  Nation,  or  even  within  a  given  State,  leaving  the 
scope  of  benefits  to  be  determined  locally  in  relation  to  those  locally 
available. 

Any  resident  of  a  State  having  an  approved  State  plan  would  be 
eligible  for  participation.  Eligible  persons  could  request  payroll  de- 
ductions for  premiums.  Premiums  could  be  paid  on  behalf  of  welfare 
clients. 

The  bill  spelled  out  a  rather  complete  list  of  personal  health  services 
which  might  be  provided  including  hospital  room  and  board,  services 
of  physicians,  dentists,  nurses,  and  other  auxiliary  personnel,  and  re- 
lated drugs,  appliances,  and  ambulance  service. 

The  regional  health  authority  was  to  determine  for  its  locality 
which  of  the  benefits  spelled  out  above  might  be  included  in  contracts 
with  prepayment  plans  in  their  local  area.  The  regional  health  au- 
thority and  each  local  prepayment  plan  would  then  enter  into  a  con- 
tract for  specific  benefits  selected  from  among  these.  The  premiums 
established  under  these  contracts  were  to  be  determined  by  the  rela- 
tionship of  the  benefits  afforded  to  a  so-called  cost  norm,  priced  to 
provide  fairly  complete  coverage  of  physicians'  services  and  30  days 
of  hospital  care  per  person  per  year. 

Financing  the  costs  of  the  benefits  agreed  on  would  involve  funds 
from  three  sources — subscriber  premiums  which  would  be  related 
to  family  income  as  well  as  benefits  insured;  State  and  local  subsi- 
dies to  bring  actual  premium  income  up  to  an  "allowed  cost";  and 
Federal  grants  to  the  States,  varying  according  to  the  State's  per 
capita  income,  to  share  one-third  to  three-fourths  of  the  subsidies  paid 
to  the  prepayment  plans. 

Under  the  Flanders-Ives  proposal,  the  local  prepayment  plan  could 
provide  either  service  benefits  or  cash  indemnification  of  the  claimant. 

The  following  bills  embodied  this  proposal: 


Year 


Congress 


Session 


Bill  number 


Sponsors 


1949. 
1949. 

1949 
1951 
1953 
1953 
1953 
1953 
1955. 
1955 


81st. 
81st. 

81st. 
82d. 
83d. 
83d. 
83d. 
83d. 
84th 
84th 


1st 
1st 

1st 
1st 
1st 
1st 
1st 
1st 
1st 
1st 


S.  1970..  

H.R.  4918  through 
H.R.  4924. 

H.R.  5087  

H.R.  146.—  

S.  1153...  

H.R.  3582  

H.R.  3586  

H.R.  4128  

S.  434  

H.R.  481  


Flanders  and  Ives. 

Case  of  New  Jersey,  Fulton,  Hale,  Herter, 

Javits,  Morton,  and  Nixon. 
Auchineloss. 
Auchincloss. 
Flanders  and  Ives. 
Hale. 
Javits. 
Scott. 

Case  of  New  Jersey,  Flanders,  and  Ives. 
Scott. 


Hearings  held  in  June  1949  included  testimony  on  S.  1970  ;  hearings 
were  held  on  H.E.  4918  and  other  identical  bills  in  July  1949. 

2.  Hill- Aiken  Proposal 

These  bills  (1949-53)  were  intended  to  provide  voluntary  health  in- 
surance for  persons  unable  to  pay  part  or  all  of  the  usual  premium. 
Each  State  was  to  establish  a  State  agency  which  would  administer 
the  means  test.  It  would  collect  the  portion  of  the  premium  from  per- 
sons able  to  pay  part  of  the  cost,  and  pay  the  insurance  plan  the  entire 
premium  with  respect  to  all  such  insured  persons.  The  State  agency 
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would  reimburse  the  plan  for  payments  made  to  hospitals,  etc.,  for 
care  of  persons  certified  as  eligible  for  State  payment  (i.e.,  unable 
to  pay  any  of  the  cost) . 

The  plan  contemplated  service  benefits  covering  60  days  of  hospital 
care  per  year ;  surgical,  obstetrical  and  medical  services  in  the  hospital ; 
and  diagnostic  and  outpatient  services  in  hospitals  or  diagnostic  clinics. 

Of  the  public  outlays  for  low  income  groups  paying  none  of  their 
costs  or  only  part  of  their  premiums,  the  Federal  Government  would 
provide  from  one-third  to  three-fourths  (depending  on  the  State's 
financial  ability)  and  States  and  localities  would  share  equally  the 
remainder. 

It  was  specifically  provided  that  persons  eligible  for  State  payment 
were  to  be  issued  "membership  cards,"  indistinguishable  from  those 
of  regular  members. 

This  proposal  was  introduced  in  the  following  bills : 


Year 

Congress 

Session 

Bill  num- 
ber 

Sponsors 

1949  

1951-  

1953..  

81st  

82d  

83d  

1st  

1st  

1st  

S.  1456  

S.  2171  

S.  93  

Hill,  O'Connor,  Withers,  Aiken,  and  Morse. 
Hill  and  Aiken. 
Hill  and  Aiken. 

Hearings  were  held  on  S.  1456  in  May  and  June  1949. 

3.  The  Smathers  Proposal 

In  1960,  during  the  86th  Congress,  Senator  Smathers  introduced  a 
bill  (S.  3646)  which  would  provide  tax  credits  for  any  life  insurance 
company  to  the  extent  of  the  company's  net  losses  from  approved 
health  insurance  policies  issued  persons  aged  65  and  over.  Life  insur- 
ance companies  (as  defined  in  the  Internal  Revenue  Code),  including 
companies  issuing  noncancellable  or  guaranteed  renewable  health  in- 
surance policies  under  Section  802  of  the  Code,  would  be  eligible  to 
receive  the  credit  for  their  losses  on  policies  submitted  to  the  Secretary 
of  Health,  Education,  and  Welfare  and  approved  by  him.  To  be  ap- 
proved, the  contract  would  be  required  to  provide  insurance  against 
the  total  cost  of  not  less  than  60  days  of  hospital  care  a  year,  not  less 
than  120  days  of  nursing  home  care  per  year,  and  the  total  cost  of 
drugs  above  $50  a  year.  In  addition,  the  policy  premium  could  not  be 
greater  than  $72  a  year.  The  policy  also  could  not  impose  unreason- 
able standards  for  filing  and  proving  claims,  waiting  periods,  loss  of 
insurability,  or  any  limitation  unreasonably  restricting  the  right  to 
benefits. 

(In  addition,  the  bill  provided  for  increased  medical  care  income 
tax  deductions  for  aged  persons  and  altered  the  formula  for  Federal 
sharing  in  vendor  payments  for  medical  care  under  the  old-age  as- 
sistance program.) 

G.  REINSURANCE,  POOLING,  AND  REGULATION 

These  proposals  were  designed  to  encourage  the  growth  of  voluntary 
health  insurance  without  requiring  any  permanent  form  of  Federal 
subsidy  or  tax.  They  therefore  held  Federal  subsidization  to  a  mini- 
mum, involving  only  direct  Federal  expenditures  for  costs  of  admin- 
istration and  for  sums  needed  to  launch  the  proposed  reinsurance  cor- 
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poration.  They  were  intended  to  encourage  expansion  of  the  avail- 
ability of  voluntary  insurance  coverage  (1)  through  legislation  waiv- 
ing the  antitrust  laws  so  as  to  permit  insurance  carriers  to  pool  their 
resources  in  developing  policies  and  methods  for  extending  insurance 
to  substandard  health  risks,  (2)  through  Federal  participation  in  the 
reinsurance,  and  (3)  through  Federal  regulation  of  interstate  insur- 
ance. 

1.  Reinsurance  and  Pooling 

Existing  antitrust  laws  constitute  a  barrier  to  collective  efforts  of 
groups  of  private  insurance  carriers  who  might  wish  to  pool  their  ex- 
perience and  technical  know-how  and  their  financial  resources  in  the 
development  of  new  policies  to  cover  unusual  risks. 

A  bill  whose  purpose  was  "to  encourage  the  extension  and  im- 
provement of  voluntary  health  prepayment  plans  or  policies"  was 
introduced  in  the  2d  session  of  the  84th  Congress.  It  authorized  the 
Secretary  of  Health,  Education,  and  Welfare,  after  consultation  with 
the  Federal  Trade  Commission  and  approval  by  the  Attorney  Gen- 
eral, to  approve  voluntary  agreements  between  certain  private  insur- 
ance organizations  to  make  available  new  or  improved  types  of 
insurance  coverage.1 

While  the  population  groups  affected  were  not  spelled  out,  pro- 
ponents of  the  proposal  believed  carriers  might  be  more  willing  to 
experiment  with  coverage  of  substandard  risks  such  as  the  aged  or 
those  with  disabling  conditions  if  they  were  able  to  take  collective 
action  to  develop  such  policies.  Experiments  in  coverage  of  rural 
and  low  income  families  might  also  have  been  undertaken. 

Improvements  in  benefits  could  have  been  tried,  such  as  the  sale  of 
more  noncancellable  policies,  extension  of  existing  benefits,  major 
medical  expense  policies,  and  the  like. 

No  Federal  funds  were  involved  in  this  proposal.  The  insurance 
carriers  would  fix  their  own  premiums. 

The  following  congressional  bills  embodied  this  proposal : 


Year 

Congress 

Session 

Bill  number 

Sponsors 

1956    

84th  

2d—.  

H.R.  12153...- 
H.R.  12140.... 
S.  4172  

Priest. 

Thompson. 

Hill  and  Smith. 

Thompson 

Hill  and  Smith. 

Harris. 

Wolverton. 

1956    

84th  

2d   - 

1956   -  _ 

84th  _._ 

2d  —  

1957    

85th  

1st  - 

H.R.  489  

1957  

85th.   

1st  

S.  1750  

1957  

85th   

1st...  

H.R.  6506 

1957   

85th  

1st  

H.R.  6507 

2.  Federal  Reinsurance  Corporation 

These  proposals  contemplated  the  formation  of  a  federally  operated 
reinsurance  fund  to  which  the  Federal  Government  would  make  an 
initial  contribution  and  to  which  insurance  carriers  would  contribute 
a  small  percentage  of  their  premium  income.  The  fund  would  pro- 
vide partial  idemnification  to  the  companies  for  extraordinary  losses 
experienced  under  those  health  insurance  contracts  which  were 
reinsured. 


'Also  the  1957  proposal  applied  only  to  nonprofit  plans  and  to  the  smaller 
commercial  companies  (defined  as  companies  paying  out  less  than  1  percent  of 
all  health  insurance  benefits  or  having  less  than  0.5  percent  of  the  assets  of  all 
health  insurance  companies  and  plans  in  the  United  States). 
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As  first  roughly  outlined  in  a  proposal  made  by  Mr.  Harold  Stassen 
in  1950  the  reinsurance  fund  would  have  repaid  insurance  carriers  for 
a  portion  of  any  hospitalization  claims  exceeding  a  maximum  such  as 
$1,000  and  for  medical-surgical  bills  above  a  certain  maximum.  Bills 
actually  introduced  in  Congress  have  taken  three  forms. 

(a)  The  1950  Wolverton  reinsurcmce  proposal. — Congressman 
Wolverton's  proposal  embodied  the  Stassen  suggestions  with  some 
additional  features.  It  contemplated  a  Federal  Health  Reinsurance 
Corporation.  Nonprofit  organizations  could  reinsure  their  health 
service  contracts  with  this  corporation  for  a  premium  if  these  con- 
tracts met  some  specific  criteria  as  to  population  groups  covered  and 
benefits  offered.  Separate  funds  to  reinsure  hospitalization  and  medi- 
cal care  were  to  be  established.  The  reinsurance  could  be  invoked  and 
the  corporation  become  liable  for  66%  percent  of  each  claim  in  excess 
of  $1,000  for  any  12-month  period  for  any  one  individual. 

Subscription  charges  for  the  contracts  were  to  be  related  to  sub- 
scribers' incomes,  to  encourage  participation  of  low  income  families. 

The  benefits  contemplated  were  as  follows:  Six  months  of  hospital 
care  per  year  with  the  subscriber  himself  to  pay  5  percent  or  $1  a  day 
whichever  was  less  as  coinsurance;  95  percent  of  physicians'  charges 
in  hospitalized  cases;  12  visits  with  a  doctor  in  his  office  or  at  home 
with  the  subscriber  paying  out-of-pocket  25  percent.  The  scale  of 
charges  to  be  paid  by  the  insurer  was  to  be  fixed ;  the  doctors  were  to 
agree  not  to  make  an  additional  charge  of  more  than  the  25  percent 
the  subscriber  was  to  pay  directly.  The  plan  did  not  cover  the  first 
visit  to  the  doctor. 

The  sources  of  financing  the  reinsurance  corporation  proposed  were 
$50  million  from  Federal  general  revenues  divided  equally  into  the 
hospital  and  the  medical  care  funds,  and  2  percent  of  gross  premiums 
received  for  health  service  contracts. 

The  following  bills  embodied  this  proposal : 


Year 

Congress 

Session 

Bill  number 

Sponsors 

1950...  

81st  

2d   

H.R.  8746 

Wolverton. 
Wolverton. 
Wolverton. 
Wolverton. 

1954  

83d   

2d   

H.R.  6949 

1955   

84th   

1st  

H.R.  400  

1955  

84th   

1st  — 

H.R.  401_  

(b)  The  195 J+  administration  proposal. — The  administration's  pro- 
posal for  reinsurance  departed  from  the  earlier  concept  of  repaying 
insurance  carriers  a  portion  of  an  individual's  claims  and  dealt  with 
a  carrier's  average  losses  which  resulted  when  the  plan  paid  out  more 
than  it  received  in  premiums.  Both  nonprofit  and  commercial  insur- 
ance companies  could  participate. 

Encouragement  of  underwriting  major  medical  expense  was  antici- 
pated as  well  as  broadening  of  basic  benefits,  noncancelable  insur- 
ance, etc.  The  1954  proposal  would  have  established  a  reinsurance 
fund  which  would  pay  75  percent  of  a  plan's  losses  on  reinsured  con- 
tracts that  exceeded  the  premium  income  of  the  contracts  less  87.5 
percent  of  the  administrative  expenses  predetermined  for  the  contract. 
The  Federal  Government  would  lend  the  fund  $25  million  which  would 
eventually  be  refunded  from  reinsurance  premiums.  Premiums  of  un- 
specified size  (but  2  percent  of  reinsured  premium  income  was  dis- 
cussed) would  be  paid  by  the  carriers  to  the  fund. 
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The  1954  administration  proposal  was  introduced  in  the 
bills: 


Year 

Congress 

Session 

B1U 
number 

Sponsors 

1954  

83d  

2d  

H.R.  8356. 
S.  3114  

H.R.  2533. 

Wolverton. 

Ives,  Flanders,  Purtell,  Cooper,  Upton,  Ferguson, 

Bush,  and  Saltonstall. 
Wolverton. 

1954  

1955  

83d  

84th  

2d  

1st  

There  were  hearings  on  H.R.  8356  in  March,  April,  and  May  1954 
and  on  S.  3114  in  April  1954.  The  House  Committee  on  Interstate 
and  Foreign  Commerce  reported  out  H.R.  8356,  but  it  failed  to  carry 
and  was  referred  back  to  the  committee,  which  took  no  further  action. 

(c)  The  1955  administration  proposal. — A  revised  version  of  the 
reinsurance  proposal  of  the  83d  Congress  was  included  as  title  I  of 
an  omnibus  health  bill  introduced  in  1955.  The  reinsurance  fund  was 
divided  into  four  parts  and  each  separate  fund  was  to  receive  an 
initial  $25  million  in  Federal  money  to  launch  it.  The  four  funds 
dealt  with:  (1)  plans  for  low  and  average  income  families,  (2)  major 
medical  expense  contracts,  (3)  plans  specifically  designed  for  rural 
areas,  and  (4)  certain  other  plans. 

Other  features,  including  the  terms  of  the  reinsurance  premiums 
and  the  claims  formula,  were  the  same  as  in  the  earlier  administration 
proposal. 

A  type  of  contract  providing  a  wide  range  of  benefits  but  with 
coinsurance  features  was  included  for  low  income  families. 

Under  the  1955  proposal,  the  Federal  Government  would  contribute 
up  to  $100  million  which  would  eventually  be  paid  back.  Partici- 
pating insurance  companies  were  to  pay  the  fund  an  unspecified 
percentage  of  their  premium  income  as  reinsurance  premiums. 

The  following  bills  embodied  the  proposal : 


Year 

Congress 

Session 

Bill  number 

Title  or  part 
of  bill 

Sponsor 

1955   

84th  

1st.  

H.R.  3458... 
H.R.  3720... 
S.  886  

Title  I  

Priest. 
Wolverton. 
Smith  and  others. 
Hill  and  Smith. 
Harris. 
Wolverton. 

1955    

84th  

1st  

Title  I 

1955    

84th  

1st  

Title  I  

1957    

85th  

1st  

S.  1750  

1957   

85th  

1st  

H.R.  6506 

1957   

85th  

1st  

H.R.  6507 

3.  Federal  Regulation 

In  1956  and  1957  three  bills  were  introduced  in  the  House  of  Rep- 
resentatives whose  purpose  was  to  encourage  improvements  in  avail- 
able voluntary  health  insurance  policies,  and  thus  indirectly  to  pro- 
mote the  spread  of  such  protection.  The  method  proposed  was  to 
prohibit  the  issuance  of  health  insurance  policies  which  could  be 
canceled  after  a  stated  period  for  any  reason  other  than  nonpayment 
of  premiums.  The  prohibition  would  apply  to  insurers  engaged  in 
interstate  business. 

Through  applicable  both  to  group  and  individual  policies,  the  pro- 
hibition would  be  most  meaningful  in  relation  to  individually  pur- 
chased policies.    Such  policies  are  frequently  the  only  ones  older 
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persons,  rural  residents,  widows  and  the  self-employed  can  purchase. 
Bills  introduced  in  sessions  of  the  U.S.  Congress  were  as  follows: 


Year 

Congress 

Session 

Bill  number 

Sponsors 

1956  -  

84th  

2d..„  

H.R.  8216 

Christopher. 
Christopher. 
Rhodes. 
Christopher. 

85  th  

1st  

H.R.  116  

85th  

1st  

H.R.  5041 

1957   

85th  

1st  

H.R.  7087 

o 
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FOREWORD 


This  report  is  the  result  of  a  year's  study  of  the  problem  of  financing 
health  care  of  the  aged  made  by  an  independent,  ad  hoc  committee  com- 
posed of  individuals  of  widely  varying  backgrounds  of  experience  and  re- 
sponsibility. The  work  was  motivated  by  recognition  of  the  seriousness  of 
the  problem  in  our  nation  and  the  need  for  an  over-all  national  policy  for 
its  solution. 

Formation  of  the  Committee  was  suggested  by  Senator  Jacob  K.  Javits, 
of  New  York,  in  the  summer  of  1962.  Following  debate  on  the  Senate  floor 
of  the  Anderson-Javits  proposals  for  a  Federal  program  of  health  insurance 
for  the  aged  in  July  of  that  year,  the  Senator  was  impressed  by  the  need  for 
a  fresh  and  independent  review  of  the  issue.  He  made  it  clear  to  the  Com- 
mittee, and  repeated  in  a  public  statement  announcing  the  Committee's 
formation,  that  the  Committee  was  in  no  way  responsible  to  him  nor  would 
he  be  bound  by  the  Committee's  recommendations.  This  has  been  in  all 
respects  an  independent  and  non-partisan  effort. 

The  Committee  met  in  ten  full-day  sessions  to  frame  this  report.  Policy 
aspects  rather  than  specific  details  of  programs  and  proposals  have  been  the 
focus  of  the  Committee's  work.  Members  have  accommodated  their  in- 
dividual opinions  on  matters  of  detail  in  order  to  achieve  consensus  on  the 
major  issues.  Throughout  its  deliberations,  the  Committee  has  made  parti- 
cular efforts  to  see  the  problem  as  a  whole  and  to  keep  its  various  parts  in 
perspective,  evaluating  separate  measures  in  the  context  of  their  effect  upon 
over-all  results. 

The  main  thesis  of  the  conclusions  reached  is  that  the  need  of  our  aged 
population  for  health  insurance  is  such  that  actions  are  required  in  both 
the  private  and  public  sectors  of  the  nation,  that  the  success  of  action  in 
each  of  these  sectors  depends  upon  effective  action  being  taken  in  the  other, 
and  that  national  policy  providing  for  a  dual,  synchronized  approach  is 
required.  For  attaining  this  solution,  the  Committee  has  formulated  guiding 
principles  which  are  presented  in  this  report. 

The  Committee  has  not  engaged  in  research  involving  fact-finding 
but  has  depended  and  drawn  upon  the  extensive  body  of  data  available 
from  studies  and  reports  of  governmental  and  non-governmental  organiza- 
tions, -in  all  instances  seeking  and  utilizing  the  most  recent  information 
available. 

We  wish  to  express  special  appreciation  for  the  resourceful,  pains- 
taking and  patient  work  of  Dr.  Howard  L.  Bost,  study  director.  We  are 
grateful  for  the  advice  of  Professor  Henry  H.  Foster,  Jr.  of  New  York  Uni- 
versity Law  School  on  legal  questions,  Charles  C.  Slay  for  editorial  assist- 
ance, and  to  the  many  individuals  consulted  on  various  aspects  of  our  study. 
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The  Problem 

The  development  of  sound,  effective  provision  for  the  health  care  of 
the  aged  population  is  one  of  the  most  important  and  urgent  matters  of 
unfinished  business  before  our  nation. 

This  unfinished  business  requires  attention  because  it  vitally  affects  so 
many  individuals  and  bears  so  directly  upon  their  well-being.  Almost  18 
million  people  in  our  nation  are  age  65  or  over,  and  the  number  is  increasing 
rapidly,  by  nearly  1,000  each  day.  In  1950,  there  were  12-1/4  million,  by 
1970  there  will  be  20  million,  and  by  1980,  almost  25  million.  The  period 
we  are  living  in  is  not  only  one  in  which  the  number  of  aged  is  rising  and  in 
which  this  age  group  is  becoming  an  increasing  proportion  of  the  nation's 
population,  it  is  also  a  period  in  which  medical  science  is  advancing  at  an 
accelerating  pace  and  is  contributing  increasingly  to  human  well-being. 
Health  care  is  becoming  a  more  essential  and  larger  component  in  the 
American  standard  of  living.  This  is  particularly  true  for  older  people  as  a 
group,  whose  health  problems  are  more  numerous  and  more  severe  than 
those  of  younger  people.  These  basic  and  continuing  trends  make  health 
care  of  the  aged  a  matter  of  increasing  importance  in  our  nation. 

Attention  is  urgently  required  because  the  impact  of  health  care  cost 
is  a  major  threat  to  the  independence  and  dignity  of  elderly  people.  Diffi- 
culty in  meeting  health  expenses  and  fears  that  costs  of  needed  care  will 
eat  away  or  exhaust  resources  and  lead  to  dependency,  are  widespread  and 
common  in  our  aged  population.  This  is  a  product  of  the  harsh  reality  that 
old  age  is  typically  a  period  of  life  in  which  health  expenses  are  high  and 
income  is  low. 

Studies  by  the  Department  of  Health,  Education,  and  Welfare  indicate 
that  the  per  capita  costs  of  personal  health  services  for  those  age  65  and 
over  are  running  about  2-1/2  times  as  high  as  for  the  rest  of  the  popula- 
tion. Excluding  services  financed  by  public  funds,  the  health  care  expenses 
of  the  aged  are  still  more  than  twice  as  high  as  those  of  persons  under  65 
years  of  age.  In  1961,  the  costs  were  estimated  to  be  $226  per  aged  person 
as  compared  to  $103  for  other  persons. 

As  would  be  expected  because  most  of  the  aged  do  not  have  earnings 
from  employment,  income  levels  in  the  aged  population  are  relatively  low. 
Reports  issued  by  the  Bureau  of  the  Census  show  that  of  the  aged  persons 
who  live  alone,  almost  half  had  money  incomes  of  $1,000  or  less  in  1960 
and  three-fourth  had  less  than  $2,000  a  year.  Among  families  in  the  nation 
where  the  head  is  65  or  over,  the  median  annual  income  in  1960  was 
$2,897;  in  comparison  it  was  $5,905  for  other  families  which,  however,  are 
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larger  in  terms  of  numbers  of  persons  per  family.  But  for  two-person  fam- 
ilies, which  account  for  almost  three  out  of  four  older  families,  median  an- 
nual income  was  $2,530  where  the  head  was  age  65  or  over  as  compared 
with  $5,314  where  the  head  of  the  family  was  younger. 

The  median  value  of  the  liquid  assets  held  by  spending  units  headed 
by  aged  persons  was  but  $1,000  in  1960,  according  to  studies  conducted 
by  the  University  of  Michigan.  Equity  in  their  home  is  the  most  common 
form  of  non-liquid  assets  which  the  aged  have  accumulated  during  their 
lifetimes  and  this  type  of  asset  usually  accounts  for  the  major  part  of  their 
net  worth.  It  should  be  recognized  that  the  equity  aged  persons  have  in  their 
homes  ordinarily  does  not  represent  an  appropriate  resource  for  meeting 
illness  expenses. 

Traditionally,  funds  provided  by  the  immediate  family  or  other  rela- 
tives of  aged  persons  have  contributed  importantly  to  meeting  illness  costs. 
The  changing  pattern  of  American  society,  the  growing  urbanization  and 
mobility  of  the  population,  the  not  infrequent  doubling-up  of  generations 
who  are  aged,  and  many  other  factors  which  are  part  of  modern  living,  are 
reducing  the  extent  to  which  the  family  can  be  looked  to  and  relied  upon 
for  security  in  old  age. 

A  further  factor  intensifying  the  problem  for  the  aged  is  that  health 
services  continue  to  become  more  expensive.  As  measured  by  the  Consumer 
Price  Index  of  the  Bureau  of  Labor  Statistics,  medical  care  prices  have 
been  rising  more  consistently  and  much  faster  than  the  cost  of  living.  While 
the  price  index  for  all  items  by  June,  1963  had  gone  up  27  percent  over-all 
since  1950,  the  rise  in  the  prices  for  medical  care  items  had  been  59  percent. 
Hospital  daily  rates  had  increased  139  percent  in  this  period. 

The  disadvantaged  position  of  the  aged,  resulting  from  the  combination 
of  their  higher  health  care  expenses  and  lesser  ability  to  meet  them,  has 
been  extensively  documented  by  many  studies  and  reports  by  both  govern- 
mental agencies  and  private  organizations.  There  is  general  agreement  that 
a  problem  does  exist  which  our  nation  must  solve.  It  is  a  national  problem 
and  a  human  problem  of  major  proportions  and  one  that  is  clearly  within 
the  nation's  capacity  to  solve. 

But  the  development  of  sound,  effective  provision  is  a  matter  of  un- 
finished business.  Although  provision  for  health  care  of  aged  persons  on 
public  relief  rolls  has  long  been  established  and  continues  to  be  improved, 
and  although  in  recent  years  we  have  begun  providing  through  the  Kerr- 
Mills  program  for  the  health  care  of  the  medically  indigent  aged  (those  who 
require  public  aid  to  meet  their  health  care  costs),  these  measures  are  con- 
fined to  dealing  with  dependency  after  it  has  occurred.  These  measures  do 
not  encourage  or  strengthen  the  efforts  of  the  aged  to  avoid  dependency.  For 
the  millions  of  aged  persons  who  have  not  sought  relief  but  are  exposed  to 
the  risk  of  health  costs  they  cannot  meet,  these  existing  measures  do  nothing 
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to  improve  the  chances  that  they  will  be  able  to  retain  their  independence. 
Public  relief  programs  do  not  reduce  the  disadvantage  of  these  millions  of 
aged  persons  in  coping  with  illness  costs  nor  ease  the  special  risk  they  face 
of  losing  their  self-sufficiency  and  being  reduced  to  a  level  of  indigency  by 
the  impact  of  health  costs. 

Moreover,  it  is  important  to  recognize  that  dependency  frequently 
contributes  to  deterioration  of  health  in  the  declining  years  of  life.  The 
downward  spiral  often  begins  with  an  episode  of  acute  illness  which  destroys 
the  aged  person's  financial  independence;  this  state  of  dependency,  in  turn, 
inhibits  rehabilitation  and  creates  a  chronic  condition  that  both  robs  the 
individual  of  a  life  worth  living  and  burdens  his  family  or  the  community 
with  a  high  cost  of  care. 

The  existing  need  lies  in  developing  sound,  effective  provisions  for  im- 
proved protection  of  aged  individuals  against  the  loss  of  their  independence, 
of  their  pride  and  self-sufficiency  as  a  result  of  health  care  costs.  In  threat- 
ening the  status  of  the  individual,  his  security  and  his  dignity,  the  economic 
hazard  of  health  care  of  the  aged  constitutes  one  of  the  great  unsolved  prob- 
lems of  the  nation.  The  development  of  protection  against  this  threat,  provi- 
sions to  enable  individuals  in  old  age  to  manage  health  care  and  sickness 
costs  without  humiliation  and  sacrifice  of  self-respect,  is  a  challenge  befitting 
this  nation  and  its  concern  for  the  individual.  Our  way  of  life,  our  social, 
political  and  economic  system,  instills  in  our  people  a  high  value  upon  the 
independence  of  the  individual  in  his  private  affairs  and  an  equally  strong 
stigma  upon  becoming  dependent  and  losing  self-sufficiency  in  dealing  with 
personal  matters.  An  individual's  health  and  his  health  care  is  a  personal 
matter.  The  problem  and  the  challenge  present  in  the  circumstances  sur- 
rounding health  care  of  the  aged  call  for  the  nation  to  proceed  in  a  way  that 
respects  the  values  held  by  the  individuals  who  comprise  our  aged  popula- 
tion and  that  carries  out  the  precept  of  regard  for  the  individual,  his  inde- 
pendence and  dignity,  for  which  we  stand  as  a  people  and  as  a  nation. 

The  requirement  imposed  by  the  problem  as  here  defined  is  provision 
within  the  nation  for  needed  protection  of  the  aged  against  the  impact  of 
health  care  costs.  The  facts  and  the  character  of  the  problem  point  squarely 
to  the  conclusion  that  what  is  needed  is  development  and  extension  of  health 
insurance  to  cover  the  high  risk  to  which  aged  persons  are  exposed. 

Insurance  is  appropriate  and  effective  as  a  method  of  dealing  with 
health  care  costs  because  these  costs  tend  to  be  unpredictable  and  beyond 
the  control  of  the  individual  as  to  the  time  or  the  amount  in  which  cost  is 
incurred.  Health  care  expenses,  moreover,  are  spread  unevenly  among  in- 
dividuals and  the  amount  of  expenditure  required  tends  to  fluctuate  sharply 
from  time  to  time.  For  these  reasons,  health  care  is  distinct  from  other 
items  entering  into  the  cost  of  living  such  as  food,  rent  and  clothing.  Spend- 
ing required  by  a  family  or  individual  for  these  latter  items  can  be  managed 
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and  controlled  as  to  the  timing  and  amount  of  expenditure  and  conse- 
quently the  expense  involved  can  be  predicted  and  budgeted;  this  is  not 
generally  the  case  with  respect  to  illness  expenses.  The  need  for  and  advan- 
tages of  insurance  against  medical  and  hospital  bills  is  borne  out  by  person- 
al experience  of  most  people.  It  is  attested  to  by  the  widespread  acceptance 
of  health  insurance  by  the  American  people. 

For  aged  persons,  the  importance  of  having  protection  against  then- 
health  care  costs  is  seen  to  be  even  greater  than  it  is  for  those  who  are 
younger,  because  the  aged  are  more  likely  than  the  rest  of  the  population  to 
be  sick,  to  be  sick  for  prolonged  periods,  and  to  require  more  expensive 
services,  particularly  hospitalization.  Findings  in  1960  of  the  National 
Health  Survey  of  the  United  States  Public  Health  Service  show  that  almost 
4  out  of  5  aged  persons  in  the  noninstitutional  population  have  one  or  more 
chronic  health  problems.  One  out  of  seven  elderly  persons  is  completely 
limited  in  activity  by  chronic  conditions.  On  the  average,  aged  people 
are  sick  in  bed  over  two  and  a  half  times  as  many  days  per  year  as  younger 
people.  The  aged  require  hospitalization  more  often  than  persons  under  age 
65  and  the  length  of  their  stay  in  the  hospital  per  admission  is  twice  as  long 
on  the  average.  For  one  out  of  ten  hospitalized  aged  persons,  the  length  of 
stay  is  30  days  or  longer.  The  hospital  bill  alone  for  the  average  length  of  stay 
of  an  aged  person  usually  amounts  to  more  than  $500,  according  to  the 
President's  Council  on  the  Aging. 

On  the  basis  of  the  condition  of  their  health  and  of  their  proneness  to 
illness,  it  is  apparent  that  older  people  are  especially  subject  to  the  economic 
hazards  of  illness.  Without  insurance,  the  shock-loss  produced  by  a  siege 
of  major  illness,  particularly  illness  requiring  hospitalization,  could  be  ex- 
pected to  have  a  serious  effect  on  the  financial  security  of  many  if  not  most 
aged  persons.  Repeated  episodes  of  illness  or  necessity  for  long-term  care 
are  potentially  crushing  in  their  financial  impact. 

These  elements  of  the  situation  of  the  aged,  high  vulnerability  to  loss, 
in  the  face  of  characteristically  slender  margins  of  income  and  liquid  assets 
to  meet  losses,  with  maintenance  of  independence  at  stake,  present  a  prob- 
lem that  can  best  be  met  by  extension  to  aged  persons  of  health  insurance 
coverage. 

While  this  conclusion  points  the  direction  that  should  be  taken  in  meet- 
ing the  problem  confronting  the  nation,  it  leaves  unresolved  the  character 
and  design  of  actions  that  will  be  required  to  accomplish  adequate  health 
insurance  coverage  of  the  aged.  Agreement  as  to  the  objective  does  not 
suffice,  since  in  the  American  economic  and  social  system  either  private  or 
public  actions  or  both  are  available  to  accomplish  social  objectives.  Con- 
sequently, a  basic  question  is  that  of  the  respective  responsibilities  of  private 
and  public  effort  which  will  constitute  sound  and  effective  provision  for 
achieving  the  needed  health  insurance  coverage  among  aged  persons. 
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Private  health  insurance,  in  its  dramatic  growth  and  success  in  reaching 
the  great  majority  of  the  nation's  population,  has  not  only  established  its 
basic  role  in  the  nation  but  also  has  demonstrated  that  it  has  both  significant 
potentialities  and  limitations.  It  is  apparent  that  private  health  insurance 
has  encountered  greater  difficulties  in  extending  coverage  among  aged  per- 
sons than  in  the  case  of  the  rest  of  the  population  and  that  it  has  not  been 
as  effective  in  protecting  them  against  the  economic  hazard  of  illness. 

According  to  information  from  the  private  insurers  and  reported  by  the 
Department  of  Health,  Education,  and  Welfare,  slightly  over  half  of  the 
noninstitutional  aged  population  in  1961  had  some  hospital  insurance  as 
compared  to  three  out  of  four  persons  in  the  general  population.  Less  than 
half  of  the  aged  had  any  surgical  protection  whereas  among  the  general 
population  this  protection  is  almost  as  extensive  as  hospital  insurance.  While 
insurance  against  other  health  costs,  such  as  out-of-hospital  care,  nursing 
and  drugs,  is  held  by  only  a  small  part  of  the  younger  population,  it  is  even 
more  limited  for  the  aged.  Data  from  the  1959  National  Health  Survey  in- 
dicate that  among  those  in  the  aged  population  with  family  income  under 
$2,000  a  year,  more  than  two  out  of  three  aged  persons  had  no  health  in- 
surance whatever.  This  is  the  group  most  subject  to  being  reduced  to  partial 
or  total  dependency  by  illness  costs.  Also  it  is  significant  that  among  persons 
having  insurance  the  proportion  of  the  hospital  costs  met  by  insurance  has 
been  found  to  be  lower  for  the  aged  than  for  the  rest  of  the  population.  Find- 
ings of  the  National  Health  Survey  of  1958-60  indicate  that  the  percentage 
of  hospitalized  persons  with  insurance  for  whom  their  insurance  paid  less 
than  half  of  the  hospital  bill  was  more  than  twice  as  high  for  the  aged  as  for 
younger  persons. 

It  is  reliably  estimated  that  while  insurance  is  now  paying  upwards  of 
one  third  of  the  personal  health  expenses  of  the  younger  part  of  the  popu- 
lation, insurance  is  meeting  only  between  10  and  15  percent  of  the  costs 
incurred  by  persons  age  65  and  over.  In  sum,  it  is  evident  that  the  effective- 
ness attained  by  private  insurance  in  meeting  the  impact  of  health  costs  is 
far  less  for  elderly  people  than  for  those  who  are  younger. 

The  major  factors  that  have  impeded  successful  development  of  pri- 
vate health  insurance  for  our  older  population  and  that  restrict  its  ability 
to  solve  the  problem  of  health  care  of  the  aged  are  believed  to  be  quite  clear 
and  unmistakable.  They  are,  moreover,  highly  pertinent  to  the  conclusion 
that  is  reached  about  what  further  actions  should  be  taken  in  the  nation  to 
meet  the  problem. 

One  basic  factor  is  the  cost  of  health  protection  for  aged  persons.  For 
most  types  of  health  care,  with  the  notable  exception  of  dental  care,  the 
utilization  of  services  and,  consequently,  costs  of  services  are  markedly 
higher  for  the  aged  than  for  younger  persons.  The  differential  is  greater  with 
respect  to  hospitalization  expenses.  The  National  Health  Survey  during 
1958-60  found  that  on  the  average,  aged  persons  were  hospitalized  more 
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than  two  and  a  half  times  as  many  days  as  those  who  were  younger.  Be- 
cause of  such  differentials,  provision  of  the  same  level  of  benefits  to  elderly 
people  as  to  those  who  are  younger  involves  a  large  increase  in  cost  of  pro- 
tection. This  means  that  the  price  charged  to  the  aged  must  be  far  higher 
than  that  charged  to  others  for  the  same  level  of  benefits.  To  reduce  the 
price  of  insurance  for  the  aged  ,their  protection  must  be  curtailed  by  benefit 
restrictions,  or  the  insurance  plan  must  cover  the  loss  resulting  from  the 
higher  cost  of  protection.  If  a  "community  rate"  is  charged  the  aged,  the 
loss  resulting  must  be  met  by  higher  premiums  charged  to  younger  persons 
than  would  otherwise  be  necessary. 

Another  basic  factor  is  the  level  of  income  for  aged  persons.  In  two 
ways,  both  of  which  are  of  fundamental  significance,  this  factor  makes  more 
formidable  the  difficulty  for  private  insurance  in  meeting  the  need  of  the 
aged  for  health  care  protection.  The  characteristic  aspects  of  the  financial 
situation  of  aged  persons,  relatively  low  and  fixed  income,  slender  and  ir- 
retrievable reserves,  mean  that  a  high  level  of  protection  against  the  eco- 
nomic hazards  of  illness  is  required  to  meet  the  needs  of  this  population 
group.  The  amount  of  costs  which  can  be  met  at  the  time  of  illness  is  much 
lower  for  the  aged  than  for  those  in  general  population.  Accordingly,  it  is 
necessary  for  health  insurance  to  cover  a  much  larger  proportion  of  health 
care  costs  in  the  case  of  the  aged.  The  importance  of  a  high  level  of  pro- 
tection for  aged  persons  is  accentuated  by  the  fact  that  costs  are  encountered 
more  frequently  and  m  larger  amounts  than  by  younger  persons  and  by 
the  greater  tendency  for  health  care  costs  to  be  progressive  and  accelerative 
for  the  aged  because  of  chronic  conditions  and  long-term  illnesses. 

In  addition  to  increasing  the  level  of  protection  required,  the  factor  of 
low  income  has  the  further  and  more  obvious  implication  of  restricted 
ability  of  the  aged  to  afford  private  health  insurance.  The  net  result  of  this 
is  that  the  amount  which  must  be  charged  for  insurance  designed  to  prevent 
unmanageable  costs  at  the  time  of  illness  exceeds  the  ability  of  aged  persons, 
particularly  those  most  needing  protection,  to  pay  the  required  premiums.  In 
other  words,  private  insurance  providing  the  needed  level  of  protection  is 
priced  out  of  the  market  which  must  be  served  for  the  attainment  of  solution 
of  the  problem  of  health  care  of  the  aged. 

The  impasse  which  exists  to  widespread  development  of  private  insur- 
ance meeting  the  protection  needs  of  the  aged  population  is  apparent  from 
even  the  roughest  analysis  of  the  elements  of  the  difficulty  presented.  Based 
on  Census  Bureau  data  previously  cited  in  annual  terms,  the  median  family 
income  of  two-person  aged  families  was  $211  a  month  in  1960.  In  com- 
parison with  this,  average  private  expenditures  for  personal  health  services 
in  1960  amounted  $35.83  per  month  for  two  aged  persons,  on  the  basis  of 
estimates  by  the  Department  of  Health,  Education,  and  Welfare.  While 
some  portion  of  these  costs  should  be  met  out  of  pocket,  the  conclusion  from 
these  data  is  nevertheless  inescapable  that  the  monthly  premium  which  must 
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be  charged  for  insurance  covering  a  major  portion  of  health  care  costs  would 
of  necessity  have  to  be  very  high  in  relation  to  what  the  aged  population 
can  afford.  To  the  extent  that  provision  is  required  for  the  expense  of 
providing  insurance,  for  adverse  selection  and  for  other  cost  elements  which 
must  be  covered  by  the  premiums  charged,  the  difficulty  is  intensified. 

Several  other  factors  of  significance  have  affected  unfavorably  the  per- 
formance of  private  insurance  in  developing  protection  for  the  aged  compar- 
able to  the  rest  of  the  population.  Whereas  the  enrollment  of  groups  of  em- 
ployees, often  with  the  employer  making  a  contribution  to  lower  or  cover 
the  cost  for  employees,  has  been  the  chief  means  of  achieving  coverage 
under  health  insurance  in  the  rest  of  the  population,  these  significant  advan- 
tages have  not  been  extensively  available  in  bringing  coverage  to  the  aged 
population.  Individual  enrollment  has  proved  to  be  much  more  expensive 
and  less  effective  than  group  enrollment. 

It  is  important  to  recognize,  however,  that  most  of  the  non-profit  volun- 
tary health  insurance  plans  have  traditionally  permitted  individuals  upon 
leaving  an  employed  group  to  convert  to  a  direct-pay  policy.  Insurance  com- 
panies are  rapidly  following  suit.  Moreover,  marked  improvements  are  being 
made  in  enrollment  techniques  and  in  underwriting  methods  which  reduce 
expenses  of  selling  and  administration,  broaden  the  pooling  of  risks  and 
reduce  selectivity  and  restrictions  in  providing  coverage  to  aged  persons. 
With  all  of  these  advances,  however,  the  factors  of  high  use  of  care  and  re- 
latively low  ability  to  finance  protection  during  retirement,  which  character- 
ize the  aged,  remain  as  basic  obstacles.  The  need  to  defray  the  cost  of  pro- 
tection during  retirement  by  making  advance  provision  for  it  during  the  in- 
dividual's working  years  has  been  recognized  by  private  insurance  in  the 
development  of  paid-up-at-retirement  policies,  but  coverage  attained 
under  these  policies  is  very  limited  in  extent  and  has  not  become  a  signi- 
ficant element  in  the  over-all  picture. 

It  must  be  recognized  that  the  future  will  bring  changes  affecting  the 
difficulty  confronting  private  health  insurance  in  meeting  the  needs  of  the 
aged  population.  Continued  expansion  of  the  potentialities  of  medical  sci- 
ence can  be  expected  to  add  to  life  expectancy  but,  in  preserving  life,  will 
increase  both  the  need  for  and  the  use  of  health  care  by  the  aged  popula- 
tion. Continuation  of  the  shift  in  the  pattern  of  health  problems  in  the 
nation,  with  chronic  health  conditions  becoming  increasingly  important  as 
the  cause  of  morbidity  and  mortality,  may  be  expected  to  bring  greater 
concentration  of  the  need  for  extensive  health  care  in  the  years  of  life  after 
age  65.  Consequently,  the  proportion  of  the  nation's  health  services  required 
by  the  aged  would  become  greater,  and  the  differential  between  the  aged 
and  the  rest  of  the  population  with  respect  to  utilization  of  health  services 
would  be  accentuated. 

Persons  most  knowledgeable  about  medical  care  costs  expect  that 
the  cost  of  care  will  continue  to  rise  at  a  more  rapid  rate  than  the  cost  of 
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living  because  of  the  same  factors  that  have  operated  in  the  past.  The  na- 
tional effort  devoted  to  medical  research  is  producing  remarkable  scientific 
advances  but  the  application  of  these  often  means  more  complex  and  ex- 
pensive health  services,  requiring  additional  and  more  specialized  personnel, 
equipment  and  facilities  which  add  to  the  cost  of  care  and  increase  the 
economic  hazard  of  illness.  These  factors  point  not  only  to  increased  need 
on  the  part  of  the  aged  population  for  protection  against  health  care  costs 
in  the  future,  but  also  to  rising  cost  of  the  protection  that  is  needed. 

On  the  other  hand,  the  economic  position  of  people  reaching  age  65 
in  the  future  may  be  expected  to  be  better  than  those  currently  aged.  Rising 
income  during  their  productive  years  and  larger  amounts  of  personal  sav- 
ings will  mean  that  at  the  time  of  retirement  individuals  will  tend  to  have 
larger  financial  reserves.  Greater  life  expectancy  and  the  long-term  trend 
to  declining  participation  in  employment  after  age  65,  however,  point  to  a 
lengthening  of  the  period  during  which  savings  and  post-retirement  income 
must  support  the  individual  if  he  is  to  retain  his  independence  in  old  age. 

The  outlook  for  changes  in  the  level  of  income  of  aged  persons  in  the 
future  is  a  factor  of  crucial  significance  to  the  prospects  for  development  of 
private  insurance  which  will  meet  the  need  for  protection  against  health  care 
costs.  Social  insurance  benefits,  which  constitute  the  primary  source  of  in- 
come for  the  aged  who  are  not  employed,  can  be  expected  to  increase  in 
the  future  due  to  higher  wages  upon  which  benefits  are  based,  even  if  there 
are  no  increases  in  the  level  of  benefits  under  the  program.  Under  the 
present  social  security  program,  the  maximum  monthly  benefits  of  $127 
for  a  retired  insured  person,  $105  for  a  widow  and  $190  for  a  couple,  will 
be  attained  or  approached  in  many  instances,  although  reductions  because 
of  early  retirement  and  low  earnings  in  base  years  will  hold  average  pay- 
ments down  to  a  level  substantially  under  the  maximum  amounts.  More- 
over, an  increasing  proportion  of  the  aged  population  will  be  eligible  for 
benefits  under  this  program.  From  close  to  75  percent  in  1961,  the  propor- 
tion of  the  aged  eligible  for  social  security  is  expected  to  rise  to  85  percent 
by  1970,  and  to  90  by  1980. 

Private  pension  plans,  as  a  source  of  supplementary  old  age  benefits, 
can  also  be  expected  to  be  of  growing  importance  in  the  future.  Coverage 
under  such  plans  has  expanded  rapidly  since  1950.  According  to  studies  of 
the  Social  Security  Administration,  37  percent  of  the  private  labor  force  was 
covered  under  private  pension  plans  in  1959.  The  private  plan  benefits  for 
retirees  with  30  years  of  service  were  found  to  fall  within  a  range  of  roughly 
20  to  35  percent  of  their  average  earnings.  It  must  be  recognized,  however, 
that  because  of  changes  in  jobs  and  other  factors,  the  number  of  persons 
who  ultimately  will  be  able  to  qualify  for  benefits  will  be  far  less  than  the 
number  who  are  at  some  time  employed  by  firms  having  pension  plans. 
Moreover,  those  who  qualify  often  will  not  have  sufficient  service  to  re- 
ceive benefits  at  levels  potentially  offered  by  the  plans. 
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Giving  full  recognition  to  increased  benefit  that  can  reasonably  be 
anticipated  under  public  and  private  retirement  programs,  it  is  nevertheless 
apparent  that  the  income  levels  from  this  source  for  persons  becoming  aged 
in  the  future  will  be  low,  even  in  comparison  with  present  day  standards 
and  costs  of  living.  In  view  of  the  long-term  trend  of  declining  labor  market 
participation  of  the  aged,  it  is  not  reasonable  to  expect  earnings  from  em- 
ployment to  more  than  maintain  relative  importance.  Nor  is  it  reason- 
able to  expect  that  income  from  other  sources  for  persons  aged  65  and  over 
will  increase  sufficiently  in  the  future  to  alter  materially  the  income  picture 
for  the  aged  population.  Consequently,  the  difficulty  of  elderly  people  in 
financing  from  their  income  during  old  age  the  cost  of  needed  protection 
against  health  care  costs  is  seen  to  be  a  continuing  factor  of  major  importance 
as  a  limitation  on  the  potentiality  of  private  insurance  in  providing  protec- 
tion for  the  aged  population. 

In  summary,  the  conclusion  reached  by  the  Committee  is  that  insur- 
ance against  the  economic  hazard  of  illness  is  essential  to  a  sound  solution  of 
the  problem  of  health  care  of  the  aged.  Although  a  start  has  been  made, 
there  is  not  effective  coverage  of  the  aged  today.  Moreover,  in  view  of  the 
difficulties  of  extending  protection  to  the  aged  population,  the  Committee 
sees  no  prospect  that  private  insurance  can  alone  provide  a  satisfactory 
solution.  The  nation  is  confronted  with  a  continuing  problem,  calling  for 
long-term  provision  —  a  solution  that  will  meet  the  needs  of  this  generation 
and  will  keep  the  next  generation  from  being  faced  with  the  problem  that 
now  confronts  us. 
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Proposed  Solution:  A  Dual  Public- 
Private  Health  Insurance  Program 

The  central  purpose  of  an  American  solution  to  the  problem  of  fin- 
ancing the  health  care  of  present  and  future  generations  of  the  aged  must 
be  to  encourage  and  protect  the  independence  and  dignity  of  the  individual. 
In  its  basic  approach  to  this  problem,  our  nation  must  aim  at  preventing 
dependency  as  a  concomitant  of  the  deterioration  of  health  in  the  declining 
years  of  life. 

This  requires  a  shift  in  public  policy  from  placing  major  reliance  upon 
charity  and  welfare  assistance  measures  to  placing  emphasis  upon  the 
development  within  the  nation  of  health  insurance  for  the  aged.  Public  assist- 
ance programs  present  the  prospect  of  great  increases  in  requirements  for 
public  funds  without  accomplishing  the  objective  of  preserving  the  inde- 
pendence of  elderly  people  or  of  reducing  the  economic  hazard  of  illness  as 
a  threat  to  their  independence.  By  their  nature,  such  programs,  including  the 
Kerr-Mills  program,  deal  with  dependency  after  it  occurs;  health  insurance, 
by  reducing  the  cost  which  must  be  met  at  the  time  of  illness  to  a  level  that 
is  manageable,  can  prevent  dependency  and  encourage  self-reliance. 

Clearly,  the  solution  required  in  America  today  and  for  the  future 
lies  in  actions  which  will  achieve  the  health  insurance  coverage  called  for  by 
the  risk  of  illness  in  old  age. 

To  accomplish  the  necessary  development  of  health  insurance  for  the 
aged,  the  Committee  proposes  a  dual  public-private  program,  consisting 
of  separate  and  distinct  plans  in  the  respective  sectors  of  the  economy. 
These  plans  are  equally  essential  and  should  be  complementary.  Together 
they  should  provide  balanced  and  effective  basic  protection  covering  roughly ' 
two-thirds  of  the  aggregate  health  care  costs  incurred  by  the  aged,  leaving 
the  remaining  costs  to  be  met  by  the  individual  on  an  "out-of-pocket" 
basis  or  through  supplementary  private  insurance. 

The  public  plan,  in  the  Committee's  view,  should  utilize  the  principle 
of  contributory  social  insurance  to  cover  all  persons  65  years  of  age  and 
over,  with  payments  collected  during  the  working  years  of  all  employed  and 
self-employed  persons.  The  most  appropriate  area  of  protection  to  be  pro- 
vided by  the  public  plan  is  institutional  care,  which  is  the  most  frequent 
cause  of  financial  shock-loss  to  the  aged.  The  extent  of  this  protection  under 
the  proposed  plan  would  represent  approximately  one  third  of  the  aggregate 
health  care  costs  of  the  aged. 

Another  third  of  these  costs,  the  Committee  believes,  should  be  the 
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subject  of  special  private  insurance  covering  the  largest  non-institutional 
costs  that  occur  most  frequently  among  the  aged.  Special  efforts  are  called 
for  in  order  to  bring  the  cost  of  such  basic,  complementary  private  coverage 
within  reach  of  most  of  the  aged,  to  whom  the  most  economical  and  efficient 
forms  of  insurance  are  not  ordinarily  available.  The  Committee  sees  a  need 
for  Congressional  action  to  permit  insurance  organizations  to  join  together 
in  concerted  efforts  to  provide  low-cost  protection  on  a  mass-enrollment 
basis. 

These  components  of  the  proposed  dual  program  for  the  aged  are  both 
mutually  reinforcing  and  mutually  dependent.  The  Committee  urges  that 
one  aspect  not  be  considered  out  of  the  context  of  the  other;  rather,  they 
should  be  considered  together.  To  this  end,  the  Committee  recommends  the 
establishment  of  a  National  Council  on  Health  Care  of  the  Aged,  which 
would  keep  both  the  public  and  private  components  of  the  program  under 
continuing  review. 

Under  the  proposed  program,  the  health  services  that  are  to  be  financed 
will  be  obtained  and  rendered  within  the  American  system  of  medical  care, 
the  same  system  which  serves  the  general  population  of  the  nation.  The  fin- 
ancing of  health  care  costs  by  the  program  will  be  supportive  of  the  patient- 
physician  relationship  requisite  for  good  medical  care.  The  program 
will  strengthen  the  economic  base  supporting  the  operation  and  improve- 
ment of  the  health  care  establishment  throughout  the  nation,  helping  to 
stimulate  expansion  of  needed  health  care  resources  to  serve  all  groups. 

To  provide  guidelines  for  developing  health  insurance  for  the  aged 
under  broad  national  policy,  the  Committee  has  formulated  a  number  of 
principles.  These  are  set  forth  below  and  are  discussed  in  the  sections  of  the 
report  which  follow.  We  believe  that  through  combined  public  and  private 
action  embodying  these  principles,  a  solution  to  the  problem  of  financing 
the  health  care  of  the  aged  will  be  attainable  in  a  way  that  is  compatible 
with,  and  in  fact  will  strengthen  and  reinforce  American  traditions  and 
values. 

Guiding  Principles  for  Public  Insurance 

1 .  A  long-range  public  plan  should  be  established,  based  on  the 
principle  of  contributory  insurance  and  calling  for  all  em- 
ployed and  self-employed  persons  to  participate  during  their 
working  years,  so  that  upon  reaching  age  65  all  will  have  the 
protection  provided  under  the  plan  without  further  payment. 

2.  The  long-range  public  plan  should  be  self-financed  by  a 
separately  designated  payroll  tax,  collected  as  a  part  of  the 
Social  Security  tax  and  equally  shared  by  employees  and  their 
employers  (or  paid  by  the  self-employed),  with  the  benefit 
level  under  the  plan  tied  to  the  proceeds  from  this  source. 
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Contributions  should  be  placed  in  a  special  trust  fund  com- 
mitted to  provide  stipulated  benefits  after  age  65  to  those 
under  the  plan. 

3.  The  extent  of  health  insurance  protection  provided  by  the 
public  plan  should  be  designed  to  offset  substantially  the 
abnormal  burden  resulting  from  greater  use  and  higher  cost 
of  health  services  required  in  old  age,  so  as  to  give  the  aged  a 
fair  chance  of  maintaining  their  independence  and  providing 
for  themselves. 

4.  The  public  plan  should  be  designed  to  encourage  and  facilitate 
coverage  of  the  aged  under  private  health  insurance  for  addi- 
tional protection.  It  is  essential  that  health  insurance  coverage 
provided  under  the  public  and  private  plans  be  complemen- 
tary and  that  the  roles  of  the  public  and  private  sectors  in  pro- 
viding protection  be  mutually  reinforcing. 

5.  The  benefit  structure  of  the  public  insurance  plan  should  be 
focused  upon  health  services,  the  cost  of  which  tends  to  have 
the  greatest  and  sharpest  impact,  rather  than  upon  services 
involving  routine  costs  or  costs  which  tend  to  fall  in  a  less 
concentrated  fashion. 

6.  The  public  insurance  plan  for  the  aged  should  fit  into  the  cur- 
rent system  of  health  facilities  and  medical  care  in  the  nation, 
with  maximum  free  choice  among  providers  of  services,  and  it 
should  contribute  to  the  improvement  and  expansion  of 
needed  health  resources  in  the  communities  of  the  nation. 

7.  A  fundamental  long-range  objective  of  the  public  insurance 
plan  for  the  aged  should  be  progressive  improvement  in  the 
quality  of  the  services  financed  through  the  plan. 

8.  Responsibility  for  the  administration  of  the  public  insurance 
plan  for  the  aged  should  be  assigned  to  the  Secretary  of  Health, 
Education,  and  Welfare,  with  the  assistance  of  an  Advisory 
Council  on  Health  Insurance  for  the  Aged.  In  administering 
the  plan,  the  Secretary  should  be  authorized  to  contract  for 
services  of  voluntary  organizations  and  required  to  invite 
proposals  from  such  organizations  for  consideration.  Direct 
administration  of  benefits  should  be  undertaken  by  the 
Federal  agency  only  if  proposals  from  voluntary  agencies  are 
not  adequate. 

Guiding  Principles  of  Complementary  Private  Insurance 

1 .  As  a  corollary  action  to  the  establishment  in  the  public  sector 
of  a  plan  for  the  aged  limited  to  basic  institutional  services, 
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national  policy  should  assign  to  private  insurance  the  comple- 
mentary role  of  establishing  protection  to  cover  other  health 
care  requirements  of  aged  persons. 

2.  Private  health  insurance  should  concentrate  primarily  on 
covering  the  major  clusters  of  expense  for  physician  care  and 
other  non-institutional  services,  so  that,  together  with  the  in- 
stitutional care  covered  by  the  public  plan,  the  aged  will  have 
a  well-balanced  package  of  basic  protection. 

3.  Basic  complementary  protection  under  private  insurance 
should  be  made  available  to  all  persons  in  the  aged  population 
without  disqualifications,  reductions  in  benefits,  or  increases 
in  premiums  because  of  advanced  age  or  condition  of  health. 

4.  Private  insurance  organizations  should  devote  intensive  efforts 
to  extending  basic  complementary  protection  to  the  aged  pop- 
ulation, with  concentration  on  developing  marketing  methods 
designed  to  produce  high  volume,  low-cost  mass  coverage. 

5.  Congress  should  take  action  which  would  make  it  possible  for 
insurance  companies  and  non-profit  health  plans  to  join  in 
concerted  nation-wide  efforts  to  extend  to  the  aged  population 
basic  protection,  complementary  to  that  established  under 
the  public  insurance  plan  for  the  aged. 

6.  To  increase  the  proportion  of  the  aged  covered  in  the  future 
under  complementary  protection,  private  insurance  organiza- 
tions should  develop  methods  for  prepaying  during  the  years 
of  active  employment  the  cost  of  health  insurance  in  old  age. 
Employed  groups  also  should  be  encouraged  to  continue 
retirees  under  group  insurance  plans. 

National  Advisory  Council 

A  National  Advisory  Council  on  Health  Insurance  for  the 
Aged  should  be  created  and  charged  with  advising  the  Secretary 
in  administering  the  public  insurance  plan  for  the  aged  and  with 
making  periodic  reports  to  the  Congress  through  the  President 
on  the  status,  in  both  the  private  and  public  sectors,  of  implemen- 
tation of  national  policy  for  health  care  of  the  aged. 
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Guiding  Principles  for  the  Long-Range  Program 

A.  Public  Insurance 

1.  A  long-range  public  plan  should  be  established,  based  on  the  principle 
of  contributory  insurance  and  calling  for  all  employed  and  self-em- 
ployed persons  to  participate  during  their  working  years,  so  that  upon 
reaching  age  65  all  will  have  the  protection  provided  under  the  plan 
without  further  payment. 

DISCUSSION 

The  Committee  believes  that  the  contributory  principle  is  of  funda- 
mental importance  to  the  soundness  of  the  long-range  public  plan  that 
serves  as  part  of  a  dual  public-private  program  for  the  aged.  Although 
special  provisions  will  be  needed  during  the  transitional  period  following  its 
initiation,  a  basic  feature  of  the  on-going  plan  should  be  that  the  individual 
bears,  during  his  working  years,  a  part  of  the  cost  of  the  protection  which  he 
and  his  spouse  would  have  for  the  remainder  of  their  lives  after  reaching  age 
65.  Requirement  of  contribution  on  the  part  of  the  individual  as  called 
for  is  not  an  unusual  feature.  In  fact,  most  people  are  accustomed  to 
paying  toward  the  cost  of  their  insurance  and  retirement  benefits  under 
existing  programs  of  various  types. 

"Contributory"  as  used  here  is  also  intended  by  the  Committee  to  mean 
that  each  payment  which  is  collected  from  the  individual  for  the  public 
insurance  plan  should  be  clearly  visible  to  him  and  should  be  separately 
identified  both  as  to  the  amount  that  he  is  paying  and  as  to  the  purpose  for 
which  he  is  paying  it.  This  will  make  understanding  and  awareness  of  the 
individual's  participation  in  the  plan  much  clearer  than  if  his  payments  were 
rolled  in  with  general  taxes  he  may  pay  —  thereby  becoming  lost  in  the 
total,  making  it  impossible  for  him  to  know  how  much  he  is  paying  toward 
the  plan  and,  indeed,  leaving  it  unclear  and  uncertain  whether  or  not  he  is 
in  fact  participating  in  its  cost.  Making  known  to  the  individual  the  amount 
he  is  contributing  toward  the  plan  is  in  line  with  common  practice  under 
private  insurance  arrangements  and  under  the  Federal  Old  Age,  Survivors 
and  Disability  Insurance  program. 

The  principle  set  forth  by  the  Committee  also  calls  for  the  individual's 
and  his  employer's  contributions  under  the  long-range  public  plan  to  be 
made  before  retirement,  with  the  entire  cost  to  the  individual  being  spread 
over  his  working  lifetime.  This  is  sound  for  the  individual  because  he  is 
better  able  to  assume  and  bear  his  share  of  the  cost  while  he  is  employed 
before  he  becomes  aged.  It  is  sound  for  the  employer  because  his  share  can 
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be  treated  as  a  cost  of  doing  business.  The  same  point  applies  here  as  applies 
to  old  age  retirement  or  pension  plans,  where  systematic  contributions  by 
employees  and  employers,  extending  throughout  the  period  of  employment, 
are  well  established  and  widely  recognized  as  being  the  best  way  of  meeting 
the  costs  of  providing  benefits  after  retirement. 

Under  a  system  where  individuals  make  regular  and  definite  contribu- 
tions during  their  productive  years  so  that  protection  without  further  pay- 
ment will  be  theirs  at  retirement  age,  it  is  important  that  all  employed  and 
self-employed  persons  be  included  in  the  system.  The  reason  for  this  is  that 
it  cannot  be  determined  at  the  time  a  person  first  enters  employment,  for 
example,  at  age  25,  whether  or  not,  40  years  later  when  he  reaches  age  65, 
he  will  have  the  financial  resources  that  would  enable  him  to  get  along  for 
the  remainder  of  his  life  without  the  protection  that  will  be  provided  under 
the  public  insurance  plan.  The  principle  here,  therefore,  calls  for  a  contribu- 
tory plan  in  which  all  employed  persons  participate.  Without  this  feature, 
a  contributory  public  program  would  lose  effectiveness  as  a  component  of 
sound  and  realistic  national  policy  for  solving  the  problem  of  health  care 
that  confronts  people  when  they  become  aged.  The  factors  of  reduced  in- 
come and  increased  need  for  health  care  in  old  age  make  it  predictable  that 
for  most  all  those  currently  employed,  the  protection  offered  under  the 
plan  will  serve  in  good  stead  when  they  become  aged.  Hindsight,  to  deter- 
mine those  who  might  have  been  excluded  from  participating  during  their 
productive  years,  is  clearly  not  feasible.  The  problem  of  providing  for 
retirement  calls  for  foresight  and  the  prudent  and  effective  course  is  for  all 
to  participate  during  their  working  years. 

A  further  element  of  this  principle  calls  for  the  protection  under  the 
public  plan  to  be  provided  when  the  individual  reaches  age  65,  whether  or 
not  he  has  in  fact  retired.  This  is  to  avoid  an  incentive  for  people  to  retire 
solely  for  the  reason  of  obtaining  the  protection  afforded  by  the  plan.  It 
reflects  the  Committee's  view  that  it  is  socially  and  economically  desirable 
for  individuals  to  continue  active  employment  beyond  age  65,  if  they  are 
able  and  want  to  do  so.  A  further  consideration  is  that  after  age  65,  em- 
ployment is  often  intermittent  or  partial.  It  would  be  neither  desirable  nor 
feasible  to  make  adjustments,  or  stops  and  starts,  in  the  health  protection 
of  aged  persons  based  on  gradations  and  other  changes  occurring  from  time 
to  time  in  their  participation  in  employment. 

Attainment  of  age  65  is  believed  by  the  Committee  to  be  the  appro- 
priate point  for  use  in  defining  age  for  purposes  of  eligibility  since  this  line 
of  demarcation  is  one  beyond  which  health  care  costs  normally  rise  sig- 
nificantly and  is  the  age  in  common  usage  under  existing  pension  and  insur- 
ance plans.  Furthermore,  the  fixing  of  a  definite  age  at  which  individuals 
become  eligible  has  the  added  advantage  of  providing  a  further  element  of 
certainty  upon  which  the  planning  of  individuals,  employers,  and  others 
concerned  can  be  firmly  based. 
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These  elements  of  the  stated  principle  impart  to  the  plan  its  funda- 
mental character  as  a  public  insurance  program  under  which  an  individual 
becomes  entitled  to  defined  protection  when  he  becomes  aged  on  the  basis 
of  a  right  arising  from  his  prior  contributions  to  the  plan.  Consequently,  in 
the  years  before  his  retirement  and  throughout  old  age,  he  can  know  that 
he  will  have  the  protection  offered  by  the  public  insurance  plan  and  that  this 
will  not  be  affected  by  where  he  lives  or  by  what  his  circumstances  may  be 
or  may  become  during  his  retirement  years. 

This  will  provide  a  solid  footing  upon  which  the  individual  can  stand 
in  planning  and  managing  his  own  affairs  both  before  and  after  he  becomes 
aged.  It  will  constitute  a  foundation  for  personal  initiative,  strengthening  the 
position  of  the  individual  in  his  effort  to  attain  and  preserve  his  independ- 
ence, and  adding  to  the  effectiveness  of  the  plan  in  the  prevention  of  de- 
pendency. 

The  character  of  the  plan  called  for  by  the  Committee  would  be  such 
that  no  stigma  would  attach  to  the  receipt  of  benefits  under  it  in  the  event 
of  illness.  In  contrast  to  the  welfare  or  relief  approach,  the  public  insurance 
plan  would  involve  no  "means  test".  Obtaining  the  benefits  of  the  plan 
would  not  represent  an  acknowledgement  of  personal  deficiency  or  involve 
the  humiliation  and  shock  of  accepting  and  conceding  to  others  that  one's 
status  has  fallen  to  that  of  dependency.  Instead,  a  public  insurance  plan  of 
the  character  prescribed  would  preserve  the  self-respect  of  aged  persons 
who  obtain  the  benefits  it  provides.  Rather  than  representing  public  charity 
or  being  regarded  as  a  "hand-out",  the  protection  and  services  provided 
under  the  plan  would  be  in  the  nature  of  an  "earned  right"  and  the  general 
attitude  characterizing  the  plan  would  be  that  it  is  one  under  which  an  in- 
dividual helps  "pay  his  own  way."  Even  for  those  who  get  a  "bargain" 
under  the  plan,  those  whose  contributions  are  much  less  than  the  value  of 
their  benefits,  the  difference  in  attitude  engendered  is  one  of  fundamental 
social  and  political  significance.  In  designing  the  public  part  of  a  long-range 
program  for  health  care  of  aged  in  our  nation,  these  attributes  are  highly 
important  in  making  it  the  kind  of  program  that  we  should  have  in  America. 

2.  The  long-range  public  plan  should  be  self-financed  by  a  separately 
designated  payroll  tax,  collected  as  a  part  of  the  Social  Security  tax 
and  equally  shared  by  employees  and  their  employers  (or  paid  by  the 
self-employed),  with  the  benefit  level  under  the  plan  tied  to  the  pro- 
ceeds from  this  source.  Contributions  should  be  placed  in  a  special 
trust  fund  committed  to  provide  stipulated  benefits  after  age  65  to 
those  under  the  plan. 

DISCUSSION 

The  Committee  believes  that  the  best  safeguard  for  the  continuing 
stability  and  integrity  of  the  long-range  public  plan  lies  in  making  the  plan 
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self-financing,  linking  benefit  levels  in  a  clear  and  direct  manner  to  the  level 
of  a  separate  tax  levy  supporting  the  plan  and  paid  by  those  who  will  benefit 
under  it.  Not  only  does  this  approach  offer  protection  against  unwarranted 
expansion  under  the  guise  of  "something  for  nothing",  perhaps  motivated  by 
paternalistic  or  political  considerations,  but  also  it  affords  protection  against 
the  perennial  pressures  for  expansion  and  contraction  of  Congressional  ap- 
propriations which  would  jeopardize  the  continuity  or  consistency  if  not  the 
fidelity  of  the  protection  provided  by  the  plan. 

Consistent  with  these  considerations,  a  specially  designated  payroll  tax 
devoted  to  the  support  of  a  special  trust  fund  upon  which  the  plan  is  de- 
pendent for  its  on-going  financial  support  is  called  for  by  the  principle.  The 
special  purpose  and  character  of  the  trust  fund  should  be  made  explicit  in 
the  name  given  to  it.  The  management  of  this  trust  fund  and  the  collection 
of  the  payroll  tax  should  be  in  the  pattern  which  has  proved  to  be  efficient 
and  successful  under  the  Federal  Old  Age,  Survivors,  and  Disability  Insur- 
ance program. 

In  view  of  the  long-term  character  of  a  public  old  age  health  insurance 
plan,  the  level  of  payroll  tax  assessed  for  the  support  should  be  established 
from  the  outset  on  a  basis  consistent  with  actuarial  projections  of  require- 
ments for  fully  financing  the  stipulated  benefits  and  the  necessary  cost  of 
administration.  Provision  should  also  be  made  for  periodic  re-examination 
for  the  purpose  of  determining  changes  in  the  tax  rate  and  wage  base  that 
might  be  required  to  maintain  the  plan  on  a  sound  actuarial  basis.  These 
measures  will  contribute  to  public  recognition  of  the  cost,  specifically  the 
level  of  contributions  required  from  employees  and  employers,  entailed  by 
the  plan.  In  ensuring  such  recognition  and  awareness,  lies  the  best  long-run 
assurance  for  prudent  development  and  operation  of  the  plan. 

In  launching  the  plan,  it  is  important  that  provision  be  made  for  nec- 
essary initial  balances  in  the  special  trust  fund.  This  should  be  accomplished 
in  a  manner  consistent  with  the  integrity  of  the  self-financing  character  of 
the  long-range  plan.  The  alternative  by  which  this  could  be  achieved  are  1) 
setting  the  effective  date  for  starting  contributions  to  the  plan  in  advance 
of  the  effective  date  for  provision  of  benefits,  with  the  interval  being 
determined  by  the  requirement  for  accumulation  of  money  in  the  trust 
fund;  or  2)  providing  for  a  repayable  advance  from  the  Treasury  to  the  trust 
fund,  with  the  tax  schedule  designed  to  provide  a  margin  for  such  repay- 
ment. The  second  alternative  would  permit  the  benefits  under  the  plan  to  be 
provided  at  an  earlier  date,  and  in  view  of  the  pressing  need  of  the  aged 
for  protection  against  illness  costs,  this  alternative  merits  consideration. 
However,  in  view  of  uncertainties  about  the  volume  of  claims  in  the  initial 
period  of  operation,  the  first  alternative  represents  the  preferable  course  if 
the  delay  in  reaching  a  decision  to  establish  the  plan  is  not  unduly  pro- 
longed. 
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3.  The  extent  of  health  insurance  protection  provided  by  the  public  plan 
should  be  designed  to  offset  substantially  the  abnormal  burden  result- 
ing from  greater  use  and  higher  cost  of  health  services  required  in  old 
age,  so  as  to  give  the  aged  a  fair  chance  of  maintaining  their  inde- 
pendence and  providing  for  themselves. 

DISCUSSION 

In  the  context  of  the  aggregate  cost  of  all  the  health  care  required  by 
the  aged  population,  the  question  of  what  proportion  should  be  brought 
within  the  scope  of  a  long-range  public  insurance  plan  is  fundamental  to  the 
planning  of  the  program  and  to  the  philosophy  guiding  its  future  course. 
This  question  is  at  the  root  of  the  uncertainties  on  the  part  of  many  about 
where  the  decision  to  establish  a  program  would  ultimately  lead.  Similarly, 
it  underlies  the  concern  on  the  part  of  some  that  an  initial  step,  irrespective 
of  justification,  might  constitute  an  "opening  wedge"  leaving  no  logical 
stopping  point.  This  question,  and  the  concerns  arising  from  it,  deserve  and 
require  answering. 

The  principle  stated  above  is  believed  by  the  Committee  to  provide 
reasonable  and  feasible  criteria  for  guiding  national  policy  in  setting  appro- 
priate boundaries  for  the  role  of  the  public  insurance  plan  providing  health 
protection  for  the  aged.  Acceptance  of  this  principle  means  that  the  public 
insurance  plan  should  cover  a  part  of  the  health  care  required  by  the  aged 
but  should  not  encompass  the  entire  problem.  The  part  deemed  to  be  within 
the  proper  scope  of  the  plan  is  delimited,  as  a  matter  of  principle,  to  that 
proportion  which  in  the  over-all  will  offset  substantially  the  greater  burden 
of  health  care  costs  falling  on  the  aged  population,  in  comparison  with  the 
rest  of  the  population.  Thus,  the  purpose  and  function  of  the  public  insur- 
ance plan  is  to  narrow  the  problem  facing  the  aged  to  dimensions  that  make 
the  residual  of  the  problem  manageable  by  the  aged  themselves.  This  will 
give  those  in  the  aged  population  a  fair  chance  of  maintaining  their  inde- 
pendence by  providing  for  their  own  needs  through  private  insurance  and 
their  individual  resource,  as  people  under  65  years  of  age  must  do. 

Establishment  of  a  public  insurance  plan  for  health  care  of  the  aged  in 
accordance  with  this  principle  will  retain  an  important  role  for  personal 
intiative  on  the  part  of  individuals  in  meeting  their  health  needs  after  re- 
tirement. Also,  it  will  retain  a  major  role  for  private  health  insurance  in 
providing  protection  needed  by  aged  persons.  Public  assistance  programs, 
particularly  the  Kerr-Mills  programs  for  the  medically  indigent  aged,  will 
continue  to  be  needed  for  supplementation  where  insurance  coverages  are 
inadequate  and  personal  resources  insufficient  to  cover  costs  of  necessary 
health  care.  In  this  capacity,  however,  rather  than  being  used  as  the  basic 
approach  for  dealing  with  the  consequences  of  the  abnormally  high  cost  of 
health  care  for  the  aged  as  a  group,  public  assistance  will  have  the  function 
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of  dealing  with  exceptional  individual  situations  involving  special  hardship, 
which  is  the  function  which  assistance  programs  and  methods  are  appro- 
priately designed  to  perform.  With  the  public  insurance  plan  in  combination 
with  private  insurance  providing  protection  to  prevent  dependency  as  a 
common  occurrence  among  aged  persons  as  result  of  illness  cost,  frequency 
of  resort  to  assistance  would  be  greatly  diminished,  and  administrative 
costs,  case  investigations  and  the  amount  of  public  welfare  expenditures 
required  by  the  aged  would  decline  substantially. 

4.  The  public  plan  should  be  designed  to  encourage  and  facilitate  cover- 
age of  the  aged  under  private  health  insurance  for  additional  protec- 
tion. It  is  essential  that  health  insurance  coverage  provided  under  the 
public  and  private  plans  be  complementary  and  that  the  roles  of  the 
public  and  private  sectors  in  providing  protection  be  mutually  rein- 
forcing. 

DISCUSSION 

The  concept  of  a  dual  approach  involving  both  the  public  and  private 
sectors  of  our  nation  in  providing  the  protection  needed  by  the  aged  carries 
important  implications  for  the  formulation  of  the  public  insurance  plan.  The 
provisions  of  the  legislation  dealing  with  the  public  plan  will,  in  fact,  largely 
determine  the  role  which  private  health  insurance  will  have.  It  will  deter- 
mine whether  these  roles  are  competitive  and  conflicting  or  are  compatible 
and  mutually  reinforcing. 

The  above  principle,  in  calling  for  complementary  roles  for  public  and 
private  insurance  plans,  reflects  the  firm  belief  of  the  Committee  that  there 
will  be  a  continuing  need  for  both  approaches  and  that  by  making  use  of 
the  efforts  and  special  advantages  available  through  each  of  these,  a  more 
effective  and  viable  solution  to  the  over-all  problem  is  attainable.  This  is  in 
opposition  to  the  view  that  the  structuring  of  a  dual  approach  is  a  matter  of 
minor  significance,  tacitly  assuming  transition  to  an  exclusive  public  pro- 
gram providing  for  total  health  care  of  the  aged.  The  projection  of  long- 
term  complementary  roles  for  public  and  private  insurance,  implementing 
the  principle,  is  also  in  contrast  to  the  approach  of  pitting  the  public  and 
private  insurance  plans  in  a  contest  for  survival  in  which  one  or  the  other 
becomes  the  victim  of  adverse  selection  of  risks. 

Application  of  the  principle  would  involve  achieving  compatibility  of 
the  benefit  structure  under  the  public  plan  with  the  additional  protection  by 
private  health  insurance,  so  that  duplication  would  be  avoided  and  pyramid- 
ing of  coverages  would  not  occur  to  produce  a  bonus  to  the  user  of  services 
resulting  from  an  excess  of  benefit  payments  over  the  costs  he  incurred. 
Also  the  principle  implies  that  the  public  insurance  plan  would  be  designed 
so  that  additional  protection  under  private  insurance  would  be  logical  and 
attractive  and  could  be  cleanly  fitted  to  comprise  balanced  protection  with- 
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out  gaps  and  inconsistencies  and  avoiding  incentives  for  faulty  use  of 
health  services. 

The  result  that  is  achieved  in  meeting  the  total  problem  by  this  com- 
plementary dual  approach  clearly  will  be  contingent  upon  the  effectiveness 
of  both  the  public  and  private  actions.  Thus,  designing  the  public  plan  for 
the  aged  so  as  to  facilitate  additional  coverage  of  health  risks  under  private 
insurance  is  seen  to  contribute  to  the  national  objective.  In  this  perspective, 
it  becomes  apparent  that  simplicity  in  the  design  of  the  benefit  structure  of  the 
public  insurance  plan  is  desirable.  An  assortment  of  benefit  alternatives  and 
options  involving  co-insurance  features,  duration  of  services  covered,  and 
variable  deductibles  would  produce  variations  if  not  uncertainties  and  un- 
evenness  in  the  effectiveness  of  the  program.  The  resultant  complexities 
would  tend  not  only  to  create  confusion  among  the  aged  with  respect  to  the 
public  plan,  but  would  affect  understanding  and  acceptance  on  their  part  of 
the  need  for  coverage  under  private  health  insurance  for  additional  pro- 
tection. Moreover,  complexities  in  the  public  plan  would  complicate  the 
integration  with  private  insurance  and  create  administrative  difficulties  add- 
ing to  cost. 

The  matter  of  whether  or  not  a  deductible  provision  should  be  included 
in  the  public  plan  has  a  particular  bearing  on  the  development  of  additional 
protection  under  private  insurance.  There  are  practical  limits  to  the  amount 
of  deductibles  which  can  be  included  in  health  insurance  for  aged  persons 
without  serious  loss  in  the  effectiveness  and  attractiveness  of  the  protection 
available.  To  the  extent  that  deductible  amounts  are  incorporated  in  the 
public  plan,  the  latitude  available  for  inclusion  of  deductible  features  in 
complementary  private  health  insurance  is  correspondingly  reduced.  View- 
ing the  composite  picture  of  health  services  required  by  aged  persons  and, 
in  that  context,  the  combined  effects  achieved  by  public  and  private  insur- 
ance, rather  than  looking  at  the  various  components  separately,  gives  rise  to 
the  question  of  where  the  latitude  for  requiring  out-of-pocket  payment  by 
the  patient  can  be  utilized  most  appropriately  and  effectively.  The  question 
is  especially  pertinent  where  the  use  of  services  under  the  public  plan  is 
necessarily  accompanied  by  use  of  other  services  that  either  are  covered 
under  complementary  private  insurance  or  remain  to  be  borne  by  the  patient 
at  the  time  of  illness.  Although  the  effect  of  deductibles  on  the  utilization  of 
services  is  a  controversial  and  unsettled  point,  there  is  no  dispute  about  the 
reduction  in  the  number  of  claims  when  deductibles  apply  to  services  the 
cost  of  which  is  less  than  the  deductible  amount.  Many  health  services  are 
of  this  nature  and  in  designing  protection  to  cover  them,  the  availability  of 
maximum  latitude  to  private  insurance  for  inclusion  of  deductible  provisions 
can  facilitate  the  development  and  provision  of  insurance  at  lower  rates 
and  on  a  more  attractive  basis  than  otherwise.  The  deductible  should  be 
reserved  for  this  use. 

It  is  important  in  the  planning  of  complementary  public  and  private 
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insurance  that  each  plan  should  take  the  other  into  account.  The  patterns 
of  use  of  the  various  types  of  health  services  are  interrelated.  Considerations 
of  continuity  throughout  various  phases  and  levels  of  care,  requisite  to  its 
effectiveness,  must  be  recognized  in  the  designing  of  protection.  The  com- 
plexity of  the  determinants  of  utilization  and  of  avoiding  improper  use  of 
services,  and  many  other  pertinent  factors,  all  make  the  conclusion  inescap- 
able that  the  success  of  efforts  to  deal  with  one  segment  of  health  care  de- 
pends to  a  significant  degree  upon  the  success  of  other  efforts  in  dealing 
with  the  other  segments.  This  is  seen  to  be  the  ultimate  reality  of  the  matter 
however  segmentation  is  made,  whether  along  the  lines  of  types  of  services, 
of  the  nature  or  cause  of  illness,  of  levels  of  costs,  or  in  other  ways. 

For  example,  the  success  as  well  as  the  cost  of  insurance  for  in-patient 
hospital  services  are  influenced  to  an  important  extent  by  the  effectiveness  of 
other  insurance  in  covering  other  services  such  as  preventive  measures, 
diagnostic  services,  ambulant  patient  services  in  clinics  and  physicians' 
offices,  nursing  home  care,  home  care  and  rehabilitation  services. 

Thus,  the  inherent  characteristics  of  health  care  make  the  principle  of 
having  public  and  private  insurance  plans  complementary  and  mutually 
reinforcing  a  matter  of  fundamental  importance  to  national  policy  on  health 
care  of  the  aged. 

5.  The  benefit  structure  of  the  public  insurance  plan  should  be  focused 
upon  health  services,  the  cost  of  which  tends  to  have  the  greatest  and 
sharpest  impact,  rather  than  upon  services  involving  routine  costs  or 
costs  which  tend  to  fall  in  a  less  concentrated  fashion. 

DISCUSSION 

The  rationale  underlying  this  principle  is  that  the  public  insurance 
plan  and  the  contributions  financing  it  will  be  most  effective  in  preventing 
dependency  of  aged  persons  if  the  benefits  bear  on  the  contingencies  which 
are  most  likely  to  cause  aged  persons  to  lose  their  independence  and  to  be- 
come dependent  upon  other  persons,  charity  or  welfare  measures. 

Although  this  principle  might  conceivably  be  implemented  in  other 
ways,  the  Committee  believes  that  the  best  course  is  to  devote  the  resources 
of  the  public  insurance  plan  essentially  to  meeting  the  cost  of  in-patient 
hospital  service  and  skilled  nursing  home  care.  Hospital  and  nursing  home 
care,  more  than  other  health  services,  frequently  imposes  a  great  financial 
burden  on  aged  persons.  Doctor  bills,  diagnostic  services,  and  drug  costs, 
for  example,  are  more  likely  than  hospital  bills  to  be  spread  over  time.  The 
proposed  concentration  on  institutional  services  would  mean  that  the  public 
insurance  protection  comes  to  bear  in  connection  with  episodes  of  hospital- 
ized illness  and  of  long  term  care,  which,  in  fact,  characteristically  present 
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the  problem  of  major  and  catastrophic  health  costs.  Moreover,  it  is  with 
respect  to  hospital  care  that  the  greatest  difference  exists  between  the  cost 
of  health  services  for  the  aged  as  compared  with  person  under  65  years  old. 

In  defining  the  institutional  services  to  be  covered  by  the  public  in- 
surance plan,  there  are  numerous  substantive  aspects  to  be  dealt  with.  In 
doing  so,  it  is  important  that  recognition  be  given  not  only  to  the  special 
characteristics  of  the  need  for  in-patient  care  among  aged  persons,  but  also 
to  ways  of  dealing  with  this  need  which  will  minimize  costs  and  make  more 
efficient  use  of  limited  health  resources,  consistent  with  medical  judgments 
as  to  the  services  and  level  of  care  required.  The  appropriate  objective  here 
is  that  the  benefit  structure  of  the  plan  should  permit  and  encourage  a 
rational  pattern  of  use  of  in-patient  care. 

The  need  for  inpatient  care  most  often  will  require  admission  to  gen- 
eral or  special  short-term  hospitals.  Admission  to  these  institutions  should 
be  covered  under  the  plan  for  any  type  of  condition  which  the  particular 
institution  accepts  for  treatment,  with  benefits  covering  the  hospital  services 
rendered.  In  recognition  of  the  special  characteristics  of  the  health  problems 
of  aged  persons,  the  maximum  length  of  stay  covered  under  the  public  plan 
for  the  aged  should  be  at  least  as  great  as,  if  not  greater  than,  benefit  levels 
commonly  prevailing  under  health  insurance  among  younger  persons  in  the 
population.  Although  the  duration  of  hospital  benefits  varies  widely  under 
private  group  health  insurance  plans,  several  studies  indicate  that  the  aver- 
age maximum  duration  is  within  the  range  of  70  to  90  days.  In  1961-62, 
the  Bureau  of  Labor  Statistics  found  that  the  number  of  hospital  days 
covered  at  full  rate  was  70  days  or  over  in  more  than  half  of  9 1  selected 
collectively  bargained  plans  studied;  and  in  1962,  the  most  common  hospital 
benefit  provided  by  Blue  Cross  Plans  was  70  full  benefit  days,  according  to 
a  survey  by  the  Department  of  Health,  Education,  and  Welfare. 

Limitations  in  the  benefit  structure  on  the  duration  of  services  to  be 
covered,  however,  cannot  be  looked  to  as  a  device  for  achieving  proper 
utilization  of  institutional  care.  Provision  should  be  made  for  review  of 
utilization  by  medical  staff  committees  of  the  institutions  as  are  recom- 
mended by  national  medical  and  hospital  organizations.  Experience  indicates 
that  a  medical  review  committee  in  each  institution  can  be  an  effective 
influence  in  dealing  with  problems  of  faulty  use  of  service. 

The  need  of  aged  persons  for  admission  to  hospitals  and,  more  fre- 
quently, the  length  of  stay  in  the  hospitals,  can  be  reduced  in  many  instances 
by  appropriate  use  of  skilled  nursing  home  facilities  to  provide  in-patient 
care.  From  this,  substantial  advantages  are  gained  in  terms  of  lower  costs 
and  reductions  in  capital  and  personnel  requirements.  The  advantages 
obtained  affect  not  only  the  program  for  aged  persons  but  the  entire  health 
care  system  of  the  nation.  Moreover,  in  many  instances,  appropriate  use  of 
skilled  nursing  facilities  instead  of  the  general  hospital  can  provide  care 
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better  to  the  needs  of  individual  patients,  particularly  greater  emphasis  upon 
rehabilitation.  Achievement  of  the  objective  of  having  the  right  patient  in 
the  right  level  of  care  at  the  right  time  calls  for  close  and  effective  working 
relationships  between  hospitals  and  skilled  nursing  homes,  to  accomplish 
appropriate  and  timely  interchange  of  patients  and  to  assure  proper  follow- 
up  in  the  nursing  institution  of  regimens  for  patients  who  otherwise  would 
be  retained  in  the  hospital.  Collaborative  arrangements  between  hospitals 
and  skilled  nursing  homes  need  encouragement  and  the  plan  should  provide 
for  this. 

Accordingly,  the  plan  should  call  for  the  progressive  development  of 
affiliations  of  skilled  nursing  homes  with  general  hospitals  at  the  local  com- 
munity level.  These  affiliations  will  provide  continuous  medical  staff  super- 
vision, access  to  management  skills  in  general  hospitals  and  long-term  im- 
provements in  quality  of  care.  Moreover,  these  will  contribute  to  the  devel- 
opment of  effective  utilization  review  plans  and  to  ensuring  that  skilled 
nursing  facilities  are  differentiated  in  character  and  in  use  from  custodial 
homes.  The  benefit  structure  of  the  plan  should  cover  in-patient  care  in 
skilled  nursing  homes  for  patients  who  are  transferred  from  a  hospital, 
with  exceptions  made  to  this  only  where  it  is  found,  upon  review  and  deter- 
mination in  advance  by  qualified  hospital  medical  staff  members,  that  ad- 
mission to  the  hospital  can  be  avoided  by  direct  admission  to  the  skilled 
nursing  home. 

The  benefit  structure  of  the  plan  should  incorporate  a  further  element 
of  institutional  services  which  in  some  instances  would  serve  as  an  alterna- 
tive way  of  meeting  economically  and  effectively  the  needs  of  aged  persons 
for  in-patient  hospital  and  nursing  home  care,  and,  more  frequently,  would 
serve  to  reduce  the  duration  of  their  stay  in  such  institutions.  Specifically, 
it  should  cover  skilled  nursing  services  under  the  supervision  of  a  hospital 
and  related  hospital  services  extended  from  the  institution,  which  are 
rendered  to  the  patient  in  his  home  or  other  place  of  residence.  Likewise, 
hospital  services,  such  as  physical  therapy  and  social  service,  should  be 
covered  when  extended  from  the  hospital  to  the  patient  in  a  skilled  nursing 
home  which  is  without  such  services.  Although  at  the  outset  of  the  plan, 
these  home  health  care  services  would  not  be  widely  available  for  use  in 
lieu  of  in-patient  hospital  or  skilled  nursing  home  care,  it  can  be  expected 
that  provision  for  these  under  the  plan  will  stimulate  their  development. 
Alignment  of  these  services  with  community  hospitals,  we  believe,  will 
accelerate  and  widen  their  availability  beyond  that  otherwise  likely  to 
occur;  and,  at  the  same  time,  it  will  avoid  duplication  in  staffing  and  mini- 
mize the  need  for  personnel  in  short  supply,  such  as  nurses,  physical  thera- 
pists and  medical  social  workers. 

It  is  significant  to  point  out  that  all  of  the  elements  of  institutional  serv- 
ices for  which  coverage  is  proposed  under  the  benefit  structure  of  the  public 
insurance  plan  for  the  aged  in-patient  hospital  services,  skilled  nursing  home 
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care  as  well  as  nursing  and  hospital  services  extended  to  the  patient's  home 
—  would  be  provided  upon  the  direction  of  the  patient's  physician  and,  as 
a  condition  for  coverage  under  the  plan,  would  require  his  order  to  initiate 
their  provision.  Consequently,  all  services  for  which  coverage  is  proposed 
would  be  supportive  of  the  physician's  care  of  the  patient  and  would  be 
under  his  medical  control. 

In  the  context  of  the  dual  public-private  program  for  health  care  of  the 
aged,  assigning  to  the  public  plan  the  role  of  providing  basic  protection 
against  the  cost  of  institutional  services  means  that  the  provision  of  basic 
protection  for  physician  care  and  other  major  components  of  total  health 
services  is  assigned  to  the  private  sector  and  is  to  be  dealt  with  through 
private  health  insurance  or  by  the  individual  directly.  Since  these  services, 
at  least  physicians'  services,  would  necessarily  be  required  in  conjunction 
with  the  services  covered  under  the  public  plan,  and  since  the  individual 
would  remain  responsible  for  financing  them,  there  would  exist  in  all  in- 
stances an  important  element  of  responsibility  on  the  part  of  the  individual 
to  provide  for  his  needs.  Consequently,  deductible  or  co-insurance  features 
in  the  public  plan  would  not  be  required  to  assure  that  the  individual  remains 
responsible  for  paying  a  part  of  the  cost  of  the  health  care  he  obtains.  This 
has  the  further  desirable  effect  of  making  the  benefit  structure  under  the 
public  plan  relatively  simple,  thereby  facilitating  the  development  of  com- 
plementary protection  for  physician  care,  diagnostic  and  other  services 
through  private  insurance. 

A  further  aspect  of  this  approach  is  that  the  proposed  benefit  structure 
would  entail  dealing  with  far  fewer  providers  of  services  under  the  public 
insurance  plan  than  would  be  the  case  with  most  other  formulations  of  ben- 
efit structure.  The  magnitude  of  administrative  functions  in  obtaining  in- 
formation, making  benefit  payments,  and  in  the  general  operation  of  the 
public  plan,  would  be  much  reduced  from  that  which  would  be  entailed  if 
the  plan  covered  such  services  as  physician  care  or  drugs,  or  if  the  bene- 
fits were  of  a  nature  requiring  for  their  administration  direct  contact  with 
and  submissions  from  all  individual  beneficiaries. 

It  is  significant,  also,  that  a  public  plan  focusing  on  institutional  serv- 
ices would  avoid  the  difficulties  that  might  be  anticipated  from  government 
dealing  on  an  extensive  basis  with  professional  fees.  Moreover,  focusing  on 
institutional  services  serves  to  place  the  plan  at  a  desirable  distance  from 
the  patient-physician  relationship  and  from  the  dangers  of  and  resistance 
to  intrusions  into  areas  of  delicate  personal  affairs.  It  is  not  only  appropriate 
but  advantageous  that  in  the  allocations  of  functions  between  the  public 
and  private  sectors,  the  function  of  providing  protection  against  the  cost 
of  physicians'  services  should  be  handled  by  private  health  insurance  on  a 
voluntary  basis  rather  than  under  the  public  insurance  plan. 

A  further  consideration  supporting  the  application  of  the  principle  in 
the  manner  proposed  is  that  the  public  insurance  plan,  in  dealing  with  the 
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cost  of  institutional  services,  would  be  functioning  in  an  area  where  there 
are  well  established  precedents  and  practices  and  where  the  administrative 
functions  lend  themselves  to  techniques  of  standardization  and  centrali- 
zation within  an  area.  As  has  been  widely  demonstrated,  application  of  such 
techniques  under  hospital  insurance  operations  leaves  wide  latitude  for  local 
variations  in  the  substantive  content  and  provision  of  institutional  services 
and  latitude  for  progressive  modifications  in  institutional  services  programs. 
These  conditions  do  not  generally  apply  in  the  area  of  non-institutional 
services.  Coverage  under  insurance  of  medical  and  dental  professional  serv- 
ices in  broad  scope,  of  preventive  services,  drugs  and  other  services  outside 
institutions,  is  in  many  respects  in  a  developmental  phase.  Insurance  for 
these  services  is  characterized  by  a  need  for  experimentation,  for  emergence 
of  new  patterns,  and  for  the  accumulation  of  experience.  Moreover,  the 
area  of  non-institutional  services  contains  a  substantial  component  of 
services  which  are  involved  in  routine  health  care,  or  are  incidental  in  char- 
acter or  amount,  thereby  making  this  area  appropriately  subject  to  tech- 
niques of  private  health  insurance  such  as  major  medical  coverage.  For 
these  reasons,  the  assignment  to  the  private  rather  than  the  public  plan  the 
function  of  developing  and  dealing  with  protection  against  costs  for  non- 
institutional  services  is  deemed  to  be  especially  appropriate. 

In  summary,  it  is  believed  that  a  benefit  structure  under  the  public 
insurance  plan  for  the  aged  along  the  lines  proposed  will  capitalize  on  the 
particular  capacities  and  strengths  of  both  the  public  and  private  sectors 
of  the  nation  and  will  contribute  to  the  accomplishment  and  stability  of  the 
long-range  dual  public-private  program. 

The  proposed  apportionment  of  responsibilities  between  the  public  and 
private  sectors  would  leave  the  largest  segment  of  health  care,  in  terms  of 
proportions  of  aggregate  expenditures  for  health  care  of  the  aged,  the  con- 
tinuing responsibility  of  the  individual  and  open  to  coverage  under  private 
health  insurance  on  a  voluntary  basis.  At  the  same  time,  the  proposed  divi- 
sion would  substantially  accomplish  the  philosophical  objective  set  forth 
in  principle  number  three,  that  of  offsetting  the  differential  in  the  burden 
borne  by  the  aged  as  a  group,  in  comparison  with  the  rest  of  the  population, 
in  meeting  health  care  costs. 

6.  The  public  insurance  plan  for  the  aged  should  fit  into  the  current 
system  of  health  facilities  and  medical  care  in  the  nation,  with  maxi- 
mum free  choice  among  providers  of  services,  and  it  should  contribute 
to  the  improvement  and  expansion  of  needed  health  resources  in  the 
communities  of  the  nation. 

DISCUSSION 

The  basic  concept  underlying  this  principle  is  that  the  system  of  facil- 
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ities  and  personnel  serving  the  general  population,  specifically  the  cur- 
rently existing  system  of  medical  care  in  America,  should  also  serve  the 
aged  population.  This  concept  has  several  attributes  and  implications  which 
are  of  fundamental  significance. 

A  central  implication  is  that  the  operation  of  the  public  plan  should 
involve  purchase  of,  rather  than  provision  of,  the  health  services  which  are 
covered.  This  means  that  instead  of  setting  up  a  system  to  produce  the  serv- 
ices that  are  covered  by  benefit  provision,  the  insurance  plan  should  buy 
these  services,  utilizing  the  basic  system  of  medical  care  in  the  nation  and 
leaving  the  selection  of  where  care  is  to  be  obtained  to  the  free  choice  of  the 
individual  seeking  the  care.  This  approach  of  purchasing  services,  is  in  sharp 
contrast  to  that  which  has  been  followed  in  many  other  instances  in  estab- 
lishing governmental  health  programs,  for  example,  by  the  federal  govern- 
ment in  providing  health  care  to  veterans,  by  state  governments  in  providing 
for  care  of  persons  with  mental  illness  and  tuberculosis,  and  not  infrequently 
by  local  government  in  providing  medical  care  for  indigent  persons.  Similarly 
the  approach  called  for  by  this  principle  is  in  contrast  to  the  creation  of  a 
national  health  service  for  aged  persons,  having  responsibility  and  authority 
for  providing  services  by  means  of  operating  health  facilities  and  employing 
personnel  to  render  the  care  directly  to  beneficiaries. 

The  approach  called  for  by  the  principle  would  keep  the  provision  of 
health  services  for  the  aged  in  the  main  stream  of  the  medical  care  of  the 
total  population.  It  would  not  split  off  health  facilities  and  personnel  to 
serve  aged  persons  from  those  serving  the  total  community.  Nor  would  it 
set  up  separate  patterns  for  obtaining  or  for  delivering  health  care;  rather, 
it  would  avoid  duplicating  facilities  and  services  at  the  community  level. 
The  insurance  plan,  embodying  this  approach,  would,  in  fact,  strengthen 
the  basic  community  structure  of  health  care  resources  by  purchasing  and 
providing  adequate  payment  for  services  obtained  through  this  basic 
structure. 

A  further  significant  advantage  of  this  approach  lies  in  the  fact  that 
for  the  aged  population  it  offers  the  widest  possible  availability  of  the  serv- 
ices covered  by  the  program.  For  the  nation  as  a  whole,  it  minimizes,  through 
common  use  of  health  care  resources  by  aged  and  non-aged  persons,  re- 
quirements for  expensive  resources  which  are  in  short  supply. 

In  essence,  the  principle  reflects  the  fundamental  belief  of  the  Com- 
mittee that  the  American  health  service  establishment  should  be  preserved, 
strengthened  and  used  for  the  aged  along  with  persons  under  age  65,  that 
the  institutional  services  for  aged  covered  by  the  public  insurance  plan  will 
best  be  provided  and  will  improve  most  rapidly  in  an  open  system,  char- 
acterized by  local  autonomy  of  operation  and  control  of  health  care  institu- 
tions and  by  free  choice  of  the  individual  in  obtaining  care.  Accordingly, 
legislation  for  the  public  plan  should  prohibit  interference  in  the  operation 
of  private  agencies  providing  services  to  beneficiaries  under  the  plan. 


35 


In  the  long  run,  the  best  hope  for  the  future  of  health  care  of  the  aged 
population  in  our  nation  lies  in  maintaining  and  strengthening  the  delivery 
of  services  to  the  aged  within  the  main  stream  of  medical  care  for  the  total 
population,  and  by  developing  adequate  insurance  coverage  among  aged 
persons,  assuring  that  they  are  not  disadvantaged  in  sharing  with  others  in 
the  advances  being  made  throughout  the  nation  in  the  quality  and  avail- 
ability of  health  care. 

The  establishment  of  a  public  insurance  plan  for  hospital  and  nursing 
home  care  of  the  aged,  paralleled  by  expanding  private  health  insurance  cov- 
ering other  services,  can  be  expected  to  increase  the  utilization  of  health 
services.  The  aged  will  obtain  needed  health  care  which  otherwise  would  not 
have  been  sought  or  provided.  While  this  will  bring  a  more  equitable  distrib- 
ution of  health  services  in  relation  to  the  health  needs  among  the  age  groups 
in  the  population,  it  will  also  bring  a  need  for  more  health  facilities  and  per- 
sonnel. 

The  need  for  expansion  and  upgrading  of  health  care  resources,  both 
personnel  and  facilities,  is  a  concern  affecting  the  health  care  of  the  total 
population,  not  alone  the  care  of  the  aged.  With  population  increasing,  and 
the  demand  for  health  services  rising  even  more  rapidly,  and  with  the  grow- 
ing complexity  of  modern  medical  care  requiring  a  broadening  array 
of  skills  and  facilities,  the  pressure  on  the  capacity  of  existing  health 
care  resources  to  deliver  needed  services  is  outstripping  the  additions  being 
made  to  that  capacity.  Moreover,  shifts  in  the  allocation  of  health  resources 
and  direction  of  their  expansion  are  required  to  meet  changing  patterns  of 
community  needs,  such  as  the  growing  needs  for  long-term  care  and  rehabil- 
itation services. 

However,  the  Committee  does  not  believe  that  the  public  insurance 
plan  is  the  appropriate  mechanism  for  action  to  increase  the  national  supply 
of  physicians,  nurses,  and  other  health  workers  and  to  meet  the  shortages 
of  facilities.  Although  bearing  importantly  on  improvements  in  the  health 
care  of  the  aged,  such  action  to  be  most  effective  must  be  specially  designed 
and  addressed  to  the  particular  problems  in  expanding  health  manpower 
and  facilities. 

Nevertheless,  the  public  insurance  plan  can  make  an  important  con- 
tribution by  improving  the  ability  of  the  aged  to  pay  for  health  care.  Health 
facilities  and  resources  do  not  come  into  being  or  remain  available  unless 
there  is  the  necessary  financing  to  pay  for  services  and  cover  the  cost  of 
operation.  Just  as  lack  of  such  support  depresses  the  scope  and  standards 
of  services  which  an  institution  is  able  to  provide  and  impedes  its  ability  to 
keep  pace  with  the  expanding  potentials  of  modern  medical  care,  adequate 
financing  for  services  has  the  effect  of  stimulating  expansion  and  improve- 
ment of  services.  Similarly,  in  areas  where  the  prospect  of  insufficient  fin- 
ancial support  for  operation  is  retarding  expansion  of  needed  facilities, 
adequate  payment  for  the  services  covered  by  the  program  will  accelerate 
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the  establishment  of  additional  facilities,  thus  leading  to  improvement  in 
the  distribution  and  availability  of  health  care  facilities  in  the  nation. 

This  factor  is  of  such  import  that,  as  a  matter  of  principle,  the  public 
insurance  plan  should  provide  for  payment  of  the  full  cost  of  rendering  the 
services  covered  by  its  benefit  structure.  Depreciation  of  the  physical  plant 
and  equipment  of  health  care  institutions  should  be  included  as  a  proper 
element  of  these  costs  and  recognition  should  be  given  to  a  continuing  need 
for  modernization. 


7.  A  fundamental  long-range  objective  of  the  public  insurance  plan  for 
the  aged  should  be  progressive  improvement  in  the  quality  of  the  serv- 
ices financed  through  the  plan. 

DISCUSSION 

In  the  legislation  establishing  the  plan,  provisions  for  standards  for  in- 
stitutional services  are  deemed  to  be  essential.  Grounds  for  this  lie  in  safe- 
guarding the  public  interest  in  the  use  under  the  plan  both  of  funds  and 
facilities.  Moreover,  the  need  for  program  standards  is  compelling  as  a 
matter  of  mercy  and  concern  for  the  aged  persons  who  will  require  health 
care  covered  by  the  plan.  Also  it  is  important  as  a  means  of  giving  effective 
encouragement  and  support  to  the  continuous  efforts  of  voluntary  profes- 
sional organizations  and  official  agencies  to  maintain  and  raise  standards  for 
health  care,  efforts  which  are  of  great  value  to  all  groups  in  the  population 
of  the  nation. 

Accordingly,  legislation  establishing  the  plan  should  set  forth  high 
goals  for  the  quality  of  the  care  that  is  to  be  purchased  under  the  plan.  The 
goal  for  quality  of  institutional  services  should  be  in  line  with  standards 
developed  by  voluntary  accrediting  agencies.  The  goal  should  provide  for 
these  standards  to  be  extended  as  may  be  required  to  assure  that  all  the 
services  for  which  the  plan  makes  payment  are  under  proper  professional 
medical  and  nursing  supervision.  Legislative  provisions  establishing  such 
goals  should  be  accompanied  by  further  provisions  setting  out  the  general 
manner  by  which  they  are  to  be  accomplished.  Specifically,  provision  should 
be  made  for  the  goals  to  be  reached  by  a  series  of  steps.  These  should  be  de- 
signed to  allow  reasonable  and  necessary  time  for  institutions  to  meet  high 
standards  where  they  cannot  be  attained  immediately.  Also,  criteria  should 
be  prescribed  for  the  methods  to  be  employed  in  the  application  of  program 
standards,  requiring  that  methods  utilized  serve  purposes  beyond  adminis- 
trative determinations.  Particularly,  they  should  be  designed  to  foster  efforts 
by  institutions  to  achieve  progressive  improvement  and  to  encourage  co- 
operative measures  on  local,  regional  or  state  levels  which  may  help  in 
making  higher  standards  attainable. 
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It  seems  essential,  however,  that  substantial  latitude  be  provided  for 
administrative  implementation  of  legislative  provisions  dealing  with  stand- 
ards. Close  contact  and  rapport  with  the  health  field,  as  well  as  careful, 
competent  judgment  will  be  essential  on  a  continuing  basis  for  effective  im- 
plementation. For  this  reason,  the  legislation  should  provide  that  exercise  of 
administrative  discretion  require  prior  advice  of  the  National  Advisory 
Council  on  Health  Insurance  for  the  Aged,  (see  Section  III  C  for  discussion 
of  the  Council),  particularly  upon  matters  such  as  the  definition  and  phasing 
of  the  steps  by  which  goals  are  translated  into  standards  to  be  required 
under  the  plan  and  upon  the  methods  of  applying  program  standards  and 
determining  that  they  are  met. 

The  propasal  for  legislative  provisions  relating  to  standards  is  based 
upon  several  underlying  considerations,  specifically,  the  established  ap- 
proaches to  standard  setting  in  the  health  field,  some  special  considerations 
pertaining  to  standards  for  skilled  nursing  facilities,  and  the  problem  which 
exists  in  accommodating  to  unevenness  throughout  the  nation  in  the  level 
of  standards  prevailing  at  the  time  the  plan  is  started.  These  considerations 
merit  elaboration. 

At  the  outset,  recognition  must  be  given  to  the  fact  that  hospital  and 
nursing  home  licensure  provisions,  valuable  as  they  are,  tend  to  concentrate 
on  factors  relating  to  the  adequacy  and  safety  of  physical  facilities  and 
would  not  suffice  to  meet  the  concern  for  patient  care  services  under  the 
public  insurance  plan.  Moreover,  it  must  be  recognized  that  in  the  field 
of  institutional  health  care,  voluntary  professional  accrediting  agencies  have 
been  primarily  responsible  for  the  development  of  standards. 

There  is  good  reason  to  believe  that  voluntary  agencies  can  be  expected 
in  the  future,  as  they  have  in  the  past,  to  perform  most  effectively  the  func- 
tion of  standard  setting.  An  important  long-range  consideration  in  this  con- 
nection is  the  need  for  continuing  review  and  modification  of  standards  to 
keep  pace  with  changing  requirements  as  medical  science  and  technology 
advance.  The  advantages  of  a  greater  degree  of  independence  and  flexibility 
obtained  in  voluntary  channels,  as  well  as  the  desirability  of  avoiding  undue 
concentration  of  authority  and  attendant  potential  rigidities,  are  considera- 
tions pointing  conclusively  to  the  use  of  standards  developed  by  voluntary 
professional  agencies  as  a  basis  for  quality  standards  applied  under  the 
public  insurance  plan  for  the  aged. 

Making  clear  in  legislation  the  intent  that  standards  formulated  by 
voluntary  professional  accrediting  agencies  be  utilized  would  serve  to 
provide  for  evolutionary  development  of  program  standards  and  would  also 
help  to  keep  services  rendered  under  the  plan  within  the  framework  of  the 
prevailing  system  of  personal  health  services  in  the  nation,  facilitating  the 
integration  of  care  for  the  aged  with  that  made  available  to  other  population 
groups. 
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In  proceeding  from  this  general  approach  to  a  more  specific  level,  it 
should  be  recognized  that  with  respect  to  hosiptal  care,  standard  setting  by 
a  voluntary  professional  agency,  the  Joint  Commission  on  Hospital  Accred- 
itation, is  well  established,  generally  accepted,  and  notably  successful.  With 
respect  to  nursing  home  care,  however,  no  comparable  pattern  of  standard 
setting  has  as  yet  been  developed  and  widely  applied.  But  this  may  be  ex- 
pected to  emerge  within  the  foreseeable  future. In  anticipation  of  such  de- 
velopment, the  approach  to  standards  in  legislation  establishing  the  plan 
should  be  in  the  same  pattern  for  care  in  nursing  facilities  as  for  hospital 
care  but  with  provision  of  necessary  administrative  discretion  for  selecting 
the  point  of  reference  for  program  standards. 

It  is  deemed  highly  important  that  the  legislative  basis  for  standards 
for  nursing  home  care  under  the  plan  should  clearly  establish  the  intent  to 
exclude  custodial  care  where  skilled  nursing  care  is  not  required  by,  and 
provided  to,  the  patient.  In  the  absence  of  a  clear  position  on  this  point,  it 
can  be  anticipated  that  program  resources  intended  for  health  care  would 
be  diverted  to  other  purposes.  Furthermore,  emphasis  would  be  lost  that 
is  required  for  the  development  of  adequate  facilities  and  institutional  serv- 
ices for  long-term  illness,  and  rehabilitation,  which  not  only  are  the  weakest 
links  in  our  existing  system  of  health  care  but  are  of  critical  pertinence  to 
the  health  needs  of  our  aged  population. 

This  important  consideration,  along  with  the  objective  under  the  plan 
of  meeting  needs  of  the  aged  for  in-patient  care  to  the  extent  medically 
appropriate  through  provision  for  skilled  nursing  home  services,  provides 
strong  grounds  for  including  the  attainment  of  effective  functional  relation- 
ship between  skilled  nursing  homes  and  hospitals  as  an  element  of  the  goals 
set  forth  in  the  basic  legislation  for  the  plan.  Progressive  development  of 
affiliations  to  achieve  this  goal  is  deemed  to  be  important  not  only  in  facil- 
itating timely  transfer  of  patients  but  is  seen  to  have  significant  bearing  upon 
the  improvement  of  the  quality  of  care  for  aged  patients  under  the  plan. 
By  bringing  the  skilled  nursing  facility  increasingly  under  the  influence  of 
the  hospital,  it  can  be  expected  that  the  capabilities  of  skilled  nursing  facil- 
ities in  providing  post-hospital  care  would  be  enhanced  and  that  continuity 
of  care  would  be  promoted.  Thus  the  care  of  patients  would  be  improved 
and  the  extent  to  which  skilled  nursing  home  facilities  are  utilized  in  lieu 
of  more  expensive  hospital  care  would  be  increased. 

The  aspect  which  far  more  than  any  other  is  seen  to  present  difficulty 
in  formulating  a  constructive  yet  feasible  approach  to  standards  under  the 
plan  is  that  of  accommodating  to  the  present  uneven  level  of  institutional 
care.  In  terms  of  both  qualitative  and  quantitative  factors,  such  unevenness 
exists  within,  as  well  as  among  the  various  areas  of  the  nation.  There  is  re- 
latively little  difficulty  in  reaching  the  conclusion,  as  an  abstract  proposition, 
that  there  should  be  quality  standards  in  a  public  program  for  health  care; 
moreover,  the  device  of  utilizing  standards  is  widely  espoused  and  generally 
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accepted  as  an  appropriate  and  effective  means  of  stimulating  and  ensuring 
progress  in  health  care.  Similarly,  there  would  likely  be  relatively  few  re- 
servations about  the  desirability  of  achieving  optimal  functional  relation- 
ships between  the  hospital  and  the  nursing  home.  Nevertheless,  a  seeming 
dilemma  arises  in  reconciling  the  clear  desirability  of  standards  with  the 
reality  that  the  immediate  effect  of  stipulating  such  standards  when  the 
plan  is  established  would  exclude  a  segment  of  existing  health  care  re- 
sources. This  problem  is  most  serious  when  no  alternative  source  of  care 
to  that  which  would  be  sub-standard  and  excluded  is  presently  available 
in  a  local  area.  Reducing  the  level  of  standards  to  be  achieved  under  the 
plan  to  avoid  this  effect  is  no  answer  to  the  dilemma.  It  would  mean  stipu- 
lating standards  which  are  at  or  below  the  lowest  existing  level  of  quality, 
thereby  sacrificing  the  objective  of  raising  the  quality  of  care  and,  in  fact, 
would  be  tantamount  to  having  no  program  standards  at  all. 

It  is  in  recognition  of  this  inherent  problem  that  the  principle  calls 
for  adoption  of  high  standards  as  goals,  with  the  provision  that  their  achieve- 
ment should  be  accomplished  through  progressive  steps  over  sufficient  time 
to  allow  qualitative  and  quantitative  improvement  in  institutional  care, 
thereby  minimizing  the  problem  of  exclusion  of  resources.  The  proposed 
approach  injects  the  factor  of  time  as  the  means  for  resolving  the  dilemma. 

In  addition  to  bridging  the  unevenness  in  standards  prevailing  at  the 
present  time  in  various  areas,  this  approach  could  immediately  influence 
the  development  of  new  facilities  and  programs  for  which  a  "moratorium" 
in  achieving  desirable  standards  would  not  be  deemed  appropriate.  This 
effect  would  be  most  significant  in  connection  with  skilled  nursing  facility 
services.  Only  a  fraction  of  the  facilities  and  services  required  to  meet  needs 
for  long-term  illness  are  now  in  existence;  a  large  portion  of  the  need  for 
such  care  in  the  period  ahead  must  be  met  through  development  of  new 
facilities  and  programs.  The  proposed  approach  would  have  the  effect  of 
discouraging  proliferation  of  sub-standard  nursing  facilities  and  services  and 
would  tend  to  point  the  planning  and  development  of  new  facilities  and  their 
institutional  program  to  the  provision  of  services  of  acceptable  quality. 

For  the  implementation  of  the  proposed  approach  to  standards  under 
the  plan,  it  is  appropriate,  indeed  necessary,  that  a  significant  degree  oi 
administrative  latitude  be  provided.  Such  latitude  would  be  needed  to 
carry  out  legislative  intent  that  program  standards  be  based  upon  and  keep 
pace  with  those  formulated  by  voluntary  professional  groups.  Even  more,  it 
would  be  needed  to  determine  the  steps,  the  timing  and  the  methods  by 
which  the  goals  are  to  be  translated  and  applied  to  services  rendered  by  in- 
stitutions existing  at  the  outset  of  the  plan.  Latitude  for  administrative  deter- 
mination, however,  should  be  within  clearly  prescribed  limits  and  guided  by 
general  criteria  set  forth  in  the  basic  legislation. 

Recognition  and  weighing  of  the  many  complex  considerations  bearing 
on  the  implementation  of  legislative  provisions  as  proposed  would  require 
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widely  informed  and  broadly  based  judgements.  The  exercise  of  administra- 
tive discretion  within  the  latitude  provided  and  also  the  acceptance  of  ad- 
ministrative judgements  would  be  greatly  benefited  if  such  judgements  were 
based  upon  and  suported  by  recommendations  of  a  broadly  representative 
body.  For  this  reason,  the  Advisory  Council  on  Health  Insurance  for  the 
Aged  should  have,  among  other  statutory  duties,  responsibility  for  formu- 
lating recommendations  to  guide  administrative  policies  with  respect  to 
program  standards  within  the  latitude  provided  by  legislation.  In  all  aspects 
of  its  work  on  standards,  the  Council  should  make  the  fullest  possible  use 
of  the  specialized  knowledge  and  experience  of  State  agencies. 

In  summary,  this  proposal  is  designed  to  provide  a  framework  within 
which  feasible  and  effective  steps  would  be  forthcoming  toward  desirable 
goals,  which  would  be  appropriately  established  and  geared  to  keep  pace 
with  changing  conditions  and  developments  in  the  health  field.  The  progres- 
sive improvement  achieved  in  the  quality  of  services  financed  by  the  plan 
for  health  care  of  the  aged  would  contribute  importantly  to  the  elimination 
of  sub-standard  institutional  health  care  not  alone  for  the  aged  but  for  all 
groups  in  the  nation. 

8.  Responsibility  for  the  administration  of  the  public  insurance  plan 
for  the  aged  should  be  assigned  to  the  Secretary  of  Health,  Education, 
and  Welfare,  with  the  assistance  of  an  Advisory  Council  on  Health 
Insurance  for  the  Aged.  In  administering  the  plan,  the  Secretary  should 
be  authorized  to  contract  for  services  of  voluntary  organizations  and 
required  to  invite  proposals  from  such  organizations  for  consideration. 
Direct  administration  of  benefits  should  be  undertaken  by  the  Federal 
Agency  only  if  proposals  from  voluntary  agencies  are  not  adequate. 

DISCUSSION 

This  principle  calls  for  unified  responsibility,  requisite  for  sound  and 
efficient  administration  of  the  plan,  to  be  assigned  to  the  Secretary  of  Health, 
Education,  and  Welfare.  Also  included  in  the  principle  are  two  additional 
elements  which  are  deemed  highly  important  in  view  of  the  nature  of  the 
program  and  the  complexities  surrounding  health  care  and  its  utilization. 

With  the  services  covered  under  the  program  being  provided  through 
the  same  health  facilities  that  serve  other  population  groups,  there  is  special 
need  for,  as  well  as  significant  advantages  to  be  derived  from,  appropriate 
participation  from  the  health  and  health-related  fields  in  the  formulation  of 
administrative  policies  for  carrying  out  the  plan.  For  this  reason,  the  prin- 
ciple calls  for  the  plan  to  be  administered  with  assistance  from  an  Advisory 
Council  on  Health  Insurance  for  the  Aged  (see  Section  III  C  for  discussion 
of  the  Council). 


41 


Consistent  with  the  principle  of  keeping  the  provision  of  health  services 
of  the  aged  in  the  mainstream  of  community  services,  the  basic  legislation 
establishing  the  plan  should  expressly  authorize  the  designation  of  voluntary 
organizations  as  agents  for  the  administration  of  benefits.  Moreover,  it 
should  be  made  mandatory  that  planning  for  the  operation  of  the  plan  in 
the  various  areas  of  the  nation  should  include  exploration  and  compilation 
of  information  on  possibilities  for  utilizing  existing  organizations  that  are 
currently  engaged  in  providing  or  administering  insurance  benefits  for  in- 
stitutional services.  Specifically,  it  should  be  mandatory  that  proposals  from 
such  organizations  be  invited  and  evaluated.  The  criteria  for  such  evaluation 
should  be  developed  with  the  advice  of  the  Advisory  Council  on  Health 
Insurance  for  the  Aged.  Where  it  is  found  that  the  function  of  administer- 
ing or  providing  benefits  in  an  area  can  be  adequately  performed  by  an  ex- 
perienced and  competent  voluntary  organization  interested  in  assuming  the 
function  and  that  the  cost  to  the  plan  would  be  reasonable  in  relation  to  the 
cost  of  direct  administration,  it  should  be  expected  that  the  organization 
would  be  utilized  on  a  contractual  basis  mutually  satisfactory  to  the  parties. 

By  utilizing  existing  voluntary  mechanisms  in  the  many  areas  where  they 
are  highly  developed,  we  believe  the  best  results  will  be  obtained.  The 
process  of  review  and  settlement  of  bills  for  institutional  care  is  a  complex 
and  technical  function,  requiring  not  only  agreements  but  working  relation- 
ships involving  continual  contact  with  the  institutions  rendering  the  services. 
No  agency  of  government  has  the  number  of  experienced  and  competent 
personnel  to  handle  the  volume  of  this  work  entailed  by  the  projected  plan. 
Not  only  would  acquisition  of  the  necessary  staff  require  considerable 
expense  and  time,  but  development  of  such  staff  would  represent  a  duplica- 
tion of  administrative  resources  which  exist  within  one  or  more  voluntary 
organizations  in  most  areas  of  the  nation,  resources  which  have  the  capacity 
and  competence  to  provide  efficiently  the  services  required  in  the  operation 
of  the  plan. 

Furthermore,  in  many  instances  voluntary  organizations  possessing  this 
capability  to  perform  services  have  well-established  and  effective  relation- 
ships with  providers  of  services  which  in  all  likelihood  could  not  be  dupli- 
cated under  direct  administration  by  the  public  plan  of  its  payment  to  in- 
stitutions. These  relationships  would  contribute  significantly  to  the  accept- 
ance and  smooth  functioning  of  the  plan.  Moreover,  the  utilization  of  exist- 
ing channels  would  tend  to  consolidate  the  handling  of  payments  for  care 
rendered  to  the  aged  population  with  that  for  other  population  groups 
covered  under  voluntary  insurance.  This  would  permit  efficiencies  leading  to 
advantages  for  all  groups.  Moreover,  it  would  mean  economies  through 
reduced  billing  and  other  administrative  costs  on  the  part  of  community 
institutions  rendering  services  under  the  plan. 

With  respect  to  the  operational  function  of  eligibility  determination  and 
certification,  it  is  clear  that  direct  public  administration  is  indicated.  Within 
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the  Department  of  Health,  Education,  and  Welfare,  the  Bureau  of  Old-Age 
and  Survivors  Insurance  has  a  nation-wide  network  of  field  offices  and  rep- 
resentatives. The  utilization  of  this  existing  organization  would  provide  the 
most  efficient  means  of  determining  eligibility  and  maintaining  information 
on  the  status  of  eligible  beneficiaries  as  they  move  from  place  to  place 
throughout  the  nation.  The  existing  field  offices  would  provide  accessible 
centers  for  supplying  information  to  beneficiaries.  The  staff  of  this  agency  is 
experienced  and  competent  in  the  performance  of  these  functions.  The  high 
degree  of  efficiency  attained  by  the  Bureau  in  its  operation,  and  its  demon- 
strated ability  in  providing  assistance  and  service  to  aged  beneficiaries  and 
others  concerned,  would  be  highly  advantageous  to  the  plan. 

With  respect  to  the  administration  of  standards  of  care  under  the  plan, 
state  agencies  should  be  utilized  where  they  are  willing  and  able  to  assume 
responsibility  for  the  determination  of  compliance.  It  is  implied  that  pay- 
ment be  made  under  the  plan  to  the  states  to  cover  the  full  cost  of  the  serv- 
ices rendered.  Administrative  planning  and  policy  for  seeking  and  utilizing 
assistance  and  services  from  the  states,  should  be  developed  with  the  advice 
of  the  Advisory  Council  on  Health  Insurance  for  the  Aged. 
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Guiding  Principles  for  the  Long-Range  Program 

B.  Private  Insurance 

1.  As  a  corollary  action  to  the  establishment  in  the  public  sector 
of  a  plan  for  the  aged  limited  to  basic  institutional  services,  na- 
tional policy  should  assign  to  private  insurance  the  complemen- 
tary role  of  establishing  protection  to  cover  other  health  care 
requirements  of  aged  persons. 

DISCUSSION 

National  policy  for  the  solution  of  the  problem  of  health  care  of  the 
aged  must  extend  its  concern  beyond  the  establishment  of  a  public  insurance 
program.  Sensible,  effective  solution  of  the  problem  requires  actions  in  both 
the  public  and  private  sectors  and  requires  that  these  be  mutually  reinforc- 
ing. The  principle  here  calls  for  assignment  of  a  role  to  private  insurance 
which  is  complementary  to,  but  distinct  from  that  which  is  undertaken  in 
the  public  sector.  Both  of  these  aspects  of  the  role  of  private  insurance  are 
of  significance  and  merit  amplification. 

The  conclusion  that  responsibility  for  providing  protection  to  the  aged 
against  costs  of  health  services  should  be  divided  and  defined  in  a  manner 
that  leaves  private  insurance  distinct  from  public  insurance,  is  in  contrast 
to  the  alternative  of  intermixing  responsibilities,  as  under  a  public  subsidy 
of  private  insurance.  Clear  demarcation  of  the  role  of  private  insurance 
will  make  the  dual  approach  a  more  stable  one  and  will  lead  to  a  more  dyna- 
mic and  effective  development  of  the  capacities  of  private  insurance  than 
would  fusing  or  mixing  responsibilities. 

It  is  important,  however,  that  distinctness  of  roles  does  not  mean  that 
sight  is  lost  of  the  objective  that  the  separate  components,  public  and  private 
insurance,  fit  together  to  provide  aged  persons  with  a  total  package  of  pro- 
tection that  is  well  balanced  and  adequate. 

Accordingly,  national  policy  must  take  into  account  the  full  dimension 
of  the  problem  of  health  care  of  the  aged  and  the  total  picture  of  the  health 
services  required;  specifically,  it  must  be  designed  to  lead  to  development  of 
needed  protection  for  health  services  not  covered  by  the  public  plan  to 
coincide  with  that  provided  by  the  public  plan.  Only  through  development 
of  this  coverage  can  serious  deficiencies  be  avoided,  under  which  some 
aspect  of  prevention,  diagnosis  or  treatment  suffers  serious  neglect  that 
could  warp  the  utilization  of  services  and  compromise  the  objective  of 
providing  for  good  health  care. 
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In  sum,  basic  protection  against  the  cost  of  non-institutional  services  is 
just  as  essential  as  the  coverage  of  institutional  services  in  the  over-all  na- 
tional health  program  for  the  aged.  Consistent  with  the  principles  advanced 
by  the  Committee  for  delimiting  the  responsibilities  assigned  to  the  public 
sector,  the  principle  here  calls  for  explicit  and  simultaneous  assignment  of 
responsibility  to  the  private  sector  of  the  essential  function  of  providing 
complementary  protection  covering  non-institutional  care,  to  balance  and 
round  out  health  insurance  for  the  aged  population.  Distinctness  of  respon- 
sibilities would  be  achieved  under  the  proposal  by  looking,  on  the  one  hand, 
to  public  insurance  for  basic  coverage  of  institutional  services  for  the  aged 
and,  on  the  other,  to  private  insurance  for  coverage  of  physician  care,  diag- 
nostic services,  nursing  care  and  other  costs  against  which  protection  is 
needed. 

The  projected  role  of  private  insurance  in  meeting  the  problem  is 
not  subordinate,  fringe,  or  supporting;  rather,  it  is  basic  and  central.  Fulfill- 
ment of  this  role  is  essential  not  alone  to  avoid  improper  use  by  the  aged 
of  institutional  services  covered  under  public  insurance,  but  to  accomplish 
the  solution  of  the  problem  of  health  care  of  the  aged.  The  fact  that  physi- 
cian's care  constitutes  the  foundation  and  fundamental  requisite  for  pre- 
venting, diagnosing,  and  treating  health  problems,  makes  it  doubly  true 
that  complementary  protection  in  the  private  sector  would  be  a  basic  and 
pivotal  element  in  solving  the  problem. 

Confining  the  scope  of  the  public  insurance  plan  for  the  aged  to  basic 
institutional  services  as  proposed  would  in  fact  leave  a  broad  spectrum  of 
health  services,  representing  about  two-thirds  of  the  total  cost  of  health  care, 
to  be  financed  either  through  private  insurance  or  by  the  aged  on  an  out-of- 
pocket  basis.  A  wide  field  would  thus  be  open  for  the  application  of  private 
insurance.  This  extends  beyond  the  various  aspects  of  physician  services 
rendered  in  hospital,  clinic,  office,  or  home  to  encompass  other  services 
such  as  diagnostic  procedures,  nursing,  dentistry,  drugs  and  appliances. 

In  the  provision  of  protection  to  the  aged  population  it  is  highly  im- 
portant that  flexibility  be  preserved  for  experimentation  and  innovation. 
This  is  essential  for  continuing  development  of  the  protection  provided  to 
the  aged  and  for  adaptation  to  changes  in  health  needs  and  medical  practice. 
The  rapid  advance  of  medical  science  and  technology  brings  continuous 
changes  in  the  patterns  and  components  of  health  care.  These  affect  not 
only  the  availablility  and  utilization  of  various  elements  of  health  service 
but  also  standards  of  care  and  concepts  of  need.  The  assignment  of  responsi- 
bility to  the  private  sector  as  proposed  would  capitalize  upon  the  ability  of 
private  insurance  to  make  adjustments  and  shifts  in  emphasis  in  keeping 
pace  with  the  evolving  circumstances  of  health  care. 

Moreover,  the  assignment  of  the  broad  area  to  the  private  sector  affords, 
in  the  opinion  of  the  Committee,  ample  opportunity  for  exercise  of  individ- 
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ual  choice  and  initiative.  The  omission  of  options  in  the  public  portion  of 
the  total  program  does  not  therefore,  preclude  a  large  degree  of  latitude  for 
the  individual  in  determining  for  himself  the  extent  of  protection  which  he 
will  have. 

2.  Private  health  insurance  should  concentrate  primarily  on  cover- 
ing the  major  clusters  of  expense  for  physician  care  and  other  non- 
institutional  services,  so  that,  together  with  the  institutional  care 
covered  by  the  public  plan,  the  aged  will  have  a  well-balanced 
package  of  basic  protection. 

DISCUSSION 

Within  the  broad  spectrum  of  services  and  costs  remaining  outside 
the  public  plan,  private  complementary  protection  for  the  aged  should  be 
designed  so  that  ordinarily  the  individual  is  spared  the  cost  of  catastrophic 
illness  and  is  left  with  costs  that  he  can  manage. 

To  minimize  the  occurrence  of  dependency  among  aged  persons  as  a 
result  of  expenses  encountered  in  obtaining  health  care,  health  insurance 
provided  under  the  dual  public-private  program  must  give  protection  against 
the  large,  concentrated  expenses  that  occur  most  frequently.  This,  the  public 
plan  would  do  in  the  area  of  institutional  services.  The  Committee  believes 
that,  correspondingly,  the  complementary  private  insurance  should  place 
primary  emphasis  on  covering  the  major  clusters  of  expense  for  other 
health  services. 

One  of  these  clusters  can  be  sharply  defined  in  terms  of  services  to 
be  covered,  namely,  surgery  and  other  physician  care  rendered  in  the 
hospital  or  skilled  nursing  home.  Such  medical-surgical  coverage  is,  next 
to  hospitalization,  the  most  common  form  of  health  insurance  in  the 
nation  (although  medical  services  is  nursing  homes  are  rarely  included), 
and  it  is  clearly  a  natural  component  of  basic  private  protection  because 
it  directly  complements  the  hospitalization  benefits  of  the  public  plan. 

Attention  must  also  be  given  to  designing  the  benefits  provided  by  the 
combined  public-private  program  so  as  to  avoid  as  far  as  possible  a  skew- 
ing of  the  demand  for  health  care  services.  A  leading  example  of  the  costly 
use  of  health  care  resources  brought  about  by  the  terms  of  health  insurance 
coverage  is  the  hospitalization  of  patients  for  diagnostic  tests  that  could  be 
adequately  given  on  an  ambulatory  basis.  The  same  thing  may  happen  in 
the  case  of  minor  surgical  procedures  if  only  in-patient  surgery  is  covered. 
The  Committee  believes  therefore,  that  the  basic  complementary  coverage 
under  private  insurance  should  include  benefits  for  diagnostic  procedures 
and  surgery  for  patients  who  are  not  hospitalized. 
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The  costs  for  other  care  by  physicians  and  for  nursing,  drugs,  medical 
supplies,  and  prosthetic  devices  of  various  kinds  accumulate  to  large  propor- 
tions in  many  illnesses  of  the  aged.  Frequently,  such  costs  follow  a  period  of 
hospitalization;  in  other  cases,  no  hospitalization  is  involved.  The  contin- 
gency of  concentration  of  such  costs  cannot  satisfactorily  be  defined  in 
terms  of  services,  diagnoses  or  the  locus  of  care  but  only  as  clusters  or  ac- 
cumulations of  expense  accruing  over  a  time  period.  Private  insurance  has 
developed  "major  medical"  insurance  provisions  which  deal  with  such 
occurrences,  and  the  Committee  recommends  that  there  be  a  major  medical 
component  in  the  complementary  basic  private  plan.  This  would  call  for  a 
deductible  amount  of  expense  before  benefits  were  payable,  a  ceiling  on  the 
total  amount  of  benefits  that  would  be  paid,  and  probably  a  co-insurance 
factor  requiring  the  beneficiary  to  pay  a  part  of  the  covered  costs,  most 
commonly  20% . 

In  designing  complementary  basic  protection  for  the  aged,  the  benefit 
level  established  under  private  insurance  for  the  aged  must  be  relatively 
high  to  accomplish  the  purpose  underlying  the  principle  advanced  by  the 
Committee.  It  must  be  recognized  that  the  limits  on  the  ability  of  the  aged 
to  meet  uninsured  costs  tends  to  be  narrow.  In  addition  to  having  character- 
istically low  incomes,  other  factors,  such  as  the  tendency  for  income  to  be  of 
a  fixed  character  without  prospect  of  future  improvements  in  financial  situa- 
tion to  ease  the  burden  of  indebtedness  incurred  to  bridge  a  period  of  fi- 
nancial stringency,  the  tendencies  for  depletion  of  reserves  to  be  irretrievable, 
and  for  health  care  costs  to  be  progressive  and  accelerative  for  chronic 
conditions  and  long-term  illness,  all  have  the  effect  of  reducing  the  ability 
of  the  aged  to  absorb  the  impact  of  costs  at  the  time  services  are  required. 
If  liquidation  of  assets  which  produce  the  income  they  look  to  for  meeting 
living  costs  or  sacrifice  of  equity  in  their  homes  is  required  to  meet  the  im- 
pact of  illness  costs,  the  objective  of  maintaining  independence  is  not  served. 

These  and  related  considerations  lead  the  Committee  to  conclude  that 
basic  complementary  protection  established  for  the  aged  by  private  insur- 
ance should  be  designed  to  cover  roughly  one-third  of  the  aggregate  amount 
of  health  care  costs  incurred  by  the  aged.  This  proportion  is  approximately 
equal  to  that  which  would  be  covered  under  the  public  insurance  plan  as 
proposed  by  the  Committee. 

There  would  remain,  outside  the  scope  of  basic  protection  provided  by 
the  dual  public-private  health  insurance  program,  roughly  another  third  of 
total  costs  to  be  met  either  by  the  individual  at  the  time  of  receiving  services 
or  by  adidtional  protection  which  he  might  obtain  under  private  insurance. 
By  placing  emphasis  upon  basic  protection,  covering  large,  concentrated 
expenses  that  occur  most  frequently,  as  called  for  by  the  guiding  principles 
advanced  by  the  Committee,  the  residual  third  of  costs  would  in  substantial 
part  consist  of  routine  and  low-cost  items,  the  cost  of  which  would  tend  to 
be  relatively  widely  distributed  and  manageable  by  the  aged.  This  residual 
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third  of  total  health  care  costs,  which  includes  amounts  not  covered  because 
of  deductible  and  co-insurance  provisions  in  complementary  basic  insur- 
ance, would  leave  a  major  element  of  individual  responsibility  for  financing 
services  at  the  time  they  are  received. 

It  is  important  that  the  area  of  costs  above  the  roughly  two-thirds, 
covered  by  basic  protection  under  the  public-private  health  insurance  pro- 
gram, should  remain  open  for  the  development  of  additional  protection 
under  private  insurance.  In  this  area,  it  is  particularly  desirable  that  addi- 
tional insurance  coverage  be  designed  to  minimize  impediments  of  cost  and 
thereby  encourage  individuals  to  place  their  health  problems  under  medical 
treatment  at  an  earlier  rather  than  a  later  point  and  to  maintain  continuity 
and  follow-up  of  medical  management  of  their  health  problems.  This  is 
especially  pertinent  to  coverage  of  physician  visits  for  aged  persons  since 
frequently  their  health  problems  are  of  a  chronic  and  progressive  character 
and  their  financial  circumstances  would  incline  them  to  delay  incurring  ex- 
pense as  long  as  possible.  Additional  protection  which  is  supportive  of 
effective  patient-physician  relationships  would  help  to  avoid  health  loss 
and  to  reduce  needs  for  costly  services  and  facilities. 

However,  some  of  the  costs  in  the  area  outside  the  basic  protection  of 
the  public-private  health  insurance  program  for  the  aged  would  not  be 
insurable,  and  some,  it  would  be  undesirable  to  cover.  It  should  be  recog- 
nized also  that  the  need  for  custodial  and  domiciliary  care,  involving  pro- 
visions for  housing  and  personal  services  for  aged  persons,  is  a  serious  and 
growing  problem  in  the  nation  as  a  consequence  of  the  prolongation  of  life 
and  increasing  inability  of  families  in  the  circumstances  of  urban  life  to 
provide  for  these  needs.  Although  no  attempt  has  been  made  to  define  outer 
limits  for  the  development  and  application  of  private  health  insurance,  the 
Committee  believes  that  the  lack  of  definitions  and  standards  of  practice 
as  a  basis  for  determining  appropriate  responsibilities  with  respect  to  financ- 
ing custodial  care  of  aged  persons  is  a  need  urgently  requiring  joint  attention 
of  public  and  private  health  and  welfare  agencies. 

3.  Basic  complementary  protection  under  private  insurance  should 
be  made  available  to  all  persons  in  the  aged  population  without 
disqualifications,  reductions  in  benefits,  or  increases  in  premiums 
because  of  advanced  age  or  condition  of  health. 

DISCUSSION 

This  principle  is  intended  to  give  emphasis  to  a  point  of  fundamental 
importance  to  the  effectiveness  of  the  private  sector  in  contributing  to  sol- 
ution of  the  problem  of  health  care  of  the  aged.  Although  a  variety  of 
methods  may  be  utilized  by  private  insurance  in  enrolling  aged  persons, 
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sight  must  not  be  lost  of  the  significance  of  availability  of  basic  comple- 
mentary protection  to  all  without  restrictions. 

The  implementation  of  this  principle  requires  broad  pooling  of  risks 
as  a  basic  feature  in  the  provision  of  private  insurance  coverage  to  aged 
persons.  The  essential  attributes  of  the  type  of  risk-spreading  involved  in 
making  protection  available  to  all  without  restriction  are  well  established 
in  the  private  sector  under  "group"  insurance. 

For  example,  customarily  under  group  health  insurance  the  level  of 
protection  established  is  made  available  to  all,  on  common  terms,  and  with- 
out medical  examination  or  other  screening  for  the  purpose  of  excluding  or 
treating  differentially  individuals  to  whom  higher  risk  attaches.  Rather 
than  placing  emphasis  on  selecting  out  of  the  group  only  those  risks  which 
are  deemed  good  or  acceptable,  emphasis  is  on  obtaining  maximum  partici- 
pation and  extending  protection  to  as  many  members  of  the  group  as 
possible. 

Moreover,  under  group  insurance,  the  concern  of  the  insurer  in  the 
on-going  operation  of  the  plan  is  not  focused  on  the  utilization  of  health 
services  by  individual  members  of  the  group,  even  where  benefits  required 
by  an  individual  are  consistently  on  the  high  side;  rather,  the  concern  of 
the  insurer  focuses  on  the  utilization  experience  of  the  group  as  a  whole, 
and  upon  the  adequacy  of  aggregate  premiums  received  from  the  group  in 
relation  to  the  total  benefits  required  by  all  covered  individuals  in  the 
group. 

The  need  for  applying  these  characteristics  to  the  coverage  of  the 
individuals  making  up  the  aged  population  is  apparent,  if  indeed  not  com- 
pelling. Restrictions  on  the  eligibility  of  individuals  for  insurance  protection 
and  other  procedures  for  selection  of  risks,  using  medical  examinations  or 
statements  as  to  health  conditions  for  the  purpose  of  disqualifying  those 
individuals  most  likely  to  require  health  services,  are  seen  to  be  inconsistent 
with  the  projected  assignment  to  the  private  sector  of  responsibility  for  meet- 
ing a  basic  part  of  the  problem  of  health  care  of  the  aged  population.  Simi- 
larly, cancellation  or  reduction  of  protection  on  individuals  who  encounter 
unusually  high,  or  continuing,  or  repeated  requirements  for  services  is  in- 
consistent with  the  objective  in  view. 

These  considerations  are  especially  pertinent  in  dealing  with  protec- 
tion of  aged  persons,  not  only  because  a  large  proportion  have  accumulated 
health  impairments,  but  also  because,  sooner  or  later,  almost  all  such  in- 
dividuals, as  their  age  increases,  will  come  to  be  poor  health  risks  and,  con- 
sequently, would  be  subject  to  restrictions  on  elegibility  for  protection,  or  to 
disqualifications  based  on  an  insurer's  selection  of  risks,  or  even  to  cancella- 
tion of  protection  when  they  need  it  most. 

The  avoidance  of  restrictions  on  elegibility  of  aged  persons  for  basic 
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complementary  protection  is  closely  related  to,  in  fact  intertwined  with, 
two  major  variables,  namely,  the  level  of  enrollment  and  the  rates  charged 
for  protection.  For  example,  with  low  enrollment  it  could  be  expected,  as 
a  result  of  adverse  selection,  that  those  covered  would  tend  to  be  aged  in- 
dividuals representing  poorer  than  average  risks;  hence,  the  pooling  of 
risks  under  the  protection  would  tend  to  be  a  pooling  of  poor  risks.  Con- 
sequently, either  high  rates,  prohibitive  for  many  aged  persons,  would  have 
to  be  charged  for  the  protection  or  restrictions  would  have  to  be  introduced 
to  exclude  poor  risks,  in  order  to  keep  the  cost  of  protection  within  reach 
of  those  for  whom  it  is  intended.  The  spiral  effect  produced  by  the  relation- 
ship of  these  variables  holds  in  both  directions:  if  true  mass  enrollment  can 
be  achieved,  covering  the  great  majority  of  the  aged  under  basic  comple- 
mentary protection  provided  by  private  insurance,  there  will  result  an  auto- 
matic averaging  of  risk.  Under  these  circumstances,  both  individual  under- 
writing or  the  screening  of  applicants  and  the  rates  charged  for  protection 
can  be  minimized.  Moreover,  both  lower  cost  of  protection  and  absence  of 
restrictions  on  eligibility  would  in  turn  tend  to  make  possible  a  higher  level 
of  enrollment. 

This  is  not  to  say,  of  course,  that  aged  persons  could  be  permitted 
complete  latitude  to  obtain  and  drop  their  coverage  at  will;  reinstatements 
of  lapsed  policy  holders  will  have  to  be  subject  to  reasonable  restrictions, 
but  new  applicants  can  be  accepted  as  is  done  under  group  insurance  so 
that  none  will  be  excluded  on  the  basis  of  condition  of  health  or  advanced 
age. 

The  essential  point  which  it  is  important  to  recognize  is  that  absence 
of  restrictions  on  eligibility  of  aged  persons  for  protection,  low  cost  to  the 
aged  of  such  protection,  and  high  level  of  enrollment  in  the  aged  population 
are  factors  which  are  tied  together,  are  mutually  dependent  and  are  rein- 
forcing. The  presence  of  these  factors,  in  combination,  is  seen  by  the  Com- 
mittee to  be  essential  to  the  validity  of  a  plan  of  action  in  the  private  sector 
under  which  private  insurance  is  to  play  a  basic  role  in  meeting  the  problem 
of  health  care  of  the  aged. 

4.  Private  insurance  organizations  should  devote  intensive  efforts 
to  extending  basic  complementary  protection  to  the  aged  popula- 
tion, with  concentration  on  developing  marketing  methods  de- 
signed to  produce  high  volume,  low-cost  mass  coverage. 

DISCUSSION 

Coverage  of  a  great  majority  of  the  aged  for  basic  complementary  pro- 
tection under  private  insurance  is  a  matter  of  fundamental  importance  to 
the  success  of  the  program  proposed  by  the  Committee.  For  private  insur- 
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ance  to  fulfill  a  role  coordinate  with  that  of  the  public  insurance  plan  for 
basic  institutional  services,  thus  rounding  out  and  achieving  balance  in  the 
total  provision  for  the  health  care  of  the  aged,  obviously  requires  enrollment 
of  a  high  proportion  of  the  aged  population. 

There  are  several  factors  which  would  point  to  successful  accomplish- 
ment of  this  by  private  insurance.  The  establishment  of  public  insurance 
covering  basic  institutional  services  would  be  of  great  significance  in  at- 
taining broad  participation  under  private  insurance  offering  other  services. 
Relieved  of  the  responsibility  for  covering  the  heavy  burden  of  expensive 
hospital  and  related  institutional  care,  private  insurance  could  then  provide 
effective  protection  for  aged  persons  at  substantially  reduced  premium 
charges.  Basic  complementary  protection  of  the  character  previously  dis- 
cussed (see  Principle  2  for  Private  Insurance)  could  be  provided  in  most 
areas  of  the  country  for  a  premium  level  of  an  order  of  magnitude  of  $2  to 
$3  a  week  under  conditions  of  high-volume,  low-cost  provision  of  insurance 
coverage. 

The  attractiveness  of  participation  in  such  insurance  would  be  en- 
hanced by  the  fact  that  it  would  offer  better  protection  at  far  lower  cost 
than  ever  before  possible.  With  purchase  of  the  complementary  protection 
which  could  be  made  available  by  private  insurance,  a  relatively  high  level 
of  security  against  illness  costs  would  be  attained.  For  the  children  and 
other  relatives  of  aged  persons,  adequate  protection  for  the  aged  individuals 
in  their  families  would  for  the  first  time,  in  most  instances,  become  a  feasible 
and  attainable  objective.  The  response  to  this  opportunity  could  be  expected 
to  contribute  importantly  to  the  expansion  of  enrollment. 

Since  private  insurance  would  constitute  a  basic  rather  than  a  supple- 
mentary element  of  health  protection  for  aged  individuals,  the  effect  would 
more  likely  be  to  stimulate  interest  in  closing  the  gap  in  protection,  making 
it  comprehensive,  than  to  diminish  interest  in  having  private  insurance.  The 
health  consciousness  of  the  aged,  due  to  their  vulnerability  to,  and  experience 
with  health  care  costs,  could  be  expected  to  accentuate  response  to  the  avail- 
ability of  well  designed  private  health  insurance,  complementary  to  protec- 
tion under  the  public  insurance  plan.  Moreover,  the  fact  that  an  increasing 
number  of  those  reaching  old  age  in  the  future  will  have  been  accustomed 
to  carrying  private  health  insurance  may  be  expected  to  add  to  their  recogni- 
tion of  the  need  for  the  protection  and  their  willingness  to  purchase  it. 

Another  factor  of  importance,  particularly  at  the  outset,  would  be  the 
release  of  substantially  all  of  the  estimated  $475  to  $525  million  in  pur- 
chasing power  now  spent  annually  for  hospital  insurance  coverage  for  the 
aged.  This  would  become  available  for  reallocation  at  the  time  the  proposed 
public  insurance  plan  covering  basic  institutional  services  becomes  effective. 
Consequently,  a  sizable,  immediate  market  for  complementary  private  in- 
surance would  be  created,  giving  impetus  to  the  rapid  development  of  a 
substantial  volume  of  coverage. 
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As  a  result  of  these  and  related  factors,  private  insurance  for  the  aged 
would  be  on  a  new  plateau  upon  which  the  potentialities  for  achieving 
broad  participation  in  the  aged  population  would  be  greatly  enhanced. 

Expanding  private  insurance  coverage  among  the  present  and  future 
aged  nevertheless  presents  a  special  problem  and  should  be  dealt  with  as 
such.  The  difficulties  to  be  overcome  in  extending  complementary  protec- 
tion under  private  health  insurance  to  a  high  proportion  of  the  aged  popula- 
tion should  not  be  minimized.  Factors  such  as  the  wide  dispersion  and  rel- 
atively limited  mobility  and  comparative  isolation  of  many  elderly  people 
make  for  difficulty  in  disseminating  information  and  establishing  contacts 
for  purposes  of  enrollment.  Major  problems  are  encountered  in  communica- 
tion, in  the  use  of  material,  correspondence,  and  other  means  for  inter- 
preting protection  available,  and  for  securing  the  understanding  and  accept- 
ance required  in  the  enrollment  process.  The  past  experience  of  both  non- 
profit and  other  health  insurance  organizations  in  their  efforts  to  enroll  aged 
persons  points  up  these  and  related  problems. 

With  the  aged  scattered  throughout  the  population  in  individual  or 
small  family  units,  only  a  mass  approach  can  achieve  the  lowest  cost  and 
universal  availability.  Both  of  these  objectives  must  be  achieved  if  private 
insurance  is  to  discharge  its  responsibility  in  the  dual  public-private  program 
projected  by  the  Committee. 

In  the  absence  of  special  measures,  experience  shows  that  enrolling 
individuals  and  administering  their  coverage  ordinarily  involves  outlays, 
operating  costs  and  other  expenses  approaching  the  amount  of  benefit  pay- 
ments for  the  health  services  covered.  As  a  result,  the  rates  ordinarily 
charged  for  protection  under  policies  provided  on  an  individual  basis  must 
be  approximately  double  the  amount  of  the  health  care  costs  met  by  the 
insurance.  Obviously,  such  costs  in  providing  protection  would  seriously 
reduce  the  potentialities  of  private  insurance  to  achieve  broad  participation 
among  the  aged.  Consequently,  improved  methods  of  coverage  and  gains 
in  efficiency  through  high  volume  operation  are  seen  to  be  essential  to 
reduce  the  cost  of  complementary  basic  protection  for  the  aged  under  pri- 
vate insurance. 

Concern  that  rates  for  this  private,  basic  insurance  be  as  low  as  pos- 
sible is  accentuated  by  data  on  the  incomes  of  the  aged.  For  those  who  are 
unable,  or  who  fail  to  obtain  private  insurance  for  the  complementary  pro- 
tection they  require,  public  assistance  or  private  charity  would  be  necessary 
to  meet  health  care  costs  incurred  in  excess  of  means.  It  is  clear,  however, 
that  the  proportion  of  the  aged  population  becoming  dependent  upon  wel- 
fare programs  would  be  affected  to  an  important  extent  by  the  level  of  rates 
charged  under  private  insurance  for  complementary  protection. 

For  these  reasons,  special  measures  are  needed  to  maximize  the  effi- 
ciency of  private  insurance  for  the  aged  and  to  permit  the  lowest  possible 
rates. 
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By  capitalizing  on  the  new  and  improved  opportunity  for  expanding 
enrollment  among  the  aged  which  would  exist  with  adoption  of  national 
policy  as  projected,  and  through  imaginative,  intensive  and  concerted  efforts 
of  insurers  organized  for  a  nation-wide  effort,  a  degree  of  recognition  and 
acceptance  under  private  insurance  could  be  achieved  that  would  establish 
such  coverage  as  a  commonplace  necesity  for  aged  persons  in  our  nation. 

5.  Congress  should  take  action  which  would  make  it  possible  for 
insurance  companies  and  non-profit  health  plans  to  join  in  con- 
certed nation-wide  efforts  to  extend  to  the  aged  population  basic 
protection,  complementary  to  that  established  under  the  public 
insurance  plan  for  the  aged. 

DISCUSSION 

This  principle  calls  for  removal  of  impediments  to  the  development  and 
execution  of  a  plan  of  action  in  the  private  sector  which  the  Committee 
believes  to  be  necessary  for  solution  of  the  problem. 

Formidable  difficulties  confront  private  insurance  in  completing  basic 
protection  of  the  aged  on  as  extensive  a  scale  as  is  required  to  meet  the 
problem.  The  importance  and  urgency  as  well  as  the  long  term  significance 
of  successful  accomplishment  by  private  insurance  of  this  assignment  make 
special  measures  and  efforts  necessary.  Specifically,  a  plan  of  action  in- 
volving concerted  efforts  of  insurers,  on  a  broad  front,  through  an  organ- 
ized approach,  is  seen  by  the  Committee  to  be  needed  to  make  complemen- 
tary basic  protection  available  throughout  the  nation  to  all  aged  persons 
without  regard  to  their  health  status,  to  achieve  the  level  of  participation  in 
the  aged  population  necessary  to  overcome  adverse  selection  of  risks,  to 
disseminate  information  widely  and  efficiently  so  as  to  establish  firmly 
public  understanding  and  general  acceptance  of  the  protection,  and  to  de- 
velop the  large  volume  and  standardization  of  operation  needed  for  effi- 
ciency and  provision  of  basic  protection  at  low  cost.  In  short,  the  character 
of  the  problem  requires  planning  and  large  scale  organized  effort  on  a 
nation-wide  basis  in  the  private  sector  as  well  as  in  the  public  sector. 

Legislation  enacted  by  Congress  establishing  the  public  insurance 
plan  for  the  aged  should  at  the  same  time  clear  the  way  for  and  encourage 
development  of  nation-wide  action  in  the  private  sector  to  provide  basic 
protection  complementary  to  that  established  under  the  public  plan.  The 
action  by  Congress  should  include  1)  removal  of  legal  obstacles  to  con- 
certed activities  on  the  part  of  private  insurance  organizations  in  formulat- 
ing and  carrying  out  an  organized  plan  of  action,  2)  provision  for  official 
public  endorsement  for  complementary  basic  protection  offered  under  such 
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plans,  and  3)  exemption  from  State  taxes  on  premiums  paid  for  protection 
bearing  such  endorsement. 

The  basic  legal  obstacles  standing  in  the  way  of  organized  concerted 
efforts  by  insurers  in  the  private  sector  for  accomplishing  the  purpose  in 
view  arise  from  anti-trust  laws  at  the  federal  level  or  from  anti-compact  or 
anti-discrimination  laws  at  the  state  level.  The  various  essential  elements 
of  an  effective  organized  plan  —  agreement  among  large  numbers  of  private 
insurers  as  to  a  uniform  basic  coverage  to  be  provided  aged  persons  at  a 
uniform  rate,  pooling  of  losses  made  necessary  by  acceptance  of  all  appli- 
cants without  underwriting  selection,  and  expense  provisions  lower  than 
regular  insured  business  —  all  pose  problems  under  these  laws.  The  Com- 
mittee is  advised  that  insurance  comes  within  the  federal  sphere  as  essential- 
ly interstate  commerce.  It  is  therefore  within  the  power  of  the  Congress  to 
pass  enabling  legislation  for  the  organization  of  concerted  efforts  on  a  broad 
scale  in  the  private  sector,  permitting  nation-wide  approach  to  extension  of 
complementary  basic  protection  to  the  aged  population. 

It  is  pertinent  to  point  out  that  there  is  impressive  evidence  of  growing 
acceptance  in  the  private  sector  of  the  need  for  voluntary  insurance  organi- 
zations to  join  forces  to  be  most  effective  in  reaching  and  enrolling  the 
aged  and  in  efficiently  meeting  their  needs  for  health  protection.  The  State 
65  Plans  which  have  been  established  within  the  last  two  and  a  half  years 
in  the  states  of  Connecticut,  Massachusetts,  and  New  York  provide  not 
only  precedent  for,  but  substantial  evidence  of  advantages  obtainable  from 
organized,  concerted  efforts  in  the  private  sector.  But  the  full  potentialities 
of  this  approach  remain  to  be  realized  through  development  on  a  broader 
basis,  and  under  conditions  where  premium  rates  could  be  much  less 
than  the  amount  charged  under  the  demonstration  programs,  which  could 
result  from  the  division  between  the  private  and  public  sectors  of  responsi- 
bility for  providing  basic  benefit  coverage  and  from  increased  volume  and 
greater  efficiency  attainable  on  a  nation-wide  basis. 

It  is  important  to  point  out  also  that  organized  undertakings  to  ex- 
tend complementary  basic  protection  to  the  aged  population  through  joint 
efforts  of  private  insurance  organizations  should  not,  and  need  not,  mean 
foreclosing  "elbow-room"  for  additional  efforts,  continued  experimentation, 
and  still  further  innovations  in  the  private  sector.  In  fact,  such  organized 
voluntary  plans  should  be  devised  so  as  to  provide  a  base  to  which  addi- 
tional benefit  features  could  be  attached,  permitting  local  and  individual 
variation  and  facilitating  experimentation  with  new  benefits.  This  will 
provide  options  which  participants  in  a  basic  plan  may  purchase  in  order 
to  extend  their  protection  to  the  extent  they  choose  to  do  so.  It  must  be 
recognized  that  uniformity  in  the  complementary  basic  protection  has  signi- 
ficant advantages  in  facilitating  promotion  and  enrollment,  and  adminis- 
trative efficiencies.  But  development  in  the  private  sector  of  large  volume, 
standardized  coverage  of  the  aged  for  complementary  basic  protection 
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should  leave  clear  the  opportunity  for  participating  insurance  organizations 
to  extend  and  go  beyond  the  complementary  basic  protection  by  covering 
any  and  all  additional  services  that  it  may  be  possible  to  include. 

It  is  deemed  important  that  participation  of  private  insurance  organi- 
zations in  organized  plans  of  the  character  visualized  should  be  on  a  volun- 
tary basis,  so  as  to  preserve  appropriate  leeway  in  the  private  sector  against 
rigidities  of  an  industry-wide  structure.  Moreover,  to  avoid  loss  of  identity 
on  the  part  of  the  various  health  insurance  organizations  in  the  private 
sector,  many  of  which  are  non-profit  in  character,  the  enrollment  of  and 
issuance  of  protection  to  aged  persons  and  the  administration  of  the  cover- 
age provided  could  remain  functions  of  the  insurers  participating  in  a  plan, 
with  pooling  of  risks  being  accomplished  through  a  structure  representing  a 
combination  of  the  participating  insurers. 

Action  by  Congress  called  for  by  the  principle  should  make  provision 
for  official  public  endorsement  of  private  insurance  for  aged  persons  under 
the  approach  permitted  and  encouraged  by  the  legislation.  It  is  desirable 
that  this  involve  legal  authorization  for  the  use  of  a  symbol  signifying 
official  public  endorsement  of  a  plan  of  complementary  basic  protection 
for  aged  persons  meeting  specified  conditions  and  appropriate  standards  for 
such  protection.  This  would  not  only  give  tangible  public  recognition  and 
encouragement  to  efforts  in  the  private  sector  pursuant  to  national  policy 
but  it  would  contribute  to  widespread  understanding  and  rapid  acceptance 
among  the  aged  population  of  complementary  basic  protection  under  private 
insurance.  Conditions  required  for  approval  of  a  plan  should  relate  to  ap- 
propriate organizational  aspects  of  the  consortium  of  insurers,  provision 
of  protection  on  a  not  for  profit  basis,  limitations  on  expense  provisions 
allowed  for  inclusion  in  premium  rates,  availability  of  the  coverage  to  aged 
persons  without  underwriting  selection,  and  provision  of  benefits  which  in 
character  and  extent  constitutes  complementary  basic  protection  in  line 
with  national  policy  on  health  care  of  the  aged.  In  the  administrative  ap- 
plication of  these  conditions,  the  advice  of  the  National  Advisory  Council 
on  Health  Insurance  for  the  Aged  (see  Section  III  C.  for  discussion  of  the 
Council)  should  be  obtained.  Recommendation  by  the  Council  would  pro- 
vide an  appropriate  basis  for  official  public  endorsement  and  authorization 
for  use  of  a  symbol  as  proposed. 

To  provide  further  encouragement  and  assistance  to  concerted  efforts 
in  the  private  sector  to  extend  complementary  protection  to  as  many  of  the 
aged  as  possible,  the  legislative  action  by  the  Congress  should  exempt  from 
state  premium  taxes  the  private  insurance  coverage  for  the  aged  bearing  the 
symbol  of  public  endorsement.  This  would,  in  effect,  provide  a  discount  to 
aged  persons  in  obtaining  the  complementary  protection  provided  under 
private  insurance  and  would  aid  in  making  the  rates  charged  for  such  pro- 
tection as  low  as  possible.  Loss  of  revenue  to  the  states  from  taxes  on 
health  insurance  for  the  aged  would  be  more  than  offset  by  reduction  in  state 
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public  assistance  costs  by  virtue  of  wider  coverage  of  aged  persons  under  in- 
surance to  meet  health  care  expenses. 

With  passage  of  legislation  as  called  for  by  the  principle,  the  organiza- 
tion of  efforts  in  the  private  sector  along  the  lines  envisioned  might  be  effec- 
tively acomplished  either  on  a  national  level  or  within  each  of  the  respective 
multi-state  regions  of  the  nation.  The  national  level  would  seem  to  offer 
important  advantages,  particularly  in  terms  of  publicity  and  use  of  mass 
communication  media  to  establish  nationwide  familiarity  and  acceptance 
of  the  voluntary  plan  for  complementary  protection  for  the  aged.  This 
could  be  particularly  effective  at  the  outset  if  tied  to  the  launching  of  the 
public  insurance  program  at  the  national  level.  However,  through  inter- 
regional coordination,  nationwide  efforts  could  be  carried  out  in  a  manner 
that  would  capture  many  of  these  advantages. 

Many  possibilities  exist  with  respect  to  arrangements  for  achieving 
comprehensive,  concentrated  efforts  in  the  private  sector  for  extending  to 
the  aged  population  of  the  nation  the  basic  complementary  health  insurance 
coverage  which  is  seen  to  be  essential  to  the  success  of  national  policy  to 
meet  the  problem  of  health  care  of  the  nation.  The  potentialities  of  such  ar- 
rangements are  deemed  to  be  of  such  importance  that  legislative  action  is 
strongly  urged  to  remove  impediments  to  planning  and  development  along 
the  lines  seen  to  be  needed. 

The  Committee  recognizes  that  the  proposed  plan  of  action  for  private 
insurance  under  this  legislation  goes  well  beyond  any  existing  practice  or 
mechanism  developed  by  voluntary  insurance  in  the  United  States  to  meet  a 
special  social  need.  Its  most  evident  precedent  is  found  in  the  State  "65 
Plans",  which,  as  we  have  already  remarked,  have  been  established  with 
the  same  end  in  view  as  that  which  prompts  this  national  proposal.  We 
can  only  repeat  that  in  our  opinion  only  large-scale,  special,  national  efforts 
on  the  part  of  private  insurance  can  deal  effectively  with  the  present  and 
future  needs  of  the  aged  for  protection  against  the  costs  of  health  care, 
even  with  the  public  insurance  plan,  as  we  recommend,  carrying  a  part  of 
the  responsibility  for  basic  protection  comparable  to  that  assigned  to  pri- 
vate insurance. 

6.  To  increase  the  proportion  of  the  aged  covered  in  the  future 
under  complementary  protection,  private  insurance  organizations 
should  develop  methods  for  prepaying  during  the  years  of  active 
employment  the  cost  of  health  insurance  in  old  age.  Employed 
groups  also  should  be  encouraged  to  continue  retirees  under 
group  insurance  plans. 

DISCUSSION 

The  potential  for  coverage  under  private  complementary  protection 
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of  persons  retiring  in  the  future  can  be  greatly  increased  through  the  develop- 
ment of  arrangements  for  advance  payment  prior  to  retirement. 

In  essence,  this  approach  calls  for  the  method  of  financing  used  by 
private  pension  plans  to  be  applied  to  the  provision  of  health  insurance  pro- 
tection after  retirement.  Arrangements  for  "funding"  the  cost  of  such  pro- 
tection would  serve  to  relieve  the  burden  of  paying  for  protection  which 
otherwise  must  be  borne  during  retirement,  a  period  when  income  is  reduced 
and  health  care  expenses  increase.  The  cost  would  be  shifted  to  the  pro- 
ductive period  of  life  and  spread  over  the  span  of  the  working  years  by  set- 
ting aside  funds  when  individuals  are  employed  and  are  better  able  to 
make  provision  for  the  protection  that  will  be  needed. 

With  such  arrangements,  the  complementary  protection  needed  during 
retirement  can  be  provided  under  private  insurance  to  many  who  otherwise 
would  not  be  able  to  bear  the  cost  of  adequate  protection  after  they  become 
aged.  It  is  pertinent  to  point  out  that  the  level  of  outlay  required  to  make 
advance  provision  for  complementary  health  insurance  protection  after 
retirement  would  be  small  in  comparison  with  that  required  to  provide  in- 
come benefits  after  retirement  on  the  scale  generally  prevailing  under  pri- 
vate pension  plans.  If  payments  on  such  policies  were  fixed  as  percentages 
of  pay,  the  amounts  available  at  age  65  would  be  more  in  line  with  the  cost 
of  health  services  at  that  time. 

In  view  of  the  potential  advantages  of  advance  funding  for  the  cost 
of  health  protection  —  whether  in  conjunction  with  private  pension  plans, 
or  as  a  feature  attached  to  group  health  insurance  plans,  or  as  a  separate 
program  —  the  Committee  believes  that  the  cost  of  health  protection  after 
retirement  should  be  financed  in  advance  of  retirement  to  an  increasing 
extent  in  the  future. 

It  is  recognized  that  this  development  will  require  much  ingenuity  on 
the  part  of  insuring  organizations.  Changes  occurring  over  extended  periods 
of  time  in  such  factors  as  the  price  level  of  health  services  and  in  the  tech- 
nology of  medicine,  pose  challenges  requiring  imaginative  approaches  in 
developing  provisions  adaptable  to  changing  conditions.  But  even  where 
it  is  not  possible  to  make  future  commitments  in  terms  of  services,  provi- 
sions for  advance  finding  will  make  funds  available  for  purchase  of  protec- 
tion needed  after  age  65.  Hence,  irrespective  of  changes  in  the  conditions 
of  health  care,  there  are  inherent  advantages  in  advance  provision  before 
retirement  to  defraying  the  cost  of  needed  protection  after  retirement. 

Rapid  development  of  arrangements  under  which  this  advantage  be- 
comes widely  available  is  needed  to  broaden  and  strengthen  the  economic 
base  for  extending  complementary  protection  to  the  aged  population  under 
private  insurance.  In  the  development  of  these  arrangements  and  in  their 
application,  it  is  desirable  not  to  restrict  mobility  of  individuals,  in  terms 
of  changes  in  jobs  and  places  of  residence,  by  the  penalty  of  loss  of  accrued 
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"credits"  toward  insurance  coverage  in  old  age.  Consideration  should  there- 
fore be  given  to  vesting  such  credits  in  the  individual,  so  that  they  would 
accumulate  over  his  working  lifetime. 

An  important  opportunity  for  covering  under  voluntary  health  insur- 
ance an  increasing  proportion  of  persons  retiring  in  the  future  lies  in  at- 
taching the  coverage  needed  after  retirement  to  the  group  plan  under  which 
persons  are  covered  before  retirement.  To  the  retiree,  this  offers  the  ad- 
vantages of  remaining  under  group  insurance.  Even  though  continuation 
may  be  upon  a  modified  basis  with  respect  to  benefits  or  the  extent  or 
amount  of  the  insurance  cost  which  he  bears,  the  economies  inherent  in 
linking  continued  protection  to  the  group  insurance  program  are  significant 
in  relation  to  other  alternatives  available  to  him  after  retirement.  If  the  pro- 
tection after  retirement  is  made  available  on  a  basis  where  the  cost  of  com- 
plementary coverage  for  retirees  is  pooled  with  that  for  younger  persons, 
a  strong  incentive  is  provided  for  persons  who  are  retiring  to  continue  their 
protection. 

In  view  of  the  advantages,  the  growing  trend  to  extend  such  coverage 
should  be  encouraged  and  accelerated.  Arrangements  should  be  broadened 
to  include  all  employees  reaching  retirement  age,  irrespective  of  their 
length  of  service  with  the  employer,  and  should  provide  continued  protec- 
tion for  the  spouse  of  the  retiree.  Moreover,  arrangements  for  extending 
coverage  should  include  reasonable  safeguards  against  discontinuation  of 
protection  during  the  lifetime  of  retirees  as  a  result  of  changes  in  the  group 
insurance  program  which  affect  the  basis  on  which  the  provision  of  pro- 
tection rests. 
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II 
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Guiding  Principles  for  the  Long-Range  Program 

C.  National  Advisory  Council 

A  National  Advisory  Council  on  Health  Insurance  for  the  Aged  should 
be  created  and  charged  with  advising  the  Secretary  in  administering  the 
public  insurance  plan  for  the  aged  and  with  making  periodic  reports  to  the 
Congress  through  the  President  on  the  status,  in  both  the  private  and  public 
sectors,  of  implementation  of  national  policy  for  health  care  of  the  aged. 

DISCUSSION 

This  principle  calls  for  a  strong  advisory  council.  It  would  have  two 
basic  assignments:  1)  participating  in  the  formulation  of  policies  for  admin- 
istering the  public  plan;  and  2)  reviewing  from  the  perspective  of  national 
policy  and  of  the  total  problem,  the  entire  field  of  health  insurance  for  the 
aged,  encompassing  the  dual  public,  private  program. 

Each  of  these  assignments  is  seen  to  be  highly  important  to  successful 
accomplishment  of  the  purposes  of  legislation  on  the  subject  of  health  care 
of  the  aged.  It  is  believed  that  each  of  these  assignments  will  best  be  carried 
out  by  charging  a  single  council  with  both  of  them  because  of  the  nature 
of  the  two  functions  is  such  that  each  one  will  benefit  and  reinforce  the  effec- 
tiveness of  the  other. 

Legislation  establishing  the  National  Advisory  Council  on  Health  In- 
surance for  the  Aged  should  specify  that  the  Council  should  be  broadly 
representative  in  its  composition,  with  its  members  being  appointed  by  the 
President  for  overlapping  terms,  and  with  selection  of  the  chairman  left  to 
the  members  of  the  Council.  To  enable  the  Council  to  discharge  properly  its 
responsibilities,  provision  should  be  made  for  a  small  professional  sec- 
retariat. 

The  Council  should  be  charged  with  providing  advice  to  the  Secretary 
upon  his  request  on  policy  matters  in  the  planning  and  operation  of  the 
public  insurance  plan  for  the  aged.  Moreover,  it  should  be  charged  with 
initiating  at  its  discretion,  recommendations  to  the  Secretary  on  policy 
matters. 

The  Secretary  shoud  be  required  to  consult  regularly  with  the  Council. 
Specifically,  with  respect  to  quality  standards  and  utilization  of  voluntary 
organizations  and  official  state  agencies  as  discussed  under  Principles  7 
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and  8  for  Public  Insurance,  it  should  be  mandatory  that  the  Secretary  seek 
the  advice  and  recommendations  of  the  Council  prior  to  the  establishment 
or  modification  of  policies  on  these  matters. 

In  setting  forth  the  responsibility  of  the  Council  for  preparing  and 
issuing  periodic  reports,  it  should  be  clearly  stipulated  that  such  reports 
should  be  based  upon  review  and  evaluation  of  the  functioning  of  both  pri- 
vate and  public  insurance  for  health  services  for  the  aged,  with  particular 
concern  for  inter-relation  and  coordination  in  developments  and  for  aggre- 
gate effectiveness  in  serving  the  needs  of  the  aged  population.  The  periodic 
reports  of  the  Council  should  include  such  recommendations  as  the  Council 
may  wish  to  make  as  to  desirable  actions  to  be  taken  in  either  the  public 
or  public  sectors  or  in  both.  The  perspective  of  the  Council  in  reviewing 
and  evaluating  from  time  to  time  the  current  status  in  the  nation  of  health 
insurance  for  the  aged  should  be  that  of  broad  and  long  range  objectives  of 
national  policy  and  should  include  recognition  of  changes  and  trends  both 
in  health  care  and  in  the  health  problems  of  aged  persons. 

The  intent  underlying  these  proposals  is  that  the  Council  would  not 
be  a  "window-dressing"  but  that  it  would  have  effective  influence  in  the 
formulation  of  policies  in  the  administration  of  the  public  plan.  By  being 
broadly  representative  in  its  membership  and  by  having  within  its  purview 
the  total  problem  of  health  care  of  the  aged,  it  is  believed  that  the  Council 
not  only  would  contribute  significantly  to  the  success  of  the  public  insurance 
plan  but  beyond  this  would  fulfill  an  important  role  in  furthering  coopera- 
tion and  coordination  between  the  private  and  public  sectors  of  the  nation 
in  accomplishing  the  objectives  of  national  policy. 
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A  Report  to  the  President  on 

Medical  Care  Prices 


By  the  Department  of  Health,  Education, 
and  Welfare 


February  1967 


r 


THE   SECRETARY  OF   HEALTH.  EDUCATION.  AND  WELFARE 
WAS  H I  N  G  TO  N 


February  28,  1967 


MEMORANDUM  FOR  THE  PRESIDENT 


Last  August,  you  asked  me  to  study  the  reasons  behind  the  rapid  rise 
in  the  price  of  medical  care  and  to  offer  recommendations  for  moder- 
ating the  rise.     In  response  to  your  request,  I  am  transmitting 
herewith  a  Report  on  Medical  Care  Prices.    The  Report  was  prepared 
by  Assistant  Secretary  William  Gorham  of  this  Department  with  the 
assistance  and  advice  of  the  Department  of  Labor  and  the  Council  of 
Economic  Advisers. 

Medical  prices  have  been  rising  for  many  years  at  a  rate  substantially 
in  excess  of  the  rise  In  the  general  price  level.    Like  other  prices, 
medical  care  prices  accelerated  in  1966.    The  Bureau  of  Labor  Statistics 
Index  of  Medical  Care  Prices  rose  6.6  per  cent  in  1966.    Hospital  room 
rates  rose  even  more  precipitously. 

The  Report  attributes  these  price  rises  to  the  pressure  of  the  rising 
demand  for  medical  services,  the  relatively  slow  growth  in  the  supply 
of  physicians,  rising  wage  costs  in  hospitals  without  commensurate 
increases  in  productivity,  and  the  increasing  complexity  of  medical 
care  provided  to  the  patient. 

The  Report  holds  out  little  hope  for  an  early  end  to  medical  price 
increases.    Growing  population  and  rising  incomes,  as  well  as  the 
public  commitment  to  assure  adequate  medical  care  for  all  citizens, 
will  continue  to  put  upward  pressure  on  medical  prices. 

Nevertheless,  steps  can  be  taken  to  moderate  the  rise  in  medical  prices 
by  using  medical  resources  more  efficiently.    To  this  end,  the  Report 
recommends : 

1.  The  establishment  of  a  National  Center  for  Health 
Services  Research  and  Development  to  discover  and 
disseminate  new  ways  of  delivering  health  care 
efficiently. 

2.  The  encouragement  of  the  group  practice  of  medicine. 

3.  Strong  Federal  support  for  State  and  area-wide  planning 
for  the  efficient  use  of  health  resources. 


4.  Re- examination  of  the  reimbursement  formulas  under  Medicare 
and  Medicaid  in  an  effort  to  design  formulas  which  increase 
the  incentives  to  health  institutions  to  operate  efficiently. 

5.  The  appointment  of  a  Presidential  commission  to  review 
Federal  programs  of  support  for  health  institutions  with 
an  eye  to  the  efficient  distribution  of  such  institutions. 

6.  Training  and  use  of  physician  assistants  and  other  innova- 
tions in  medical  education  and  the  efficient  use  of  medical 
manpower. 

7.  A  study  of  frequently  prescribed  drugs  to  determine  the 
relative  therapeutic  value  of  brand  name  products  and 
other  drugs  with  the  same  generic  name. 


Implementing  these  recommendations  will  demand  the  concerted  efforts 
of  the  medical  community,  the  insurance  industry,  State,  local,  and 
Federal  officials,  and  concerned  public  groups. 


Secretary 


FOREWORD 


This  Study  represents  the  collective  efforts  of  many  people. 
It  was  prepared  in  my  Office,  under  the  supervision  of 
Alice  M.  Rivlin,  by  Jeffrey  Weiss  and  Douglas  Wilson,  with 
the  assistance  of  Robert  Turtle. 

Substantial  contributions  to  the  data  and  analysis  were 
received  from  the  Bureau  of  Labor  Statistics,  especially 
Arnold  E.  Chase  and  his  staff;  the  Public  Health  Service, 
especially  Agnes  Brewster  and  her  staff;  and  the  Social 
Security  Administration,  especially  Ida  Merriam  and  her  staff. 
Ideas  and  advice  from  the  Council  of  Economic  Advisers,  the 
Department  of  Labor,  the  Department  of  Justice,  and  many  parts 
of  the  Department  of  Health,  Education,  and  Welfare  are 
reflected  in  the  Report. 

Rashi  Fein  of  the  Brookings  Institution  and  several  other 
experts  outside  the  Government  were  extremely  helpful. 


William  Gorham 
Assistant  Secretary 

for  Program  Coordination 
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Part  I.  Summary  and  Recommendations 


Cause  for  Concern 

The  price  of  medical  care  rose  rapidly  in  1966 : 

The  Bureau  of  Labor  Statistics  index  of  medical  care  prices 
rose  6.6  percent. 
The  index  of  hospital  daily  room  rates  went  up  16.5  percent. 
Increases  of  this  magnitude  cause  severe  hardship  to  individuals 
in  need  of  medical  care,  whether  they  pay  the  prices  directly  or  in- 
directly through  higher  insurance  premiums.    Medical  price  increases 
make  Government-financed  medical  care  programs  more  expensive 
for  the  taxpayer. 

There  is  nothing  new  about  rising  medical  prices. 

Since  World  War  II,  medical  prices  have  been  rising  consid- 
erably faster  than  consumer  prices  generally.    But  the  1966 
increases  were  the  largest  in  many  years. 
The  purposes  of  this  report  are  to — 

•  identify  the  causes  of  the  longrun  upward  trend  and  the  recent 
acceleration  in  medical  prices ; 

•  estimate  what  is  likely  to  happen  to  medical  prices  in  the 
future;  and 

•  recommend  Government  actions  to  moderate  the  price  rise  and 
to  encourage  greater  efficiency  in  the  delivery  of  medical  care. 

Why  Doctors'  Fees  Are  Rising 

More  people  are  seeking  doctors'  services  more  often. 

Increases  in  population,  rising  personal  income,  wider  private 
and  public  insurance  coverage,  and  other  factors  contribute  to 
rapid  increases  in  demand  for  physicians'  services. 
The  number  of  active  physicians  is  rising  relatively  slowly. 

Between  1950  and  1965,  the  number  of  family  physicians 
(pediatricians,  internists,  and  general  practitioners)  actually 
declined. 

In  the  face  of  rising  demand  for  their  services,  physicians  have 
been — 

•  seeing  more  patients  per  week;  and 

•  raising  their  fees. 

Physicians'  fees — like  many  other  prices — accelerated  in  1966. 
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The  Bureau  of  Labor  Statistics  index  of  physicians'  fees,  which 
had  been  increasing  less  than  3  percent  per  year  in  the  period 
1960-65,  rose  almost  8  percent  in  1966. 

Much  of  this  increase  was  to  be  expected  in  view  of  the  general 
inflationary  pressures  in  the  economy  this  year.  In  the  past, 
doctors'  fees  have  risen  about  twice  as  fast  as  the  consumer 
price  index.    In  1966,  the  consumer  price  index  rose  3.3  percent. 

There  is  no  evidence  that  medicare  was  a  major  factor  in  the 
rise  in  doctors'  fees. 

Why  Hospital  Charges  Are  Rising 

The  cost  of  providing  hospital  care  is  rising  rapidly. 
Wages,  which  account  for  two-thirds  of  total  hospital  costs,  are 
the  most  important  factor. 

The  wages  of  hospital  employees,  still  low  relative  to  other 
sectors  of  the  economy,  are  rising  more  rapidly  than  other  wages. 

This  increase  in  wages  has  not  been  offset  by  any  measurable 
increase  in  the  "productivity"  of  hospital  employees.   The  num- 
ber of  employees  per  patient  is  rising,  not  falling. 
Nonwages  costs  of  hospitals  are  also  rising,  reflecting  the  growing 
complexity  of  hospital  plant  and  rapid  increases  in  the  specialized  care 
facilities  available  in  hospitals. 
The  1966  acceleration  was  primarily  related  to — 

•  rising  wages  in  a  tight  labor  market ;  and 

•  increases  in  the  prices  of  things  hospitals  buy. 

Although  medicare  raised  hospital  occupancy  rates  in  many  places, 
increased  occupancy  does  not  generally  lead  to  higher  costs  per  patient. 
However,  participation  in  medicare  required  hospitals  to  reexamine 
their  costs  and  charges.  In  the  course  of  this  reexamination,  many 
hospitals  probably  decided  to  increase  their  charges. 

Drug  Prices 

Drugs  contribute  to  the  high  cost  of  medical  care,  although  they  have 
not  contributed  significantly  to  recent  price  increases. 

The  use  of  drugs  is  increasing,  and  many  consumers  ax-e  conscious 
of  an  increased  burden  of  drug  expenditures  not  generally  covered  by 
insurance. 

Drug  prices  are  higher  than  they  would  be  if  there  were  more 
vigorous  price  competition  at  either  the  manufacturing  or  drug  store 
level.  Advertising  costs  are  high. and  doctors  often  prescribe  costly 
brand  name  drugs  when  cheaper  equivalents  are  available. 
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Future  Price  Movements 


Continued  increases  in  the  price  of  medical  care  are  inevitable. 
The  question  is  not  whether  medical  prices  will  rise  in  the  future,  but 
how  fast  they  will  rise. 

Forces  which  have  been  pushing  up  demand  in  the  past — population 
increase,  rising  income,  increasing  insurance  coverage — will  continue 
to  exert  pressure. 

Moreover,  a  new  element  has  been  introduced:  rising  public  convic- 
tion that  excellent  medical  care  should  be  available  to  all  Americans. 
The  passage  of  medicare  and  medicaid  are  evidence  of  this  new 
conviction. 

Charity  medicine  is  being  abandoned  in  favor  of  new  public 
programs  which  give  needy  people  the  resources  to  purchase 
medical  care  from  private  physicians  and  hospitals  on  the  same 
basis  as  more  affluent  citizens. 

These  new  demands  add  to  the  upward  pressure  on  medical  prices. 

There  are  two  means  of  moderating  increases  in  medical  prices : 

•  adding  to  the  supply  of  medical  resources  by  increasing  medical 
facilities  and  training  more  medical  manpower ;  or 

•  increasing  the  efficiency  with  which  medical  resources  are  used. 
Federal  resources  are  devoted  to  a  wide  variety  of  programs  designed 

to  increase  the  supply  of  medical  resources.  The  President  's  Commis- 
sion on  Medical  Manpower  is  reviewing  the  adequacy  of  all  Federal 
programs  affecting  manpower  supply. 

This  report  concentrates  on  steps  that  can  be  taken  to  use  medical 
resources  more  efficiently. 

The  recommendations  which  follow  are  designed  to  increase  the 
effectiveness  of  medical  care  delivery  in  order  to  moderate  future  price 
increases  and  make  it  possible  to  meet  the  rising  demand  for  medical 
care. 

ENCOURAGING  ALTERNATIVES  TO  HOSPITAL 

CARE 

Hospital  services  are  the  most  costly  form  of  medical  care.  The 
average  cost  of  a  day  in  the  hospital  is  about  $45.  To  protect  them- 
selves against  these  high  costs,  most  people  presently  have  hospitali- 
zation insurance. 

Far  fewer  people  have  insurance  which  covers  less  expensive  medical 
care  services,  such  as  care  in  nursing  homes  and  convalescent  hospitals, 
outpatient  care,  or  organized  home  health  services.  Hence,  doctors 
often  put  patients  in  hospitals  for  diagnosis  or  treatment  rather  than 
utilizing  less  expensive  alternative  services  because  a  third  party  will 
pay  the  hospital  bill. 
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Many  people  are  hospitalized  unnecessarily :  some  for  unnecessary 
surgery,  some  for  conditions  which  better  or  more  timely  medical  care 
would  have  prevented,  some  because  they  have  no  other  place  to  go. 
Much  of  the  care  given  in  hospitals  could  be  given  less  expensively 
outside,  but  lower  cost  alternatives  are  unavailable  in  many 
communities. 

Recommendation 

Comprehensive  community  health  care  systems  should  be 
developed,  demonstrated,  and  eval/uated. 
The  Federal  Government  should  take  the  lead  by  creating  a  National 
Center  for  Health  Services  Research  and  Development  in  the  Depart- 
ment of  Health,  Education,  and  Welfare. 

1.  The  center  would  offer  technical  assistance  and  financial  sup- 
port for  the  development  of  model  comprehensive  systems. 

These  model  systems  would  make  available  intensive  care, 
hospital  care,  extended  or  convalescent  care,  nursing  home  care, 
outpatient  care,  and  organized  home  health  services.  Doctors 
would  be  encouraged  to  choose  the  least  costly  appropriate  serv- 
ice for  their  patients. 

The  costs  and  effectiveness  of  such  model  systems  would  be 
evaluated  and  the  results  widely  publicized. 

2.  The  center  would  undertake  research  dealing  with  the  medical 
care  system  and  support  such  research  in  industry,  universities, 
health  services,  institutions,  and  areawide  planning  groups. 

3.  The  center  would  serve  as  a  clearinghouse  for  information  and 
would  disseminate  the  results  of  research  on  medical  care 
delivery. 

4.  The  center  would  support  the  training  of  health  planners,  sys- 
tems analysts,  health  economists,  and  other  specialists  in 
methods  of  improving  the  efficiency  of  health  care  delivery. 

5.  The  center  would  make  the  services  of  such  specialists  avail- 
able for  consultation  with  communities  and  health  institutions 
seeking  to  improve  medical  care  delivery  systems. 

Recommendation 

Group  practive,  especially  prepaid  group  practice,  should  be 
encouraged. 

Groups  of  doctors  practicing  together  can  make  more  efficient  use  of 
equipment,  auxiliary  personnel,  and  consultation  than  doctors  prac- 
ticing alone.  Where  the  patient  has  paid  in  advance  for  comprehen- 
sive medical  care  under  a  group  practice  plan,  less  incentive  exists  to 
use  high-cost  hospital  services  where  lower  cost  alternatives  would 
meet  the  patient's  needs  just  as  well. 
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1.  The  Federal  Government  should  encourage  group  practice  pre- 
payment plans  by  amending  title  XIX  of  the  Social  Security 
Act  to  require  States  to  allow  medical  beneficiaries  to  use  such 
plans. 

2.  The  Department  of  Health,  Education,  and  Welfare  should  en- 
courage the  States  to  use  title  XIX  funds  to  foster  and  extend 
the  group  practice  of  medicine. 

3.  The  National  Center  for  Health  Services  Research  should  pro- 
vide "seed  money"'  to  encourage  incipient  group  practice  pre- 
payment plans  and  to  evaluate  their  ability  to  provide  quality 
care  efficiently. 

4.  The  Department  of  Housing  and  Urban  Development  and  the 
Department  of  Health,  Education,  and  Welfare  should  make 
maximum  use  of  the  Group  Practice  Facilities  Mortgage 
Guarantee  Program. 

Recommendation 

Private  and  public  health  insurance  plans  should  be  broadened 
to  include  more  alternative  types  of  medical  care. 

The  Federal  Government  has  already  taken  major  steps  in  the  di- 
rection of  comprehensive  health  insurance  coverage.  Medicare  bene- 
ficiaries are  covered  not  only  for  hospital  care,  but  for  diagnostic  serv- 
ices in  outpatient  clinics,  stays  in  extended  care  facilities,  and  home 
health  care  services,  as  well  as  physicians'  office  visits.  Title  XIX 
beneficiaries  are  similarly  intended  to  be  the  recipients  of  compre- 
hensive health  care. 

Other  groups  in  the  population  can  be  expected  to  seek  more  com- 
prehensive health  coverage.  This  development  should  be  encouraged 
by  the  carriers,  by  the  States,  and  by  the  Federal  Government. 

•  The  Department  of  Health,  Education,  and  Welfare  should — 
confer  with  representatives  of  the  health  insurance  industry, 
State  officials,  labor,  management,  and  public  representatives  on 
ways  of  moving  toward  more  comprehensive  coverage ; 

•  develop,  with  the  assistance  of  insurance  experts  and  others, 
model  State  laws  to  encourage  or  require  comprehensive  health 
insurance  coverage. 

PLANNING  FOR  HEALTH  FACILITIES  AND 

SERVICES 

Uncoordinated  development  of  health  services  and  facilities  often 
leads  to  costly  duplication  and  underutilization  of  facilities,  as  well 
as  to  serious  gaps  in  the  availability  of  health  services.  Most  com- 
munities have  no  mechanism  for  health  planning.  There  is  nothing 
to  prevent  two  nearby  hospitals  from  installing  the  same  rarely  used 
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special  facility,  the  construction  of  a  hospital  or  nursing  home  in  an 
area  already  well  served,  or  the  perpetuation  of  several  inefficient 
facilities  where  replacement  with  a  modern  health  center  would  be 
preferable. 

The  Comprehensive  Health  Planning  and  Public  Services  Amend- 
ments of  1966  (Public  Law  89-749)  authorized  grants  for  state-  and 
area-wide  planning  for  comprehensive  health  services,  health  man- 
power, and  health  facilities.  In  addition  to  promoting  and  assuring 
the  highest  level  of  health  attainable  for  every  person,  this  planning 
activity  is  intended  to  coordinate  existing  and  planned  health  serv- 
ices, to  reduce  overhead  costs  by  increasing  utilization  rates,  to  prevent 
unnecessary  expansion  of  hospital  beds,  and  to  encourage  expansion 
of  less  costly  services  and  facilities.  It  will  also  encourage  the  devel- 
opment of  needed  facilities  which  are  not  now  available  and  improve 
the  quality  of  medical  care. 

Recommendation 

The  States  should  move  quickly  to  establish  and  support  strong- 
health  planning  agencies  at  the  State  and  local  levels. 

1.  Where  they  have  not  yet  done  so,  State  Governors  should  des- 
ignate a  comprehensive  health  planning  agency  to  carry  out 
the  purposes  of  Public  Law  89-749  and  assure  that  agency 
adequate  powers  and  staff  to  carry  out  its  mission. 

2.  States  should  enact  legislation  providing  for  a  State  system  of 
area  planning  bodies  with  the  power  to  affect  the  rate  of  expan- 
sion of  health  facilities  in  the  community  and  to  set  standards 
of  service. 

These  bodies,  operating  under  the  aegis  of  the  statewide 
planning  agency,  would  have  the  power  to  prohibit  construc- 
tion or  expansion  of  health  facilities  where  such  construction  or 
expansion  conflicted  with  the  development  of  an  efficient  sys- 
tem of  health  care  delivery  for  the  community.  They  should 
have  the  power  to  close  substandard  facilities. 

Recommendation 

The  Federal  Government  should  actively  assist  and  support 
health  planning  at  the  State  and  local  levels. 

1.  The  Federal  Government  should  implement  Public  Law  89-749 
by  providing  funds  to  help  staff  state-  and  area-wide  planning 
agencies. 

2.  The  Surgeon  General  should  review  the  State  plans  submitted 
under  Public  Law  89-749  to  make  sure  maximum  attention  has 
been  given  to  efficiency  in  the  development  and  provision  of 
health  services. 


3.  The  Federal  Government  should  require  that  grants  to  State 
and  local  governments  for  health  purposes  be  spent  in  accord- 
ance with  these  plans  and  should  deny  funds  for  construction 
or  expansion  to  health  institutions  which  refuse  to  comply  with 
the  directions  of  the  State  or  area  planning  agency. 

4.  The  Federal  Government  should  require  that  money  paid  to 
the  providers  of  medicare  services  as  reimbursement  for  depre- 
ciation costs  must  be  held  in  a  separate  account  to  be  used  only 
for  capital  expenditures  consistent  with  the  overall  plan  of  the 
State  or  area  planning  agency. 

5.  The  National  Center  for  Health  Services  Research  and  Devel- 
opment should  evaluate  the  effectiveness  of  area  planning  as  a 
means  of  reducing  medical  costs. 

6.  The  President  should  appoint  a  commission  to  review  all  Fed- 
eral programs  for  the  construction,  expansion,  and  moderni- 
zation of  health  and  medical  facilities  and  to  advise  him  on 
the  future  direction  and  scope  of  such  programs  and  their 
potential  role  in  moderating  the  rising  trend  in  the  cost  of 
medical  care. 

The  expiration  of  'the  Hill-Burton  Act  in  1969  makes  impera- 
tive a  thorough  reexamination  of  Federal  policy  toward  health 
facility  construction,  expansion,  and  modernization. 

The  commission  should  have  all  types  of  medical  facilities 
within  its  purview,  including:  hospitals,  extended  care  facili- 
ties, nursing  homes,  mental  hospitals,  community  mental 
health  centers,  and  neighborhood  health  centers.  It  should 
reexamine  needs  for  these  facilities  and  recommend  a  Federal 
strategy  for  assuring  efficient  distribution  and  utilization  of 
facilities  and  coordination  of  Federal  programs  with  State  and 
local  planning. 

IMPROVING  THE  INTERNAL  EFFICIENCY  OF 
HOSPITALS  AND  OTHER  PROVIDERS  OF 
HEALTH  SERVICES 

At  present,  hospitals  have  inadequate  incentive  to  be  efficient. 
They  are  not  under  strong  pressure  from  patients,  because  a  substan- 
tial part  of  patients'  bills  are  paid  by  third  parties.  Third  parties 
have  usually  reimbursed  hospitals  for  costs  incurred  without  pressing 
for  greater  efficiency.  Hospital  administrators  often  lack  the  train- 
ing required  for  effective  management.  The  medical  staff  of  the 
hospital  often  presses  the  hospital  administrator  and  board  of  trustees 
for  acquisition  of  the  latest  medical  equipment  without  regard  to  the 
cost  implications  involved.  Trustees  are  often  subject,  to  the  pres- 
sures imposed  on  them  by  the  community  and  the  medical  staff. 
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Even  where  the  incentive  does  exist,  initiation  and  application  of 
cost-reducing  innovation  is  often  beyond  the  resources  of  an  individ- 
ual institution. 

Recommendation 

Cost-reducing  methods  of  reorganizing  the  delivery  of  services 
in  hospitals  and  other  providers  of  health  services  should  be  de- 
veloped, demonstrated,  and  implemented. 

1.  The  National  Center  for  Health  Services  Kesearch  and  Devel- 
opment should  support  research  directed  at  improving  the 
internal  operation  of  health  services  facilities  and  disseminate 
the  results  of  its  research  projects.  Special  emphasis  should 
be  placed  upon  the  development  of  new  methods  of  organiza- 
tion and  more  efficient  patterns  of  staffing  in  health  facilities. 

2.  The  center,  in  conjunction  with  area  planning  agencies,  should 
undertake  an  active  program  of  technical  assistance  to  health 
facilities  and  institutions  to  promote  effective  application  and 
implementation  of  cost-reducing  innovations. 

3.  Government  hospitals  and  other  Government  health  facilities 
should  be  used  to  demonstrate  new  methods  of  construction 
and  delivery  of  services. 

4.  Loans  and  grants  should  be  made  available  to  finance  cost- 
reducing  innovations  in  non-Federal  health  institutions  and 
facilities. 

Recommendation 

The  Department  of  Health,  Education,  and  Welfare  should 
review  the  reimbursement  formulas  used  in  medicare  and  medicaid 
in  an  effort  to  find  practical  ways  of  increasing  the  incentives  for 
hospitals  and  other  health  facilities  to  operate  efficiently. 
The  present  medicare  reimbursement  scheme,  based  on  "reasonable 
cost,"  does  not  provide  hospitals  and  other  health  facilities  with  ade- 
quate incentive  to  be  efficient.  The  medicare  and  title  XIX  reimburse- 
ment formulas,  as  well  as  the  reimbursement  formulas  of  some  private 
insurance  plans,  tend  to  maintain  institutions  that  are  inefficient  in 
size,  plant  layout,  and  equipment. 

Two  examples  of  reimbursement  plans  that  might  be  considered  are : 
cost-plus-incentive-fee  approaches  in  which  the  institutions'  demon- 
strated efficiency  would  determine  the  amount  of  an  allowable  growth 
factor;  or  a  fixed-price  approach  in  which  the  institution  prices  its 
services  in  advance  and  then  gains  or  loses  depending  on  its  ability  to 
control  costs.  In  either  case,  detailed  standards  of  service  would  have 
to  be  specified. 
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INCREASING  THE  SUPPLY  AND  IMPROVING 
THE  UTILIZATION  OF  HEALTH  MANPOWER 

This  study  has  not  examined  the  demand  for  or  supply  of  particular 
types  of  health  manpower.  Detailed  recommendations  will  be  made 
by  the  President's  Commission  on  Health  Manpower. 

It  is  clear,  however,  that  the  demand  for  physicians  will  far  outrun 
supply  unless  ways  are  found  to  use  physicians  more  efficiently.  The 
need  is  particularly  acute  in  child  health.  About  15  million  children  in 
low-income  areas  are  receiving  little  care.  With  current  methods  of 
delivery,  providing  comprehensive  care  for  these  children  would  re- 
quire the  services  of  about  15,000  doctors.  However,  many  functions 
now  performed  by  physicians  could  be  performed  just  as  effectively 
by  less-highly  trained  personnel  supervised  by  a  physician.  The  use 
of  physician  assistants  would  reduce  both  the  number  of  additional 
doctors  needed  and  the  costs  of  providing  care. 

Recommendation 

Federally  supported  health  care  programs  should  be  used  to 
train  physician  assistants,  evaluate  their  performance,  and  dis- 
semiante  the  results. 

Large-scale  use  of  assistants  in  actual  care  programs  will  be  neces- 
sary. Training  programs  alone  will  not  suffice,  because  jobs  will  not 
be  available  to  such  medical  personnel  until  their  usefulness  and 
acceptance  by  patients  and  doctors  have  been  demonstrated  on  the  job. 

Legal  obstacles  to  the  employment  of  physician  assistants  should  be 
examined  and  model  State  laws  developed. 

Recommendation 

Federal  funds  available  under  the  Health  Professions  Educa- 
tional Assistance  Amendments  of  1965  should  be  used  to  support 
and  encourage  innovations  in  health  professions'1  education  and 
training  which  promote  the  efficient  practice  of  medicine. 

At  present,  medical  educators  are  considering  a  variety  of  innovative 
changes  in  both  undergraduate  and  graduate  medical  education 
programs.  Although  improvements  in  the  quality  of  medical  schools 
and  teaching  hospitals  are  of  paramount  interest,  the  rising  prices  of 
physicians'  services  can  be  moderated  through  innovations  in  medical 
education  designed  to:  (1)  shorten  the  length  of  training  programs 
without  a  reduction  in  their  quality;  and  (2)  train  physicians  to 
utilize  ancillary  personnel  effectively  and  to  organize  their  own  medical 
practices  efficiently. 
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IMPROVING  THE  KNOWLEDGE  AND  THE  FLOW 
OF  INFORMATION  ON  THE  EFFECTIVENESS 
OF  DRUGS 

Although  drugs  are  not  contributing  significantly  to  the  rising  price 
of  medical  care,  there  is  evidence  that  they  are  higher  than  they  would 
be  if  there  were  more  vigorous  price  competition  in  the  industry  either 
at  the  manufacturing  or  at  the  retail  level,  and  more  knowledge  on  the 
part  of  doctors  about  the  costs  and  effectiveness  of  drugs. 

Recommendation 

The  Department  of  Health,  Education,  and  Welfare  should 
undertake  an  intensive  examination  of  frequently  prescribed 
drugs  to  assess  the  therapeutic  effectiveness  of  brand  name  prod- 
ucts and  their  supposed  generic  equivalents. 
Doctors  often  prescribe  costly  brand  name  products  when  equivalent 
drugs  could  be  made  available  to  the  patient  at  lower  cost  under  the 
generic  name.  Requiring  generic  prescribing  under  Government  pro- 
grams, however,  will  not  be  possible  until  doubts  are  resolved  about 
whether  certain  drugs  with  the  same  generic  name  are  actually  equiva- 
lent in  therapeutic  value. 

Recommendation 

The  Food  and  Drug  Administration  should  provide  doctors 
with  authoritative  information  on  the  efficacy  and  side  effects  of 
all  new  drugs. 

Doctors  get  much  of  their  information  about  the  efficacy  of  drugs 
from  the  manufacturer.  There  exists  no  official  compendium  which 
a  doctor  can  consult  for  information  about  the  efficacy  of  a  drug. 
Preparation  and  distribution  of  such  a  compendium  might  reduce 
advertising  outlays  of  drug  manufacturers.  It  would  make  it  easier 
for  doctors  to  prescribe  the  least  expensive  appropriate  drug  for  their 
patients. 

A  CONTINUING  NATIONAL  EFFORT  TO  IM- 
PROVE THE  EFFICIENCY  OF  MEDICAL  CARE 
DELIVERY 

The  rise  in  medical  prices  is  not  a  temporary  phenomenon.  Upward 
pressure  on  medical  prices  is  likely  to  continue  for  many  years.  Meas- 
ures to  assure  that  all  citizens  receive  good  care  will  increase  that 
pressure.  Their  success  will  depend  in  part  on  a  serious  and  compre- 
hensive national  effort  to  use  medical  resources  efficiently.  The  Fed- 
eral Government  can  contribute  leadership  and  offer  incentives,  but 
it  cannot  make  a  major  impact  on  the  efficiency  of  medical  care  de- 
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livery  without  the  cooperation  of  the  medical  profession,  the  hospital 
industry,  insurance  carriers,  State  and  local  governments,  and  many 
other  public  and  private  groups. 

Recommendation 

The  Department  of  Health,  Education,  and  Welfare  should  call 
a  national  conference  on  medical  costs. 
Leaders  of  the  medical  community  and  concerned  public  representa- 
tives should  be  called  together  to  discuss  implementation  of  the  recom- 
mendations of  this  report  and  cooperative  efforts  to  improve  medical 
care  services  and  control  medical  costs. 

Recommendation 

The  Department  of  Health,  Education,  and  Welfare,  in  coop- 
eration with  the  Department  of  Labor  and  others,  should  continue 
to  monitor  and  attempt  to  explain  medical  price  behavior. 
The  studies  undertaken  for  this  report  revealed  many  gaps  in  our 
knowledge  of  what  has  happened  to  medical  prices  and  what  deter- 
mines their  movement. 

Statistics  on  medical  prices  should  be  improved ;  indexes  of  medical 
productivity  should  be  developed ;  and  the  search  for  an  understanding 
of  the  determinants  of  medical  price  and  cost  behavior  should  be 
pursued. 
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II.  Medical  Care  Price  Trends 


The  Medical  Care  Component  of  the  Consumer  Price  Index 

This  section  examines  the  rise  in  medical  care  prices  through  the 
years  and  in  the  recent  past.  The  main  source  of  information  is  the 
Consumer  Price  Index  (CPI)  prepared  by  the  Bureau  of  Labor  Sta- 
tistics. The  BLS  obtains  prices  on  a  wide  variety  of  items  customarily 
purchased  by  urban  wage  earners  and  clerical  workers,  weighting  these 
items  by  their  importance  in  a  typical  city  worker's  family  budget. 
Among  the  items  for  which  prices  are  obtained  are  several  types  of 
medical  and  surgical  procedures  and  hospital  services,  as  well  as  a 
variety  of  drugs.  These  medical  care  components  of  the  CPI  consti- 
tute the  major  source  of  data  on  medical  care  prices  in  the  United 
States. 

Some  limitations  of  these  data  should  be  borne  in  mind  in  interpret- 
ing their  movements.  First,  there  is  the  quality  problem,  common  to 
all  price  indexes.  A  visit  to  a  doctor,  or  a  day  in  the  hospital  is  not 
a  homogeneous  product.  The  quality  and  effectiveness  of  care  received 
by  a  patient  in  a  day  or  a  visit  varies  tremendously.  Since  the  quality 
and  effectiveness  of  care  are  undoubtedly  rising  over  time,  the  medical 
care  component  of  the  CPI  overstates  the  actual  long-run  increase  in 
medical  care  prices.  Moreover,  the  average  consumer  of  medical  care 
is  not  as  interested  in  the  price  of  a  visit  or  a  hospital  day  as  he  is  in 
the  total  cost  of  an  episode  of  illness.  The  cost  of  a  particular  illness 
may  be  rising  faster  or  slower  than  the  price  index  for  medical  care, 
depending  on  the  amount,  quality,  and  price  of  the  medical  care 
provided. 

Medical  Care  Prices  and  Total  Consumer  Expenditures 

Consumer  expenditures  for  medical  care  reflect  both  the  quantity 
of  care  purchased  and  its  price.  Price  increases  reduce  the  amount 
of  care  that  can  be  purchased  for  a  given  dollar  expenditure. 

In  1950,  consumer  expenditures  on  medical  care  were  4.1  percent 
of  disposable  income.  By  1964,  the  ratio  had  risen  to  5.7  percent. 
Demographic  factors  and  changes  in  consumer  preferences  (in  part, 
the  result  of  the  improved  quality  of  medical  care)  undoubtedly  con- 
tributed to  this  increase.  But  a  major  factor  in  rising  expenditures 
for  medical  care  has  been  the  rise  in  medical  care  prices. 
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If,  in  the  period  1950-64,  the  Medical  Care  Index  had  increased  at 
the  same  rate  as  the  Consumer  Price  Index,  instead  of  over  twice  as 
fast,  the  quantity  of  medical  care  purchased  in  1964  would  have  cost 
$19.7  billion  rather  than  $24.8  billion.  This  would  have  represented 
about  4.5  percent  of  income  after  taxes. 

The  relatively  rapid  rise  in  medical  care  prices  has  resulted  in  an 
increase  in  the  proportion  of  income  devoted  to  medical  care  and  a 
probable  reduction  (over  what  would  otherwise  have  taken  place)  in 
the  quantity  of  care  consumed  by  the  public. 

Trends  in  the  Medical  Care  Price  Index 

Both  the  Consumer  Price  Index  and  its  medical  care  component 
have  been  rising  continuously  for  25  years.  Their  rates  of  increase, 
however,  have  differed.  Since  the  end  of  World  War  II,  medical 
prices  have  been  increasing  considerably  faster  than  consumer  prices 
generally,  as  the  following  decade  figures  show  : 
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Percentage  Increase  in  Components  of  the  Consumer  Price  Index 


Period 

Medical  care 

All  items 

1936  to  1946  

22 

41 

1946  to  1956  

51 

39 

1956  to  1966   -.- 

42 

19 
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Except  for  drugs  and  prescriptions,  the  medical  care  index  is  made 
up  entirely  of  services.  Since  World  War  II,  the  prices  of  services 
have  generally  advanced  more  rapidly  than  the  prices  of  goods.  But 
the  prices  of  medical  care  services  have  risen  even  more  rapidly  than 
those  of  other  services,  especially  in  the  last  10  years. 


Percentage  Increase  in  Service  Components  of  the  Consumer  Price  Index 


Period 

Medical  care 
services 

All  services 

1936  to  1946  

26 
57 
50 

19 
48 
33 

1946  to  1956  

1956  to  1966  

Over  the  two  decades  since  World  War  II  service  prices  in  general 
doubled,  while  medical  service  prices  rose  129  percent. 

Components  of  the  Medical  Care  Price  Index 

Just  as  the  total  Consumer  Price  Index  is  made  up  of  many  goods 
and  services,  so  the  Medical  Care  Index  is  a  composite  of  medical  care 
items  whose  prices  change  at  widely  differing  rates. 

For  example,  there  have  been  wide  disparities  in  price  movements 
among  services  provided  by  different  kinds  of  physicians,  especially 
in  the  recent  period.  In  the  year  ending  in  June  1966,  pediatric  fees 
rose  about  2'/2  times  as  fast  as  obstetric  fees.  Among  hospital  charges, 
the  daily  service  charges  for  hospital  rooms  went  up  7.7  percent;  oper- 
ating room  charges,  6.5  percent;  and  the  charges  for  a  diagnostic 
X-ray  (priced  to  represent  in-hospital  ancillary  services),  only  2.5 
percent  (table  1). 

The  Recent  Acceleration  in  Medical  Care  Prices 

Between  1960  and  1965,  medical  care  prices  rose  fairly  steadily  at 
between  2  and  3  percent  per  year — a  slower  rate  of  increase  than  in  the 
15  years  following  World  War  II.  In  1966,  however,  the  Medical 
Care  Index  increased  6.6  percent — the  largest  annual  increase  in  18 
years. 

An  acceleration  in  medical  prices  occurred  in  the  first  half  of  1966 
and  was  intensified  in  the  second  half,  as  quarterly  figures  clearly 
show  (table  2). 

The  1966  acceleration  affected  both  major  components  of  the  Medical 
Care  Index — hospital  charges  and  physicians'  fees  (table  3).  Phy- 
sicians' fees,  which  had  been  rising  about  3  percent  per  year  in  the 
period  1960-65,  went  up  7.8  percent  in  1966.  This  was  the  biggest 
annual  increase  since  1927  (the  earliest  date  for  which  the  physicians' 
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Table  1. — Medical  Care  Price  Index:  Annual  Percent  Changes  by  Type  of 

Item 


Item 


Year  ending  June  30 


1961 


1962 


1963 


1964 


All  medical  care    

Medical  care  services  

Physicians'  fees      

Family  doctor — office  visits  __  

— house  visits   

Herniorrhaphy,  adult  _. 

Tonsillectomy  and  adenoidectomy  

Obstetrical  cases  

Pediatric  care-office  visits   

Psychiatrist-office  visits   

Hospital  services: 

Daily  service  charges    

Operating  room  charges   

X-ray,  diagnostic,  upper  gastro-intestinal  

Dentists'  fees    

Examination,  prescription,  and  dispensing  of  eye 

glasses     

Routine  lab  tests   _  

Drugs  and  prescriptions   _  

Prescriptions    

Over-the-counter  items    


3.1 


3.8 
2.6 
2.4 
2.8 
NA 
1.9 
2.3 
NA 
NA 

8.2 
NA 
NA 

.2 

3.5 
NA 
-1.1 
-3.5 
NA 


2.8 


3.4 
3.1 
3.3 
3.6 
NA 
2.1 
3.4 
NA 
NA 

6.4 
NA 
NA 

3.0 

1.7 
NA 
-1.5 
-3.9 
NA 


2.4 


3.1 
2.2 
2.5 
2.1 
NA 
2.3 
1.5 
NA 
NA 


NA 
NA 

2.7 

.5 
NA 
-1.3 
-2.8 
NA 


1.8 


2.2 
2.3 
2.4 
2.8 
NA 
2.9 
2.3 
NA 
NA 

4.9 
NA 
NA 

2.3 

1.1 
NA 
-.1 
-1.3 
NA 


Source:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  The  Consumer  Price  Index. 
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fees  index  is  available).  Hospital  daily  charges,  which  had  been 
rising  about  6  percent  per  year  between  1960  and  1965,  went  up  16.5 
percent  in  1966 — the  largest  annual  increase  in  18  years. 

The  rise  in  hospital  daily  charges  was  especially  sharp  in  the  second 
half  of  1966 — 11.5  percent  as  compared  with  4.5  percent  for  the  first 
6  months.  In  contrast,  physicians'  fees  increased  3.8  percent  in  each 
half  of  1966. 

Medical  care  prices  have  been  rising  faster  than  other  prices 
throughout  the  postwar  period.  The  rapid  increase  in  medical  care 
prices  in  1966  is  at  least  partly  a  reflection  of  the  widespread  infla- 
tionary pressures  in  the  economy.  The  rate  of  increase  in  the  Con- 
sumer Price  Index  for  1966  was  3.3  percent — the  largest  in  15  years. 

Table  2. — Consumer  Price  Index:  Quarterly  Percent  Increases 


Quarter 


June-September  

October-December   

1965 

January-March  

April- June    

July- September   

October-December   

1966 

January-March  

April-June   

July-September     

October-December   


Medical  care 
index 

AU  com- 
ponents 

Services 

0.3 

0.5 

.5 

.6 

.9 

1.1 

.7 

.9 

.6 

.6 

.7 

.9 

1.3 

1.6 

1.4 

1.7 

1.9 

2.4 

1.9 

2.2 

Table  3.— Consumer  Price  Index:  Percent  Increases  by  Type  of  Component 


Percent  increase 


Average 
annual 
1960- 
65 


Dec. 
1964- 
Dec. 
1965 


Dec. 
1965- 
Dec. 
1966 


Consumer  Price  Index.. 

AU  medical  care  

Hospital  charges  

Physicians'  lees  

Drugs  and  prescriptions 


1.3 
2.5 
6.3 
2.8 
-.8 


2.0 
2.8 
6.6 
3.8 
0 


3.3 
6.6 
16.6 
7.8 
.2 
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III.  Physicians'  Fees 


About  27  percent  of  the  consumer's  health  dollar,  on  the  average, 
is  spent  for  physicians'  services.  Physicians'  fees  have  been  rising 
for  many  years,  but  the  increase  has  recently  accelerated.  Accord- 
ing to  the  Bureau  of  Labor  Statistics  Index,  physicians'  fees  rose 
7.8  percent  in  1966,  as  compared  with  3.8  percent  for  1965. 

This  section  will  attempt  to  answer  three  questions:  (1)  What  ex- 
plains the  rise  in  physicians'  fees  in  the  last  15  years?  (2)  What  ac- 
counts for  the  recent  accelerations?  (3)  What  is  likely  to  happen 
in  the  future? 

Supply,  Demand,  and  Doctors'  Fees 

A  doctor  is  not  an  ordinary  businessman  and  one  might  question 
whether  the  price  of  his  "product"  is  governed  by  the  laws  of  supply 
and  demand.  Medical  services  are  extremely  personal  in  nature  and 
their  quality  varies  from  physician  to  physician,  from  place  to  place, 
and  from  year  to  year.  Any  price  index,  necessarily  reflects  price 
movements  for  only  one  of  many  possible  sets  of  "physician  visits" 
or  surgical  procedures. 

Moreover,  there  are  strong  traditions  in  medicine  which  affect  phy- 
sicians' price  policy.  Denying  a  patient  necessary  care  because  he 
cannot  pay  the  bill  is  considered  unethical.  Many  physicians  use  a 
sliding  scale  of  fees — charging  patients  according  to  their  ability  to 
pay.  If  an  epidemic  or  disaster  causes  a  temporary  increase  in  the 
demand  for  their  services,  physicians  do  not  ration  their  time  by 
raising  their  fees — they  simply  work  longer  hours  and  postpone  non- 
essential services. 

Nevertheless,  it  is  clear  that  a  substantial  and  sustained  increase  in 
demand  without  a  corresponding  increasing  in  supply  sooner  or  later 
exerts  pressure  on  physicians  which  leads  them  to  raise  their  prices. 
Moreover,  doctors  are  likely  to  be  able  to  raise  fees  by  fairly  large 
amounts  without  losing  many  patients.  The  amount  of  medical  care 
which  patients  seek  is  relatively  insensitive  to  changes  in  price  for 
several  reasons:  (1)  A  patient  with  an  emergency  medical  problem 
has  no  choice  about  whether  to  get  treatment;  (2)  even  in  non- 
emergency situations  the  patient  often  regards  medical  care  as  essen- 
tial, not  optional;  (3)  the  patient  seeking  medical  care  usually  lacks 
information  about  the  price  of  physicians'  services  or  assumes  that 
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more  expensive  care  is  better  care;  (4)  the  patient  is  often  referred 
from  one  physician  to  another  without  being  given  a  choice. 

The  Rapid  Growth  of  Demand 

In  the  period  1950  to  1965,  population  grew  by  28  percent.  Had 
there  been  no  changes  in  medical  technology,  in  education,  in  the  in- 
comes of  patients,  in  the  age  distribution  of  the  population,  in 
urbanization  or  in  residential  patterns,  the  sheer  impact  of  population 
growth  would  have  added  a  substantial  demand  for  physician  care. 
But  other  things  did  not  remain  the  same.  In  the  period  1950  to 
1965,  disposable  personal  income  per  capita  (in  1958  prices)  increased 
by  almost  34  percent.  Based  on  the  spending  habits  of  Americans, 
an  estimated  10-percent  increase  in  consumer  income  results  in  at 
least,  a  3.3-percent  increase  in  the  demand  for  physicians'  services. 
Therefore,  this  income  increase  would  have  added  a  minimum  of  11.2 
percent  to  the  per  capita  demand  for  physicians'  services. 

The  increase  in  the  number  of  persons  in  the  United  States  and  the 
increase  in  income  per  person  would,  in  the  period  1950  to  1965,  have 
added  about  41  percent  to  the  demand  for  physicians'  services.  More- 
over, at  least  three  additional  factors  increased  even  further  the  de- 
mand for  physicians'  services  in  this  period : 

1.  The  public's  faith  in  doctors  and  desire  for  physicians''  care 
has  increased  as  medical  practice  has  become  more  effective. — 
It  has  been  said  that  at  the  turn  of  the  century  a  random  patient 
with  a  random  illness  meeting  a  random  physician  stood  per- 
haps a  50-50  chance  of  benefiting  from  the  encounter.  Today, 
the  chance  is  much  greater.  Medical  science  has  advanced. 
Medical  education  has  improved.  As  the  public's  faith  in  the 
power  of  the  physician  and  of  the  equipment  and  drugs  that 
he  uses  has  increased  more  people  have  turned  to  physicians 
for  care.    The  public's  desire  for  medical  care  has  grown. 

2.  Changes  in  the  characteristics  of  the  population — as  xoell  as 
in  its  size — have  tended  to  increase  the  demand  for  physicians'' 
services. — Women  go  to  doctors  more  than  men ;  urban  people 
more  than  rural  people;  educated  people  more  than  unedu- 
cated people;  young  children  and  old  people  more  than  the  rest 
of  the  population.  In  general,  although  the  effect  is  not  major 
relative  to  the  effect  of  the  increase  in  income  and  the  overall 
size  of  the  population,  groups  who  use  more  physicians'  serv- 
ices are  increasing  relative  to  other  groups. 

3.  Insurance  coverage  has  expanded  greatly. — The  total  number 
of  persons  covered  by  surgical  expense  insurance  increased 
from  54  million  in  1950  to  140  million  in  1964 ;  those  covered 
by  regular  medical  expense  plans  with  benefits  for  nonsurgical 
physicians'  fees  increased  from  22  to  109  million.    Once  a 
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patient  has  insurance,  he  tends  to  use  more  medical  services. 
In  emergency  situations,  of  course,  the  patient  has  little  choice 
about  the  amount  of  care  he  receives.  But  most  situations  are 
not,  emergencies;  many  medical  procedures  are  optional  or 
postponable.  There  is  evidence  that  insured  persons  use  more 
medical  services  than  noninsured  persons.  One  study,  for  ex- 
ample, showed  that  persons  with  health  insurance  were  hos- 
pitalized for  surgery  25  percent  more  often  than  persons  with- 
out insurance.  The  growth  of  insurance  covering  physicians' 
fees  seems  likely  to  have  added  appreciably  to  the  demand  for 
physicians'  services. 

The  Slower  Growth  of  the  Supply  of  Physicians 

During  the  period  1950-65,  the  total  number  of  active  physicians 
increased  by  33  percent.  During  this  same  period,  however,  there 
was  a  marked  downward  shift — from  72  percent  in  1950  to  62  per- 
cent in  1965  —in  the  proportion  of  all  active  physicians  who  were 
engaged  in  private  practice.  Increases  occurred  in  the  proportion  of 
physicians  employed  as  full-time  staff  in  hospitals,  full-time  medical 
school  faculty,  and  physicians  whose  primary  activity  is  administra- 
tion, laboratory  medicine,  public  health,  or  research.  The  proportion 
of  physicians  in  postgraduate  training  also  increased. 

Between  1950  and  1965,  the  number  of  physicians  in  private  practice 
increased  only  14.3  percent,  and  there  was  an  actual  decline  in  the 
total  number  of  family  physicians  (pediatricians,  internists,  and  gen- 
eral practioners)  as  more  physicians  went  into  other  specialties. 

The  effective  supply  of  physicians'  services,  however,  rose  faster 
than  their  numbers  because  physicians'  productivity  also  rose. 

Estimates  of  Physician  Productivity 

Some  rough  indicators  of  physicians'  productivity  can  be  found. 
Between  1947  and  1964,  the  median  gross  income  of  physicians  in 
private  practice  rose  at  an  annual  rate  of  over  6.7  percent  compared 
with  an  average  annual  increase  in  physicians'  fees  of  3.0  percent,  as 
reported  by  the  Bureau  of  Labor  Statistics.1  Since  the  median  gross 
income  of  physicians  rose  faster  than  the  average  fee  per  visit  or 
procedure,  physicians  must  either  have  been  putting  in  more  hours 
or  their  "productivity"  (number  of  patients  seen  and  quantity  of  care 
given)  must  have  increased,  or  both. 

Since  there  is  no  evidence  that  the  average  physician  worked  longer 
hours  over  this  period,  the  difference  between  the  rate  of  increase  in 

1  Source :  "Medical  Economics."  Median  gross  income  is  income  before  sub- 
traction of  professional  expenses.  Adjustments  were  made  for  increases  in  col- 
lection rates  over  time. 
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physicians'  fees  and  their  median  gross  incomes  may  be  attributed  to 
the  increase  in  the  output  of  physicians'  services  per  physician  hour. 
The  rise  in  physician  productivity  can  thus  be  estimated  at  about  3.4 
percent  per  annum  between  1947  and  1964.  There  are  indications 
that  most  of  the  increase  in  physicians'  "productivity"  took  the  form 
of  seeing  more  patients  in  the  same  amount  of  time.  One  study  shows 
a  24-percent  increase  (between  1959  and  1964)  in  patients  seen  per 
week  by  the  average  physician. 

The  doctor  who  sees  more  patients  per  hour  may  be  giving  a  lower 
level  of  care.  Ideally,  one  would  like  a  productivity  measure  which 
reflected  the  quality  of  care  given,  such  as  the  number  of  patients  cured 
or  health  improvements  effected. 

No  quality  measure  exists,  but  there  are  at  least  four  reasons  to 
believe  that  physicians  are  using  their  time  more  efficiently  without 
lowering  the  quality  of  care : 

1.  The  advance  of  medical  science. — Powerful  new  drugs  and  ad- 
vanced surgical  procedures  have  clearly  made  it  possible  for 
the  present-day  physician  to  treat  more  patients — and  effect 
more  cures — in  the  same  amount  of  time  than  could  yesterday's 
physician. 

2.  The  shift  from  house  to  office  and  clinic  visits. — A  recent  sur- 
vey showed  that  the  average  general  practitioner  spends  10 
minutes  per  patient  in  his  office  and  30  minutes,  on  a  house 
call.  He  has  shifted  away  from  house  calls,  which  accounted 
for  9  percent  of  all  out-of-hospital  visits  in  1959  and  only  5 
percent  in  1964.  In  the  interim,  the  number  of  physician  visits 
in  offices  expanded  by  9  percent,  physician  visits  in  hospitals 
and  clinics,  by  40  percent.  There  has  also  been  considerable 
expansion  in  the  proportion  of  telephone  consultations. 

3.  Increases  in  capital  equipment  and  auxiliary  personnel. — Staff 
assistants  and  the  elaborate  equipment  of  a  modern  hospital 
greatly  increase  the  productivity  of  the  hospital-based  physi- 
cian. And  modern  medical  practice  is  increasingly  hospital 
oriented.  Moreover,  doctors'  offices  are  far  better  equipped 
than  they  used  to  be.  There  is  evidence  that  the  number  of 
employees  per  physician  is  increasing  and  that  physicians  with 
more  assistants  are  more  productive. 

4.  New  forms  of  organization. — Physicians  have  grouped  them- 
selves in  partnerships  of  one  form  or  another.  The  Internal 
Revenue  Service  reports  that  between  1958  and  1964,  the  num- 
ber of  partnerships,  groups,  and  prepaid  groups  increased  by 
61  percent  (at  an  annual  rate  of  about  8  percent). 
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By  1964,  the  IRS  reported  that  there  were  44,500  physicians  in 
15,300  partnerships  or  groups.  Grouping  of  physicians  makes  pos- 
sible more  efficient  use  of  personnel  and  equipment. 

Explanation  of  Rising  Physicians'  Fees 

The  demand  for  physicians'  services  increased  by  at  least  41  per- 
cent— and  probably  considerably  more.  The  total  supply  of  active 
physicians  increased  only  about  33  percent,  while  the  supply  of 
physicians  in  private  practice  increased  considerably  less. 

In  response  to  this  considerable  pressure  of  demand  on  supply, 
physicians  increased  their  productivity  and  raised  their  fees.  If  the 
increase  in  physician  productivity  had  not  occurred,  the  rise  in  fees 
would  have  been  even  more  rapid. 

Changes  in  the  Level  of  Physicans'  Fees  During  1966 

In  the  past,  physicians'  fees  have  tended  to  increase  faster  when  the 
increase  in  other  prices  in  the  economy  was  accelerating — as  it  was  in 
1966.  From  1959  to  1965,  the  average  annual  rate  of  increase  in  the 
price  of  physicians'  services  was  twice  the  average  annual  rate  of 
increase  in  the  price  of  all  items  in  the  Consumer  Price  Index.  If  this 
average  relationship  had  been  maintained  during  1966,  the  3.3-percent 
increase  in  the  price  of  all  items  in  the  Consumer  Price  Index  would 
have  been  matched  by  a  6.6-percent  increase  in  the  price  of  physicians' 
services.  In  fact,  the  price  of  physicians'  services  increased  7.8  percent 
during  the  12-month  period  ending  December  1966.  Thus,  less  than 
one-sixth  of  the  recent  increase  in  physicians'  fees  is  "unexpected"  on 
the  basis  of  past  trends  in  the  Consumer  Price  Index. 

It  is  difficult  to  say  with  confidence  how  much  impact  medicare  had 
on  physicians'  fee  increases  in  1966.  There  was  no  marked  accelera- 
tion in  physicians'  fees  after  medicare  came  into  effect  on  July  1 ;  in- 
creases in  the  third  quarter  were  in  line  with  those  in  the  first  half  of 
the  year. 

If  anticipation  of  medicare  were  a  major  cause  of  fee  increases,  one 
would  expect  to  find  fees  charged  the  elderly  moving  up  faster  than 
fees  charged  to  younger  patients  in  the  period  just  before  medicare 
went  into  effect.  A  special  tabulation  showed,  however,  that  the  price 
indexes  for  child  and  adult  care  moved  up  more  rapidly,  during  the 
6-month  period  ending  June  1966,  than  five  special  indexes  of  surgical 
and  medical  procedures  particularly  applicable  to  aged  persons. 
Furthermore,  for  those  physicians  who  increased  their  fees  during  the 
first  half  of  1966,  the  average  percentage  increase  was  somewhat  lower 
than  for  those  who  increased  their  fees  in  1965.  The  major  impetus 
for  movement  in  the  Consumer  Price  Index  for  physicians'  fees  came 
from  the  fact  that  more  physicians  were  adjusting  their  fees  than  in 
earlier  periods,  not  from  larger  percentage  adjustments.    During  the 
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first  half  of  1966,  physicians  who  raised  their  fees  for  office  visits  (19 
percent  of  all  physicians)  raised  them  by  an  average  of  24  percent. 
The  majority  of  physicians  did  not  raise  their  fees  for  the  services 
measured. 

Thus,  the  available  evidence  leads  to  the  conclusion  that  medicare  has 
not  had  a  significant  effect  upon  the  recent  acceleration  of  the  rate  of 
increase  in  physicians'  fees. 

It  should  be  strongly  emphasized  that  the  above  conclusion  relates  to 
physicians'  customary  charges — fees  the  physician  charges  to  most  of 
his  patients  for  given  services.  Starting  July  1, 1966,  the  average  fees 
of  physicians,  and  their  incomes,  have  increased  because  of  the  pay- 
ment of  customary  charges  under  medicare  for  the  aged,  many  of 
whom  were  previously  paying  charges  lower  than  the  customary 
charges  of  physicians.  Therefore,  many  aged  persons  will  now  find 
that  they  are  being  charged  more  for  a  given  service,  since  their 
physician  is  now  charging  them  the  same  fee  he  charges  to  the  majority 
of  his  patients. 

Also,  certain  groups  of  physicians  have  raised  their  customary 
charges  significantly  in  recent  months.  In  particular,  the  impres- 
sions of  a  number  of  hospital  administrators  and  medicare  carriers 
lead  to  the  conclusion  that  some  hospital-based  pathologists  and 
radiologists  have  raised  their  customary  charges  by  substantial 
amounts.  The  medicare  law  requires  separation  of  professional 
charges  from  hospital  costs  and  payment  from  separate  sources.  The 
law  has  led  some  hospital-based  physicians  to  bill  their  patients 
directly  rather  than  through  the  hospital  billing  system.  Some  pa- 
thologists and  radiologists  have  taken  advantage  of  this  provision 
in  the  medicare  law  to  establish  new  higher  levels  for  their  customary 
charges. 

Outlook  for  the  Future 

In  the  years  ahead,  the  demand  for  physicians'  services  will  increase. 
Between  1965  and  1975,  population  can  be  expected  to  grow  by  about 
17  percent.  Rising  income  can  be  expected  to  add  another  12  percent 
to  demand.  Demographic  changes  will  also  add  somewhat  to  the 
growth  in  demand.  Medicare  will  increase  the  utilization  of  physi- 
cians' services  by  the  elderly — the  impact  of  this  program  on  total 
demand  might  be  on  the  order  of  2  percent.  An  analysis  of  the  impact 
of  title  XIX  of  the  Social  Security  Act  Amendments  of  1965  must 
wait  until  more  of  the  States  have  implemented  this  new  legislation. 

Total  demand  seems  likely  to  increase  by  about  one-third,  exclusive 
of  increased  utilization  which  may  result  from  changes  in  the  desire  for 
physicians'  service,  the  impact  of  title  XIX,  and  the  growth  in  private 
insurance  coverage.  The  U.S.  Public  Health  Service  estimates  that 
in  the  1965-75  decade,  there  will  be  an  increase  of  only  17  percent  in 
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the  total  number  of  physicians.  If  the  current  trends  continue,  the 
rate  of  increase  in  the  supply  of  "family  physicians"  (general  prac- 
titioners, internists,  and  pediatricians)  will  certainly  be  less  than  the 
rate  of  increase  in  the  total  supply  of  physicians.  In  the  absence  of 
major  productivity  increases,  a  substantial  gap  will  exist  between  the 
amount  of  medical  care  Americans  will  try  to  purchase  and  the  supply 
physicians  will  be  able  to  offer. 

The  pressure  of  demand  on  a  slowly  expanding  supply  is  likely  to 
result  in  price  increases.  These  pressures  will  be  especially  large  in 
the  area  of  child  care  where  there  has  been  decline  in  the  number  of 
physicians  (pediatricians  and  general  practitioners)  available  per 
100,000  children. 

Since  the  time  lag  in  producing  physicians  is  considerable,  a  major 
increase  in  the  supply  of  physicians  beyond  the  projected  levels  could 
not  be  achieved  by  1975.  It  is  not  clear,  moreover,  that  any  feasible 
expansion  of  physician  supply  would  have  a  significant  impact  upon 
the  price  level  for  physicians'  services  or  assure  that  those  receiving 
insufficient  care  would  get  better  care. 

For  the  near  future,  primary  emphasis  should  be  given  to  mecha- 
nisms to  increase  the  efficiency  of  existing  physicians.  Such  changes 
would  be  less  costly,  could  be  implemented  more  rapidly,  and  would 
have  significant  impact  because  they  involve  all  existing  practicing 
physicians.  A  4  percent  increase  in  physician  productivity  in  1966 
would  add  the  equivalent  of  11,700  physicians  to  the  supply — more 
than  the  annual  out  put  of  all  American  medical  schools. 

Although  special  efforts  will  be  required  to  raise  productivity  in 
order  to  fill  the  predicted  gap  between  supply  and  demand,  there  is 
some  evidence  that  there  exists  a  significant  potential  for  further 
increases  in  the  productivity  of  physicians.  For  example,  while  23 
percent  of  all  physicians  in  private  practice  in  1964  employed  four  or 
more  auxiliary  workers,  almost  half  of  them  employed  less  than  two 
auxiliary  personnel. 

Increases  in  efficiency  might  be  achieved  through  new  types  of  orga- 
nizational structures,  the  growth  of  group  practice  plans,  and  through 
the  use  of  new  types  of  personnel  that  would  relieve  the  physician  of 
duties  that  individuals  with  less  training  could  perform. 
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IV.  Hospital  Costs  and  Charges 


Hospital  services  are  the  most  expensive  form  of  medical  care.  A 
patient  in  a  modern,  general,  short-term  hospital  gets  a  tremendous 
variety  of  services — room  and  board,  laundry,  pharmaceuticals,  labo- 
ratory tests,  access  to  highly  specialized  facilities  and  equipment, 
and  the  services  of  house  physicians,  nurses,  technicians,  and  an  army 
of  other  personnel.  These  services  do  not  come  cheaply;  average  ex- 
pense per  patient  per  hospital  day  in  1965  was  $44.48. 

In  recent  years,  an  increasing  share  of  the  consumers  health  dollar 
has  been  spent  for  hospital  care.  Hospital  care  accounted  for  24  per- 
cent of  private  medical  expenditures  in  1950  and  30  percent  in  1965. 
The  proportion  of  personal  income  after  taxes  which  was  spent  on  hos- 
pital care  almost  doubled  between  1950  and  1965  (going  from  0.95  to 
1.80  percent),  while  the  proportion  spent  on  physicians'  services  in- 
creased 32  percent  (from  1.26  to  1.66  percent  of  personal  income  after 
taxes) . 

The  rise  in  the  proportion  of  consumer  health  budgets  being  devoted 
to  hospital  care  reflects  both  increased  use  of  hospital  services  by  the 
population  and  the  rising  price  of  these  services.  The  per  capita  de- 
mand for  hospital  services  has  been  rising  faster  than  the  demand  for 
other  medical  services  (except  drugs).  The  supply  of  hospital  beds 
and  other  facilities  has  also  increased  but,  at  the  same  time,  the  cost  per 
patient  of  delivery  of  services  has  gone  up.  Increasing  demand  and 
rising  costs  have  led  to  sharply  rising  prices. 

The  consumer  would  benefit  if  ways  could  be  found  to  make  hospitals 
operate  more  efficiently  without  reducing  the  quality  of  care.  He 
would  also  benefit  if  less  expensive  types  of  medical  care  could  be  sub- 
stituted for  hospital  services  without  reducing  the  effectiveness  of  the 
care,  or  at  least  if  the  present  trend  toward  increasing  use  of  hospitals 
in  preference  to  other  medical  services  could  be  halted. 

The  Hospital  Sector  of  the  Economy 

This  report  is  concerned  with  short-term,  non-Federal  hospitals ;  the 
kind  of  hospitals  that  most  private  citizens  use.  It  excludes  long-term 
care  facilities,  such  as  psychiatric  and  tuberculosis  hospitals,  as  well  as 
military,  veterans,  and  other  Federal  hospitals.  The  5,700  non-Fed- 
eral, short-term  hospitals  vary  greatly  in  size;  many  are  small,  but 
average  size  is  increasing. 
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Percent  Distribution  of  Hospitals  by  Size  and  Number  of  Beds 


Number  of  beds 


Hospitals 


Beds 


1953 


1965 


1953 


1965 


Under  50 
50-199.. 
200-499. 
500+... 


44 
42 
13 
1 


33 
45 
20 
2 


12 
43 
38 
8 


8 
35 
45 
12 


Some  are  run  by  State  or  local  governments,  some  by  churches 
and  other  private  nonprofit  groups;  relatively  few  are  proprietary. 


Hospitals  are  complicated  institutions  with  objectives  going  beyond 
the  treatment  of  medical  conditions.  They  sponsor  research,  provide 
training,  and  sometimes  serve  as  bases  for  religious  works.  Their 
control,  moreover,  is  divided  among  administrators,  trustees,  phy- 
sicians, and  technical  personnel.  The  relationship  with  the  commu- 
nity is  no  less  complex,  for  hospitals  must  be  responsive  to  validating 
agencies,  including  insurance  companies;  other  professional  organiza- 
tions; local,  State,  and  Federal  governments;  and  philanthropic 
supporters. 

Hospital  Costs 

Wages  and  salaries  are  major  factors  in  hospital  costs.  Payroll  ac- 
counts for  62  percent  of  total  hospital  expenses.  This  percentage  rose 
steadily  in  the  immediate  postwar  period  (from  53  percent  in  1946  to 
62  percent  in  1956)  but  has  stayed  remarkably  constant  for  the  last 
decade. 

Hospital  wages  and  salaries  per  patient  day  have  been  rising 
steadily  since  World  War  II.  Between  1960  and  1965,  wages  and 
salaries  per  patient  day  rose  6.4  percent  per  year — almost  exactly  the 
same  as  the  rate  of  increase  in  hospital  charges. 

This  rise  in  wage  cost  per  patient  day  has  two  elements : 

1.  The  number  of  patients  cared  for  per  employee  has  been 
falling. — Many  industries  in  recent  years  have  been  increasing 
output  by  substituting  automated  equipment  for  manpower. 
Some  examples  of  such  substitution  can  be  found  in  hospitals 
but,  in  general,  more  elaborate  equipment  and  increased  stand- 
ards of  care  have  meant  an  increased  demand  for  skilled  man- 
power.   At  the  same  time,  hospitals  have  been  hiring  an  in- 
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creased  number  of  unskilled  and  semi-skilled  workers  to  fill  in 
for  skilled  personnel  in  short  supply.  As  a  result,  the  pro- 
ductivity of  hospital  manpower  by  any  conventional  index 
(patients  cared  for  per  employee,  employees  per  patient  day, 
etc.)  has  been  falling,  not  rising.2 
2.  Average  earnings  of  hospital  employees  have  been  rising. — 
Average  hospital  payroll  per  employee  went  up  4.7  percent 
per  year  between  1960  and  1965.  Average  wages  of  all  em- 
ployees in  the  service  industries  went  up  3.6  percent  per  year  in 
the  same  period.  The  rise  in  hospital  wages  resulted  both 
from  increasing  skill  requirements  in  hospitals  (more  techni- 
cians and  professionals)  and  from  increased  wage  levels  for 
traditionally  low-paid  hospital  jobs.  Despite  rising  average 
wage  levels,  a  large  proportion  of  hospital  employees  still 
earn  only  very  low  wages.  In  mid-1963,  the  Department  of 
Labor  estimated  that  29  percent  of  all  hospital  employees 
earned  less  than  $1.25  an  hour. 


In  1963,  there  were  ironers  earning  less  than  450  an  hour  in  Memphis ; 
maids  and  kitchen  helpers  earning  less  than  500  an  hour  in  Atlanta ; 
kitchen  helpers,  less  than  700  an  hour  in  Dallas;  ironers,  less  than  750 
an  hour  in  Baltimore. 

The  new  minimum  wage  law,  which  covers  hospital  employees  for 
the  first  time,  provides  that  hospital  employees  must  be  paid  a  mini- 
mum of  $1.00  per  hour  starting  in  1967,  $1.15  per  hour  starting  in 
1968,  and  $1.30  per  hour  starting  in  1969.  The  new  minima  are  being 
phased  in  so  slowly  that  they  are  unlikely  to  raise  the  wage  bill  much 
above  what  it  would  have  been  anyway.  If  hospital  staff  per  patient 
continues  to  increase  at  recent  rates,  the  total  wage  bill  per  patient 
day  seems  likely  to  increase  from  $27  in  1965  to  about  $38  by  1970,  or 
7  percent  per  year.3 

2  See  page  30  for  qualifying  remarks  with  regard  to  the  measuring  of  hospital 
productivity. 

3  Assumes  4  percent  per  year  average  wage  increase  for  workers  above  minimum 
wage. 
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Non-Wage  Costs 

About  37  percent  of  hospital  costs  are  non-wage  costs — expenditures 
for  food,  drugs,  and  other  commodities — which  vary  with  the  number 
of  patients  in  the  hospital  and  the  price  level  of  the  commodities  in 
question. 

A  large  share  of  non-wage  costs,  however,  are  fixed  charges  or  readi- 
ness-to-serve costs,  which  do  not  vary  with  the  number  of  patients  in 
the  hospital :  maintenance,  heat,  light,  and  power  as  well  as  deprecia- 
tion charges  which  represent  the  annual  consumption  of  capital  by 
wear  and  tear  and  obsolescence.  Generally,  about  5  percent  of  hospital 
costs  are  for  depreciation  and  at  least  20  percent  are  for  other  non- 
wage  readiness-to-serve  costs.  Such  costs,  predetermined  by  the  mag- 
nitude of  capital  investment  rather  than  the  volume  of  services  pro- 
vided, reflect  the  size  and  elaborateness  of  the  hospital's  plant  and 
equipment. 

Over  the  years,  hospitals  have  become  better  equipped  with  special- 
ized facilities.  The  following  table  shows  increases  between  1960  and 
1965  in  the  proportion  of  voluntary  short-term  hospitals  which  had 
certain  specialized  types  of  facilities. 


Percent  of  Voluntary  Short-Term  Hospitals  with  Selected  Facilities 


Percent 

Facilities 

1960 

1965 

Pathology  laboratory  (with  pathologist) .  .   

60.  5 

67.  1 

Premature  nursery  _   

61.  0 

63.  7 

Intensive  care  unit.  ...  . 

11.  1 

32.  5 

Electroencephalography 

17.  7 

31.  7 

Rehabilitation  unit  -  . 

(') 

8.  4 

Dental  facilities-      _.         .  .   

30.  6 

36.  4 

1  Not  listed. 


Source:  American  Hospital  Association,  "Guide  Issue"  of  Hospitals,  August 
1961,  1966. 

In  addition  to  specialized  care  facilities,  hospitals  have  been  placing 
increasing  emphasis  on  such  nonmedical  comforts  as  private  rooms, 
air-conditioning,  and  individual  baths  or  toilets.  Some  of  these  fea- 
tures bring  operating  economies  which  at  least  partially  offset  their 
operating  costs.  Air-conditioning,  for  example,  increases  employee 
productivity  and  reduces  airborne  dirt,  as  well  as  making  patients 
feel  better.  Single  rooms  facilitate  higher  occupancy;  other  items 
save  some  nursing  time.  Many  of  these  amenities,  however,  add  to 
operating  costs  as  well  as  to  patient  comfort. 
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New  hospital  construction  has  become  steadily  more  expensive.  In 
the  5-year  period,  1960-65,  building  and  fixed  equipment  costs  per 
square  foot  in  new  hospital  construction  went  up  about  4.1  percent 
per  year.  In  the  same  period,  prices  for  nonresidential  construction  in 
general  rose  about  1.9  percent  per  year.  The  faster  rise  in  hospital 
construction  costs  reflects  increasingly  expensive  equipment  and  design. 

The  increased  plant  and  facilities  of  hospitals  show  up  in  hospital 
asset  figures.  The  American  Hospital  Association  estimates  that  plant 
assets  of  short-term  hospitals  (land,  buildings,  equipment,  and  supply 
inventories)  increased  from  $12,976  to  $16,615  per  bed  between  1960 
and  1965.4  Other  assets  (cash,  receipts,  endowments,  and  similar 
items)  showed  little  increase  over  what  would  have  been  expected  due 
to  dollar  value  changes. 

Reasons  for  the  Accelerations  in  Hospital  Charges 

The  1966  acceleration  in  hospital  prices  is  hardly  surprising.  Rising 
wages  in  tightening  labor  markets  were  bound  to  exert  upward  pres- 
sure on  hospital  costs.  Several  nurses'  strikes  occurred.  Preliminary 
evidence  indicates  that  nurses'  salaries  increased  somewhat  faster  in 
1966  than  in  previous  years. 

In  the  years  1960  to  1965,  consumer  prices  increased  at  an  average 
annual  rate  of  1.3  percent  while  hospital  prices  increased  at  5.8  per- 
cent. If  this  average  relationship  had  been  maintained,  the  3.3-per- 
cent increase  in  consumer  prices  would  have  implied  a  14.7-percent 
increase  in  hospital  charges  in  1966,  but  hospital  charges  actually  in- 
creased 16.5  percent,  which  meant  that  11  percent  of  the  rise  in  hospi- 
tal prices  was  "unexpected." 

The  fact  that  hospital  charges  rose  especially  rapidly  in  the  second 
half  of  1966  suggests  that  medicare,  which  came  into  effect  July  1,  con- 
tributed to  the  increase.  Medicare  raised  hospital  occupancy  rates 
in  many  places.  The  total  occupancy  rate  was  4  percent  higher  in 
August  1966  than  in  August  1965.  In  general,  however,  higher  occu- 
pancy rates  would  be  expected  to  lower,  not  raise,  hospital  costs  per 
patient  day.  The  influence  of  medicare  probably  came  mainly  through 
the  impetus  it  provided  to  hospitals  to  reexamine  their  costs  and 
charges.  In  reviewing  charges,  many  hospitals  decided  to  increase 
them,  perhaps  sooner  than  they  otherwise  would  have. 

The  Productivity  Problem 

A  major  obstacle  to  the  analysis  of  changes  in  the  amount  of  care 
received  per  dollar  of  expenditure  is  that  there  are  no  generally  ac- 
cepted measures  of  output,  input,  and  productivity  of  the  hospital  sec- 

1  Assets  in  plant  and  equipment  divided  by  number  of  non-Federal  short-term 
beds. 
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tor.  Productivity,  the  ratio  of  output  to  input,  may  be  calculated  only 
if  the  changes  in  output  and  input  are  measurable. 

Length  of  stay  is  one  possible  measure  of  hospital  productivity. 
Hospitals  could  be  considered  more  productive  if  the  length  of  stay, 
in  the  face  of  an  unchanged  level  of  illness  in  the  population  was 
shortened. 

In  the  last  decade,  the  average  length  of  stay  has  remained  remark- 
able stable  at  7.6-7.7  days.  But  there  has  been  a  change  in  the  distri- 
bution of  lengths  of  stay  within  the  short-term  general  hospital. 
The  National  Center  for  Health  Statistics  lists  33  conditions  for 
hospitalization.  Within  this  list,  in  the  period  1958-60  to  1963-64, 
23  conditions  required  shorter  stays,  while  10  conditions  showed  in- 
creased lengths  of  stay.  Thus,  even  though  within  the  same  period 
that  the  cost  per  patient  day  increased  from  $31.30  to  $41.19,  it  may 
be  that  the  decrease  in  the  length  of  stay  for  certain  conditions,  such 
as  ulcer  of  the  stomach  and  duodenum,  and  diseases  of  the  eye  and 
visual  impairments,  was  such  that  the  cost  of  individual  stays  for 
these  conditions  decreased  or  rose  only  slightly. 

More  systematic  studies  of  hospital  records  and  expenditures  will 
be  necessary  before  conclusions  can  be  drawn  about  changes  in  hospital 
productivity  as  measured  by  length  of  stay. 

Ultimately,  of  course,  hospital  effectiveness  should  be  reflected  in 
the  health  of  the  population.  With  the  present  state  of  knowledge, 
however,  it  is  impossible  to  separate  the  impact  of  hospital  care  from 
the  many  other  factors  which  cause  changes  in  mortality  or  morbidity 
rates. 

The  Increasing  Demand  for  Hospital  Services 

Americans  have  been  using  hospitals  to  an  increasing  extent  in 
recent  years.  Between  1956  and  1965,  admissions  to  non-Federal, 
short-term  general  hospitals  rose  from  120  to  138  per  thousand  popu- 
lation. The  number  of  days  spent  by  patients  in  these  hospitals  is 
now  slightly  more  than  one  per  person  per  year. 

The  same  factors  that  have  increased  the  demand  for  all  medical 
care  have  operated  to  increase  hospital  utilization:  demographic 
changes ;  rising  incomes ;  wider  insurance  coverage.  Four  out  of  five 
persons  now  have  hospital  insurance  of  some  sort  and  benefit  levels 
have  been  rising. 

Even  within  insured  groups,  however,  hospital  utilization  has  ap- 
parently been  rising.  A  study  of  one  insured  population  showed  an 
average  annual  increase  of  3  percent  in  patient  days  per  thousand 
people  over  the  period  1947-59.  Within  income  groups,  hospital 
utilization  rates  have  apparently  also  been  rising. 
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Use  of  hospitals  has  been  increasing  faster  than  visits  to  physicians. 
At  least  two  factors  are  operating  to  increase  hospital  use  in  preference 
to  less  expensive  forms  of  care : 

1.  More  patients  have  hospitalization  insurance  than  have  cover- 
age for  other  types  of  medical  care. 

A  doctor  may  put  his  patient  in  the  hospital  rather  than  treat 
him  at  home  or  in  the  office  since  the  patient's  insurance  com- 
pany will  pay  the  bill.  Elderly  or  convalescent  patients  may 
be  put  in  hospitals  rather  than  nursing  homes  in  order  to  take 
advantage  of  insurance  coverage. 

2.  Hospitals  may  be  overutilized  to  suit  the  convenience  of 
physicians.  A  busy  doctor  may  put  a  patient  in  the  hospital 
to  conserve  his  own  time. 

It  has  been  suggested  that  increased  hospital  utilization  is  at  least 
partly  a  result,  rather  than  a  cause,  of  increases  in  the  number  of  avail- 
able beds.  Studies  show  that  doctors  tend  to  keep  patients  in  the  hos- 
pital longer  if  beds  are  available  and  that  the  principal  determinant 
of  the  level  of  hospital  use  in  a  community  is  the  availability  of  beds, 
not  the  price  of  care  or  the  characteristics  of  the  population. 

Also,  the  demand  for  hospital  services  is  variable.  Few  people  want 
to  be  in  the  hospital  in  the  summer  or  over  the  Christmas  holidays — 
if  they  have  a  choice.  Epidemics  and  seasonal  variations  in  illness 
patterns  and  birth  rates  bring  wide  variations  in  the  demand  for 
hospital  beds. 

In  the  short  run,  hospitals  can  meet  an  increase  in  demand  by 
shortening  lengths  of  stay  and  increasing  occupancy  rates.  Up  to  a 
point,  higher  occupancy  rates  mean  lower  costs  per  patient.  At 
present,  most  hospitals  are  underutilized  on  weekends  and  in  the  sum- 
mer. Fewer  patients  are  admitted  on  Fridays  and  Saturdays  than 
other  days  and  those  who  are  admitted  stay  longer,  presumably  be- 
cause they  wait  over  the  weekend  for  treatment. 

Several  experiments  have  shown  that  substantial  reductions  in  cost 
per  patient  can  be  achieved  through  improved  planning  of  hospital 
usage.  Cooper  Hospital  in  Camden,  N.J.,  by  using  its  facilities  more 
intensively  on  weekends,  raised  the  average  occupancy  rate  of  a  393- 
bed  medical-surgical  section  from  340  to  380 — the  equivalent  of  adding 
about  50  beds.  Operating  costs  per  patient  day  were  reduced,  and 
capital  construction  was  avoided. 

A  substantial  and  sustained  increase  in  demand  can  be  met  by  add- 
ing more  beds  in  new  or  existing  hospitals.  The  present  trend  is 
toward  larger  hospitals,  and  there  is  reason  to  believe  that  larger  hos- 
pitals can  provide  the  same  services  at  lower  cost  per  patient  than  can 
small  hospitals.  The  economies  of  larger  scale  are  often  obscured  by 
the  fact  that  larger  hospitals  provide  more  services  and  facilities  than 
do  small  hospitals. 
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Regional  planning  councils  have  been  effective  in  some  parts  of  the 
country  in  assuring  the  construction  of  hospitals  of  efficient  size. 
An  effective  council  will  have  art  impact  on  three  areas :  nonwage  cost, 
the  level  of  utilization  of  hospitals,  and  the  productivity  of  hospitals. 
Conceptually,  hospital  planning  councils  attempt  to  influence  these 
three  areas  by  rearranging  the  level  of  capacity  of  the  hospital  sector. 
This  may  involve  combining  services  of  hospitals,  merging  two  or  more 
hospitals,  refusing  support  of  the  construction  of  unneeded  capital 
facilities,  arranging  cooperative  laundries,  and  other  multihospital 
facilities,  and  encouraging,  where  appropriate,  the  use  of  less  ex- 
pensive medical  facilities  such  as  nursing  homes  and  extended  care 
facilities. 

It  is  likely  that  group  practice  is  more  efficient  than  solo  practice 
and  that  prepaid  group  practice  is  preferable  to  fee-for-serv- 
ice  medicine  from  the  point  of  view  of  the  efficiency  of  the  entire  sys- 
tem of  medical  care  delivery.  There  is  evidence  that  subscribers  to 
prepaid  group  health  plans  have  considerably  lower  hospital  utiliza- 
tion rates  than  comparable  nonsubscribers.  Perhaps  they  receive  more 
comprehensive  medical  care.  Or  perhaps  the  prepayment  of  the  pa- 
tient's expenses  (nonhospital  as  well  as  hospital)  may  reduce  the  in- 
centive to  overutilize  expensive  hospital  care  relative  to  other  services. 
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V.  Drug  Prices 


Drug  prices  have  not  been  major  contributors  to  rising  medical 
prices.  The  drug  component  of  the  Consumer  Price  Index  increased 
13.3  percent  over  the  period  1950  to  1965,  or  somewhat  less  than  1 
percent  per  year  on  the  average.  There  was  no  appreciable  change  in 
the  drug  component  of  the  CPI  during  the  6-year  period  ending 
December  1966.  The  prices  of  prescription  drug  items  in  the  CPI 
(as  contrasted  with  over-the-counter  drug  items)  actually  declined 
by  11.7  percent  between  1960  and  1966. 

Industry  sources  give  a  slightly  different  picture.  The  average 
retail  price  per.  prescription,  reported  in  The  American  Druggist, 
increased  at  an  annual  rate  of  about  2.3  percent  between  1955  and 
1965,  and  at  slightly  less  than  1  percent  per  year  between  1960  and 
1965. 

The  "average  prescription  price"  reflects  the  use  of  new  drug 
products,  and  changes  in  the  quantities  and  prices  of  drugs  prescribed. 
In  contrast,  the  CPI  reflects  changes  in  the  unit  price  of  the  same  or 
similar  drug  items  over  periods  of  time.  It  is  difficult  to  adjust 
the  drug  component  of  the  CPI  for  the  rapid  changes  in  the  char- 
acter of  the  drugs  prescribed.  By  the  time  a  prescription  item  is 
incorporated  into  the  index,  its  price  may  have  fallen  to  a  lower  level 
than  in  previous  years.  In  the  interim,  newer  drugs  are  being  pre- 
scribed at  a  higher  price  level,  and  the  drugs  included  in  the  CPI  may 
not  reflect,  such  price  movements.  Most  of  the  difference  between  the 
increase  in  the  "average  prescription  price"  and  the  change  in  the 
drug  component  of  the  CPI  can  be  attributed  to  the  use  of  new  and 
improved  drug  products  and  changes  in  the  quantities  prescribed. 

Consumer  Expenditures  on  Drugs 

Drug  expenditures  account,  for  a  substantial  proportion  of  total  con- 
sumer expenditures  for  medical  care.  However,  the  rapid  increase  in 
hospital  charges  and  physicians'  fees  has  led  to  a  decline  in  the  pro- 
portion of  the  consumer's  medical  care  dollar  spent  on  drugs.  Drug 
expenditures  accounted  for  about  20  percent  of  consumer  medical 
care  expenditures  in  1950  and  16.4  percent  in  1964. 

Despite  the  fact  that  drug  prices  have  not  risen  as  rapidly  as  the 
CPI,  the  percentage  of  disposable  income  spent  on  drugs  increased 
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from  0.8  percent  in  1950  to  1  percent  in  1964.  Therefore,  there  was 
a  significant  increase  in  the  use  of  drugs  by  the  average  consumer. 

In  recent  years,  there  has  been  a  marked  increase  in  the  use  of 
prescription  drugs  as  opposed  to  over-the-counter  drug  items.  In  1959, 
the  average  American  family  purchased  11  drug  prescriptions  and 
spent  $33  on  prescription  drugs.  By  1965,  the  number  of  prescriptions 
per  family  had  risen  to  14,  and  average  family  expenditures  on  pre- 
scription drugs  were  $46. 

There  are  at  least  five  reasons  why  there  has  been  a  sharp  increase 
in  consumer  expenditures  for  drugs  during  the  postwar  period : 

1.  Drugs,  which  have  declined  in  price  relative  to  the  prices  of 
other  forms  of  medical  care,  have  been  substituted  for  more 
expensive  forms  of  medical  care. 

2.  Families  spend  more  on  drugs  as  their  income  increases.  In 
the  year  ending  June  30,  1965,  for  example,  the  per  capita 
expenditure  for  prescribed  drugs  in  families  with  incomes  over 
$10,000  was  22  percent  greater  than  the  comparable  outlay  for 
individuals  where  the  family  income  fell  between  $4,000  and 
$7,000. 

3.  The  efficacy  of  drugs  has  improved  significantly  in  recent  years. 
Modern  advances  in  drug  therapy  have  contributed  to  the 
control  of  such  diseases  as  tuberculosis  and  syphilis. 

4.  There  has  been  an  increase  in  consumers'  desires  for  certain 
kinds  of  drugs.  For  instance,  from  1952  to  1963,  the  retail  sales 
of  sedatives  and  tranquilizers  increased  535  percent. 

5.  The  increase  in  the  proportion  of  elderly  persons  in  the  popu- 
lation has  resulted  in  an  increase  in  the  demand  for  drugs. 
Average  expenditures  on  all  drug  items  by  persons  age  65  and 
over  are  2y2  times  as  high  as  those  for  the  entire  population. 

Reasons  for  Concern  About  the  Cost  of  Drugs 

The  cost  of  drugs  imposes  a  major  financial  burden  upon  many  Amer- 
ican families.  A  large  proportion  of  total  drug  expenditures  are  in- 
curred by  persons  who  are  high  users  of  medical  care.  For  example, 
in  1962,  10  percent  of  those  persons  over  the  age  of  65  incurred  40 
percent  of  the  expenditures  on  drugs  by  all  persons  over  the  age  of  65. 
But  out-of-hospital  drug  costs  are  generally  not  covered  by  health  in- 
surance. In  1965,  about  3  million  persons  were  enrolled  in  plans  pro- 
viding drug  insurance  coverage.  However,  80  percent  of  these 
individuals  had  only  partial  coverage.  Another  53  million  persons 
were  enrolled  in  plans  which  generally  provided  partial  drug  coverage 
after  their  drug  expenditures  exceeded  a  sizable  deductible  provision. 

Although  average  drug  prices  are  not  rising  appreciably,  there  is 
ample  evidence  that  they  are  higher  than  they  would  be  if  there  were 
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greater  price  competition  in  the  industry,  either  at  the  manufacturing 
or  at  the  retail  level.  The  pharmaceutical  industry  is  characterized  by 
high  concentration,  high  advertising  costs,  and  intense  nonprice 
competition. 

Drug  manufacturers  attempt  to  differentiate  their  brand  names  from 
the  generic  name  of  the  drug  through  intensive  advertising  campaigns. 
For  the  22  major  pharmaceutical  companies,  the  Kefauver  Committee 
found  that  the  selling  expenditures  of  drug  manufacturers  accounted 
for  25  percent  of  the  total  sales  dollar.  The  drug  industry  spends  about 
$3,000  per  doctor  per  year  in  advertising  to  the  medical  profession. 
Since  the  rapid  advances  in  drug  therapy  during  recent  years  have 
made  it  impossible  for  any  physician  in  private  practice  to  read  and 
evaluate  all  of  the  information  on  new  drugs,  doctors  obtain  a  great 
deal  of  their  information  about  the  efficacy  of  drugs  from  the  manu- 
facturer. The  "detail  men"  of  pharmaceutical  companies  provide  a 
major  source  of  new  information  to  physicians  on  the  advantages  or 
disadvantages  of  their  drug  products. 

A  physician  frequently  prescribes  a  costly  brand-name  product  when 
an  equivalent  lower-cost  drug  could  be  made  available  to  his  patient 
under  the  generic  name.  The  doctor  may  be  unaware  of  the  existence 
of  the  less  expensive  drug,  or  he  may  be  more  familiar  with  the  effects 
and  dosage  of  the  brand-name  product.  He  may  also  be  uncertain 
about  whether  two  drugs  with  the  same  generic  name  are  actually 
equivalent  in  therapeutic  value.  Although  there  are  a  number  of  dif- 
ferent sources  and  formularies  which  describe  the  merits  of  many 
drugs,  there  exists  no  official  or  authoritative  compendium  which  a  doc- 
tor can  consult  for  information  about  the  efficacy  of  a  drug.  Moreover, 
even  if  the  doctor  prescribes  a  drug  by  its  generic  name,  the  pharma- 
cist has  no  incentive  to  give  the  consumer  the  least-cost  generic  drug. 

Brand-name  prescribing  raises  the  cost  of  drugs  not  only  to 
patients  but  also  to  the  taxpayer  when  drug  costs  are  covered  by 
public  programs.  There  is  considerable  sentiment  in  Congress  to  re- 
quire or  encourage  generic  purchasing  or  prescribing  of  drugs  under 
all  Federally  financed  programs.  Before  such  legislation  becomes  fea- 
sible, however,  doubts  about  the  therapeutic  equivalence  of  drugs  with 
the  same  generic  name  must  be  erased.  A  major  study  should  be  under- 
taken of  the  most  frequently  prescribed  drugs  to  determine  the  efficacy 
of  brand-name  products  and  their  supposed  generic  equivalents. 
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FOREWORD 


The  recent  sharp  increases  in  medical  care  prices  have  led  to  a 
widespread  interest  in  the  causes  and  in  possible  ways  of  con- 
taining and  moderating  further  increases.  With  some  50  percent 
of  all  personal  health  care  expenditures  now  covered  by  third- 
party  payments — private  insurance,  Medicare,  Medicaid,  and 
other  public  programs — attention  has  centered  on  the  potential 
importance  of  the  methods  of  reimbursement  used  to  pay  for  care. 

In  February  1967,  the  Secretary  of  Health,  Education,  and  Wel- 
fare recommended,  in  A  Report  to  the  President  on  Medical  Care 
Prices,  that  the  reimbursement  formulas  used  in  Medicare  and 
Medicaid  be  reviewed  "in  an  effort  to  find  practical  ways  of  in- 
creasing the  incentives  for  hospitals  and  other  health  facilities 
to  operate  efficiently."  Following  The  National  Conference  on 
Medical  Costs  in  June  1967 — in  which,  again,  reimbursement  for- 
mulas were  cited  as  possible  means  of  coping  with  rising  costs — 
several  economists  and  policymakers  working  with  and  in  the 
Social  Security  Administration  met  informally  to  exchange  ideas 
on  the  kinds  of  incentives  for  efficiency,  economy,  and  effective- 
ness that  could  be  introduced  into  the  reimbursement  formulas. 

The  papers  that  follow  are  the  outcome  of  these  discussions. 
The  first  paper  provides  a  review  of  the  historical  and  legislative 
development  of  reimbursement  formulas  over  the  past  half- 
century.  The  second  provides  an  analysis  of  various  types  of  re- 
imbursement schemes,  together  with  the  economic  framework  in 
which  they  can  be  viewed.  The  final  three  papers  present  specific 
schemes  for  incentive  reimbursement  plans  and  describe  how  they 
can  be  evaluated. 

The  papers  represent  an  initial  attempt  to  explore  a  very  diffi- 
cult area  for  research.  We  hope  they  will  stimulate  others  to 
carry  forward  both  theoretical  studies  and  the  design  of  specific 
incentive  reimbursement  schemes.  These  papers  in  themselves 
should  be  of  use  in  the  implementation  of  the  provisions  of  the 
1967  Amendments  to  the  Social  Security  Act,  which  authorized 
the  Secretary  of  Health,  Education,  and  Welfare  to  experiment 
with  various  methods  of  reimbursement  to  organizations  and 
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physicians  under  the  Medicare,  Medicaid,  and  child  health  pro- 
grams. 

The  papers  were  edited  for  publication  by  Mrs.  Dena  Motley 
of  the  Publications  Staff  of  ORS. 

We  issue  the  report  at  this  time  with  the  hope  that  it  will 
make  a  real  contribution  to  understanding  and  to  policy 
formulation. 

Ida  C.  Merriam, 

Assistant  Commissioner  for  Research  and  Statistics. 

March  1968 
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The  Legislative  History 
of  Hospital  Cost  Reimbursement 

The  history  of  Medicare  is  long  and  voluminous.  At  least  as  much 
of  the  history  of  the  Medicare  law  is  unwritten  as  appears  in  the 
official  records.  It  will  not  be  possible,  therefore,  in  the  space 
and  time  that  can  reasonably  be  allocated  to  this  subject,  to  treat 
every  point — either  recorded  or  unrecorded.  However,  it  is  our 
intention  to  review  the  major  events  that  produced  the  enacted 
reimbursement  provisions  and  to  review  the  policy  that  appears 
to  underlie  the  law. 

History  of  Hospital  Cost  Reimbursement:  1920  to  Present 

It  may  be  well  to  begin  with  a  brief  review  of  the  history  of 
third-party  cost  reimbursement  for  hospital  care.  Blue  Cross  is 
less  than  four  decades  old,  and  the  systematic  provision  of  gov- 
ernmental financial  support  for  medical  care  received  privately 
is  about  the  same  age.  Hospital-cost  reimbursement  came  into 
being  when  large  third-party  payers  for  care  developed.  Special 
methods  of  purchase  generally  apply  when  the  purchaser  buys 
in  large  quantities  from  a  single  seller.  Seldom  does  the  large 
purchaser  pay  the  usual  market  price  paid  by  the  individual 
buyer.  Instead,  competitive  bids  are  let,  contracts  are  made, 
specifications  are  established,  and  sometimes  the  profit  to  the 
seller  is  negotiated.  When  mass  purchasing  developed  in  the 
hospital  field  some  of  the  same  forces  came  into  play,  as  in  the 
case  of  large-scale  purchase  of  other  services  and  commodities. 
There  are  special  factors  relevant  to  the  purchase  of  hospital 
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services  different  from  those  occurring  elsewhere.  Nonprofit  and 
government  ownership  are  predominant  in  the  hospital  field, 
and  competitive  free  market  forces  do  not  come  into  play  fully 
in  this  industry — in  part,  at  least,  because  there  are  relatively 
few  sellers  of  hospital  services  in  any  given  health-service 
market  area. 

Hospital-cost  reimbursement  has  been  traced  to  the  early 
1920's,  when  the  Pennsylvania  Department  of  Welfare  developed 
such  a  reimbursement  system  for  its  use  in  the  administration 
of  its  State  aid  program."  Under  this  program,  payments  to 
individual  health-care  institutions  were  made  on  the  basis  of  the 
estimated  cost  per  patient  day.  This  program  was  responsible  for 
the  establishment  of  some  of  the  classifications  of  accounts  that 
later  served  as  the  basis  for  the  financial  reports  for  hospitals 
developed  by  the  Cleveland  Hospital  Council  and  the  Duke  En- 
dowment. Their  ideas  for  hospital  financial  reports,  as  well  as 
those  of  the  United  Hospital  Fund  of  New  York  City,  formed 
the  basis  for  the  report  of  the  Committee  on  Accounting  of  the 
American  Hospital  Association,  published  in  May  1935,  which 
provided  for  a  system  of  classification  of  hospital  financial  ac- 
counts and  for  using  it  in  effective  hospital  management.2 

The  Federal  Government  first  became  involved  in  hospital-care 
reimbursement  in  the  1930's,  when  the  Children's  Bureau  pro- 
vided for  cost  reimbursement  for  the  hospital  care  of  crippled 
children  in  nongovernment  institutions.  In  determining  how  to 
calculate  per  diem  costs,  a  committee  developed  the  idea  of  "re- 
imbursable cost"  as  opposed  to  full  hospital  costs,  some  of  which 
were  obviously  not  for  patient  care.  During  the  1930's  and  early 
1940's,  the  forms  developed  by  the  Children's  Bureau  for  calcu- 
lating per  diem  reimbursable  cost  were  used  by  the  Emergency 
Maternity  and  Infant  Care  Program  for  dependents  of  service- 
men. These  forms  later  served  as  the  starting  point  for  the  de- 
velopment of  Joint  Hospital  Form  No.  1,  which  has  been  used  by 
the  Children's  Bureau,  the  Veterans'  Administration,  the  Office 
of  Vocational  Rehabilitation,  and  the  Division  of  Indian  Health. 
This  method  for  determining  reimbursable  costs  was  adopted 
with  various  modifications  by  a  number  of  Blue  Cross  plans.3 


1  Isidore  S.  Falk,  C.  Rufus  Rorem,  and  Martha  D.  Ring,  The  Costs  of  Medi- 
cal Care  (Chicago,  111.:  University  of  Chicago  Press,  1933). 

2  Hospital  Accounting  and  Statistics  (Chicago,  111.:  American  Hospital 
Association,  1935). 

3  Herman  Somers  and  Anne  R.  Somers,  Medicare  and  the  Hospitals:  Issues 
and  Prospects  (Washington,  D.C.:  The  Brookings  Institution,  September 
1967). 


Although  about  two-thirds  of  the  76  Blue  Cross  plans  now  re- 
imburse hospitals  on  a  cost  basis,  these  plans  do  not  agree  fully 
on  which  items  of  hospital  cost  are  reimbursable  or  on  the 
formulas  to  use  to  determine  the  rate  of  reimbursement.  For 
example,  education  and  research  are  treated  differently  in  differ- 
ent plans ;  some  plans  allow  explicitly  for  the  cost  of  deprecia- 
tion as  a  reimbursable-cost  item,  while  others  allow  a  "plus"  fac- 
tor, which  is  added  to  accounted-for  costs,  at  least  in  part,  in- 
stead of  depreciation.  Recognizing  the  problems  arising  from  a 
proliferation  of  reimbursable-cost  concepts,  the  American  Hos- 
pital Association,  in  1953,  first  published  its  "Principles  of  Pay- 
ment for  Hospital  Care,"  providing  standards  for  third-party 
hospital-cost  reimbursement.  Revised  editions  of  these  principles 
were  published  in  1962  (March  and  September)  \  1963,  and  1965. 

The  following  important  criteria,  included  in  the  AHA  prin- 
ciples, are  intended  to  establish  standards  of  adequacy  and  equity 
for  a  cost-based  method  of  reimbursement : 

(1)  That  the  amount  and  method  of  payment  be  adequate  to 
cover  the  current  cost  of  providing  services,  with  allowance  for 
periodic  adjustment  of  such  payments  to  account  for  the  cost  of 
expanding  and  improving  quality  of  care. 

(2)  That  the  amount  paid  by  the  third  party  equal  the  cost  in- 
curred in  providing  those  services  for  which  they  are  financially 
responsible  under  the  contractual  agreement  with  the  hospital 
and,  further,  that  such  amount  be  adequate  for  providing  a  high 
quality  of  care. 

(3)  That  payment  for  the  cost  of  services  rendered  to  benefi- 
ciaries of  third-party  purchasers  obligate  the  hospital  to  provide 
the  needed  facilities  and  a  high  quality  of  service  with  maximum 
efficiency. 

(4)  That,  in  paying  the  costs  of  similar  services  furnished  by 
different  hospitals,  recognition  be  given  to  the  justifiable  varia- 
tions in  the  costs  incurred  by  different  hospitals  in  providing  the 
same  service.5 

In  addition,  the  AHA  principles  recommended  inclusion  of  the 
following  items  in  the  computation  of  reimbursable  cost: 

(1)  An  allowance  for  identifiable  expenditures  made  for  medical 
research,  but  only  to  the  extent  that  such  research  is  directly  re- 
lated to  the  usual  care  of  patients  and  is  not  otherwise  financed. 

(2)  A  reasonable  amount  for  the  cost  of  educating  and  training 
the  technical  and  professional  health-services  personnel  needed 


*  Principles  of  Payment  for  Hospital  Care  (Chicago,  111.:  American  Hospi- 
tal Association,  1962). 
1  Ibid.  (1965). 
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to  provide  patient  care,  but  only  until  such  time  as  the  community 
is  prepared  to  assume  the  responsibility  for  such  costs. 

(3)  An  allowance  for  expenditures  necessary  to  maintain  op- 
erational efficiency  of  plant  facilities,  including  minor  remodeling 
expenditures  (which  do  not,  in  fact,  enhance  the  capital  value  of 
the  facilities)  for  purposes  of  improving  efficiency  and  economy  of 
hospital  operations. 

(4)  An  amount  equal  to  the  expense  incurred  by  a  hospital  in 
providing  services  by  members  of  religious  orders,  but  not  to  ex- 
ceed the  expense  that  would  have  been  incurred  had  the  services 
been  performed  by  paid  employees. 

(5)  An  amount  equal  to  a  reasonable  rate  of  net  interest  in- 
curred on  capital  indebtedness. 

(6)  An  allowance  for  depreciation  on  buildings  and  equipment 
(with  the  recommendation  that  funds  so  provided  be  deposited  in 
an  account  restricted  to  use  for  capital  purposes).6 

The  principles  and  processes  for  cost  reimbursement  recognize 
some  of  the  limitations  of  this  system  that  have  recently  been 
receiving  wide  attention.  The  AHA  has  not  espoused  payment  of 
any  hospital  cost  regardless  of  how  high  it  may  be,  and,  in  ad- 
dition to  supporting  reimbursement  for  reasonable  but  not  nec- 
essarily total  costs  for  education  and  interest,  has  agreed  to  the 
possible  need  for  ceilings  on  the  amounts  paid  to  hospitals: 

If  a  hospital's  costs  depart  substantially  from  other  hospitals  of  similar 
size,  scope  of  services  and  utilization,  maximum  reimbursement  may  be 
established  through  agreement  reached  between  third-party  purchasers  and 
hospitals.7 

While  organized  hospitals  have  recently  often  supported  reim- 
bursement on  an  average  per  diem  basis,  the  AHA  principles 
provide  for  allowing  for  variation  in  services  used  by  different 
types  of  patients: 

An  average  per  diem  cost,  computed  under  a  reimbursable  cost  formula, 
should  be  used  to  establish  a  rate  of  payment  under  contractual  agreements 
with  third-party  agencies  when  the  patients  for  whom  a  contracting  agency 
is  responsible  are  average  for  the  hospital  concerned. 

Patients  paid  for  by  specific  third-party  agencies  may  be  atypical  for  a  va- 
riety of  reasons.  For  example,  all  patients  might  be  hospitalized  for  obstetri- 
cal care,  and  reimbursable  cost  for  this  group  might  not  be  average  cost  for 
all  patients  in  the  hospital.  A  third-party  agency  might  wish  to  have  all 
of  its  beneficiaries  hospitalized  in  semiprivate  rooms,  which  might  cost  more 
than  average  cost,  or  all  beneficiaries  of  another  agency  might  be  chronic 
patients   requiring  long  periods  of  hospitalization  with  relatively  small 


6  Ibid. 

7  Ibid. 


amounts  of  special  services  at  less  than  average  cost.  In  such  situations,  it 
may  be  necessary  to  develop  more  detailed  cost  data  or  other  factual  in- 
formation for  the  purpose  of  demonstrating  the  extent  to  which  a  reimburse- 
ment rate  should  deviate  from  the  over-all  average  patient  day  cost.8 

The  issue  of  the  fairness  of  distribution  of  costs  among  various 
groups  has  resulted  in  the  development  of  interest  in  the  last 
10  years  or  so  in  the  RCC  approach  (ratio  of  charges  to  charges), 
under  which  the  cost  attributable  to  a  particular  group  is  esti- 
mated from  the  ratio  of  the  charges  for  the  patients  in  that 
group  to  the  charges  for  all  patients  of  the  hospital. 

A  departure  from  the  straight  average  per  diem  approach  to 
cost  finding  also  took  place  because  of  concern  in  connection  with 
some  of  the  unfortunate  economic  incentives  that  might  develop. 
For  one  thing,  use  of  the  average  per  diem  approach  tended  to 
result  in  underpayments  to  a  hospital  for  the  first  days  of  hos- 
pital stays  and  overpayments  for  the  later  days.  It  was  thought 
that  such  an  approach  might  induce  unduly  long  stays.  The 
Philadelphia  Blue  Cross  plan  for  many  years  paid  a  per  diem 
rate  that  was  highest  for  the  first  day  of  stay  and  was  reduced 
thereafter  in  an  effort  to  discourage  such  a  result.9 

The  group-practice  prepayment  plans  have  for  a  long  time 
sponsored  per  capita  reimbursement  for  the  totality  of  health 
services — hospital  and  nonhospital.  Per  capita  reimbursement  un- 
der these  circumstances  provides  an  economic  incentive  to  treat 
outside  the  hospital  rather  than  to  hospitalize,  since  reimburse- 
ment is  not  increased  when  surgery  or  other  expensive  hospital 
services  are  furnished. 

Two  other  reimbursement  systems  were  tried  in  Saskatche- 
wan.10 Under  one  of  these  systems,  hospital  reimbursement  was 
based  on  reimbursement  points,  given  for  the  various  types  of 
services  the  hospital  offered.  The  more  services  offered,  the  higher 
the  amount  of  reimbursement;  but,  theoretically,  all  hospitals 
with  the  same  services  would,  under  this  system,  be  reimbursed 
the  same.  This  system  was  discarded,  and  a  system  was  substi- 
tuted under  which  hospital  budgets  were  computed.  Budgeted 
costs  were  divided  between  fixed  costs  and  costs  that  vary  with 
patient  load.  The  hospital  was  then  paid  its  fixed  costs  period- 
ically throughout  the  year,  and  to  these  payments  were  added 


8  Ibid. 

"Blue  Cross  Member  Hospital  Contract  (Philadelphia,  Pa.:  The  Associated 
Hospital  Service  of  Philadelphia,  July  1958). 

10  Malcolm  G.  Taylor,  The  Administration  of  Health  Insurance  in  Canada 
(Toronto:  Oxford  University  Press,  1956). 
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payments  reflecting  the  variable  cost  incurred,  which  depended 
on  the  number  of  patients  served.  Under  this  system  a  hospital 
did  not  need  patients  in  order  to  survive;  in  fact,  the  reimburse- 
ment factors  were  set  at  levels  that  would  create  a  financial  dis- 
advantage to  the  hospital  when  patient  loads  rose.  Budget  re- 
view before  the  year  began  was  intended  to  prevent  allocations 
of  funds  to  projects  not  considered  of  highest  priority. 

One  final  approach  to  reimbursement  might  be  mentioned.  Un- 
der this  system,  which  is  often  treated  as  being  charge,  not  cost, 
reimbursement,  the  third-party  payer — Cincinnati  Blue  Cross  is 
sometimes  cited  as  an  example — negotiates  the  charges  it  will 
pay  in  the  ensuing  period.  Any  change  in  charges  must  be  sub- 
mitted for  approval;  such  approval  depends  on  considerations  of 
past  and  projected  future  costs.  The  negotiated-charge  system 
provides  a  direct  incentive  to  economy  because  the  hospital  re- 
tains the  additions  to  net  income  that  flow  to  it  when  actual 
costs  are  below  those  projected.  Of  course,  the  hospital  may 
find  it  difficult  to  obtain  a  subsequent  increase  in  charges  until 
its  projected  costs  provide  a  justification.  Thus,  charge  and  cost 
reimbursement  by  third  parties  may  sometimes  be  quite  similar. 

The  Medicare  Reimbursement  Formula:  1957  to  1967 

Medicare  in  roughly  its  present  dimensions  became  a  major 
political  issue  with  the  introduction  of  the  Forand  bill  in  1957. 
Aime  Forand  was  second  in  seniority  only  to  the  Chairman, 
Wilbur  D.  Mills,  in  the  House  Committee  on  Ways  and  Means. 
The  Forand  bills  of  1957  and  1959  provided  for  payment  to 
hospitals  on  the  basis  of  average  per  diem  costs.  These  bills  were 
not  favored  by  the  Administration,  then  under  President  Dwight 
D.  Eisenhower.  The  1957  bill 11  and  1959  bill 12  provided  that 

the  amount  of  the  payments  .  .  .  shall  be  determined  on  the  basis  of  the  rea- 
sonable cost  incurred  by  the  hospital  or  nursing  home  for  all  bed  patients, 
or,  when  use  of  such  a  basis  is  impractical  for  the  hospital  or  nursing  home 
or  inequitable  to  the  institution  or  the  Federal  Old-Age  and  Survivors  In- 
surance Trust  Fund,  on  a  reasonably  equivalent  basis. 

Testifying  before  the  House  Committee  on  Ways  and  Means 
on  the  1959  Forand  bill,  Frank  A.  Groner,  representing  the  Amer- 


11  H.R.  9467,  introduced  by  Representative  Aime  J.  Forand  (D.,  Rhode 
Island),  August  27,  1957,  85th  Cong.,  1st  Sess. 

12  H.R.  4700,  introduced  by  Representative  Aime  J.  Forand  (D.,  Rhode  Is- 
land), February  18,  1959,  86th  Cong.,  1st  Sess. 


ican  Hospital  Association,  mentioned  some  of  the  issues  in  this 
reimbursement  provision : 

There  are  a  great  many  questions  involved  in  determining  hospital  costs, 
and  some  of  them  are  both  difficult  and  controversial,  as  several  public  hear- 
ings on  Blue  Cross  have  lately  demonstrated.  I  can  only  suggest  a  few  of  the 
major  points  involved :  Should  costs  be  averaged  for  the  entire  patient  popu- 
lation although  some  make  far  greater  than  average  demands  upon  labora- 
tory and  other  ancillary  services?  If  so,  should  the  same  daily  average  be 
applied  to  all,  despite  the  fact  that  the  aged  have  longer  stays  and  require 
less  intensive  care?  Is  depreciation  a  proper  charge  to  be  included  in  costs? 
What  about  the  cost  of  the  educational  functions?  How  about  the  costs  of 
caring  for  the  indigent,  insofar  as  that  cost  is  not  met  from  public  funds?13 

During  the  period  after  the  Forand  bill  was  introduced,  some 
of  the  staff  of  the  Department  of  Health,  Education,  and  Wel- 
fare began  to  consider  how  the  proposed  program  might  be  ad- 
ministered if  enacted  and,  for  purposes  of  the  protracted  con- 
sideration of  the  bill  and  related  measures  by  the  Committee  on 
Ways  and  Means  in  1960,  began  to  form  positions  on  how  the 
bill  should  be  modified. 

Many  of  the  suggestions  that  had  been  made  for  improvement 
in  the  Forand  bill  were  reflected  in  the  bill  introduced  by  Senator 
Pat  McNamara  in  May  I960.11  This  bill  did  not  tie  hospital  re- 
imbursement to  paying  the  average  cost  for  all  inpatients,  and 
the  new  reimbursement  approach  appeared  in  an  amendment 
to  H.R.  12580  (the  bill  that  became  the  Social  Security  Amend- 
ments of  1960),  subsequently  introduced  by  Senator  Clinton 
Anderson  with  the  strong  backing  of  Senator  John  F.  Kennedy, 
who  had  won  the  presidential  nomination  of  the  Democratic 
party.1-  Although  the  amendment  failed  passage,  it  set  the  stage 
for  subsequent  King-Anderson  bills.  Under  its  provisions,  the 
Secretary  of  HEW  would  have  been  given  considerable  leeway; 
payment  would  have  been  made  for  the  reasonable  cost  of  cov- 
ered services,  with  the  Secretary  authorized  to  determine  such 
costs  by  using  "such  methods  of  estimating  as  he  may  by  regu- 
lation prescribe." 


13  U.S.,  Congress,  House,  Committee  on  Ways  and  Means,  Hearings,  on  H.R. 
4700,  Hospital,  Nursing  Home,  and  Surgical  Benefits  for  OASI  Beneficiaries, 
86th  Cong.,  1st  Sess.,  July  15,  1959,  p.  353. 

11  S.  3503,  introduced  by  Senator  Pat  McNamara  (D.,  Michigan),  May  6, 
1960,  86th  Cong.,  2d  Sess. 

15  Amendment  6-30-60-B  to  H.R.  12580,  proposed  by  Senator  Clinton  P. 
Anderson  (D.,  New  Mexico),  June  30,  1960,  86th  Cong.,  2d  Sess. 
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The  King-Anderson  bills  (H.R.  4222  and  S.  909), 16  introduced 
in  1961  as  Kennedy  Administration  bills,  provided  for  payment 
on  a  reasonable  cost  basis,  but  also  did  not  tie  the  program  to 
an  average  per  diem  payment.  Instead,  the  bills  left  the  specific 
method  for  determining  "reasonable  costs"  to  the  Secretary: 

(b)  The  amount  paid  to  any  provider  of  services  with  respect  to  services 
for  which  payment  may  be  made  under  this  title  shall  be  the  reasonable  cost 
of  such  services,  as  determined  in  accordance  with  regulations  establishing 
the  method  or  methods  to  be  used  in  determining  such  costs  for  various  types 
of  classes  of  institutions,  services,  and  agencies. 

Mr.  Groner's  testimony  on  the  1961  bill  reflected  the  Amer- 
ican Hospital  Association's  concern  about  paying  "reasonable" 
rather  than  full  costs.  However,  the  consistency  with  the  AHA 
principles  of  paying  reasonable,  not  necessarily  full,  costs  was 
recognized  by  both  the  Congress  and  Mr.  Groner: 

Mr.  KING.  ...  I  understand  that  you  may  have  some  reservations  about  the 
word  "reasonable"  in  the  provisions  for  payment  under  the  bill  on  the  basis 
of  reasonable  cost.  We  intended  this  phrase  to  follow  the  principle  3.400  in 
your  principles  for  reimbursement,  which  I  will  not  quote.  Will  you  com- 
ment on  that? 

Mr.  GRONER.  Our  only  objection  to  the  word  "reasonable"  is  the  shades  of 
interpretation.  I  do  not  think  we  would  fight,  bleed,  and  die  for  this.  I  do 
not  think  this  is  as  important  as  some  of  our  other  testimony.  But  we  do 
think  there  would  be  shades  of  interpretation  and  this  is  the  only  reason  it 
is  made. 

Mr.  KING.  It  would  not  be  too  difficult  to  work  out  if  there  were  some 
modifications  or  suggestions? 

Mr.  GRONER.  I  would  not  anticipate  any  difficulty." 

While  Mr.  Groner  finally  did  not  express  strong  reservations  on 
limiting  the  coverage  of  hospital  cost  to  an  amount  that  was 
found  to  be  reasonable,  this  limitation  was  one  on  which  the 
American  Medical  Association  made  a  big  point  in  the  argument 
against  the  bill. 

In  opposing  H.R.  4222,  the  American  Medical  Association  as- 
serted that  use  of  "reasonable  cost"  as  the  basis  for  reimburse- 
ment would  mean  that  the  Government  might  either  be  so  con- 


,e  H.R.  4222,  introduced  by  Representative  Cecil  R.  King  (D.,  California), 
February  13,  1961,  87th  Cong.,  1st  Sess.;  and  S.  909,  introduced  by  Senator 
Clinton  P.  Anderson  (D.,  New  Mexico),  February  13,  1961,  87th  Cong.,  1st 
Sess. 

17  U.S.,  Congress,  House,  Committee  on  Ways  and  Means,  Hearings,  on  H.R. 
i222,  Health  Services  for  the  Aged  Under  the  Social  Security  Insurance 
System,  87th  Cong.,  1st  Sess.,  July  26,  1961,  I,  255. 
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scious  of  cost  that  the  quality  of  care  would  be  lowered  or  that 
the  costs  would  quickly  soar  out  of  control.  Representative  Cecil 
R.  King,  rebutting  the  AMA  testimony  point  by  point,  stated  in 
his  response  to  the  Association's  cost  allegations  that: 

another  example  is  their  statement  that  the  Government  has  two  choices: 
First,  it  will  either  be  so  budget  conscious  it  will  lower  the  quality  of  care; 
or  second,  the  program  will  be  faced  with  runaway  costs.  .  .  .  They  wish  to 
avoid  consideration  of  the  possibility  that  the  program  will  operate  well — 
with  an  eye  for  assuring  that  high  quality  of  care  is  encouraged  and  at  the 
same  time  that  money  is  not  wasted.  Utilization  committees  and  payment 
made  on  a  cost  basis,  as  H.R.  4222  provides,  will  mean  that  costs  are  in  keep- 
ing with  the  necessary  services  provided.18 

In  June  1962,  Senator  Anderson  introduced  a  Senate  floor 
amendment 19  to  the  proposed  1962  social  security  amendments 
(H.R.  10606).  The  amendment  included  several  modifications  de- 
signed to  meet  the  objections  that  had  been  raised  with  respect 
to  S.  909. 20  To  meet  the  criticisms  that  the  Secretary  of  HEW 
would  have  been  given  excessive  control  in  setting  the  amounts 
to  be  paid  providers  of  service  under  S.  909,  the  amendment  re- 
quired the  Secretary  to  consider  "the  principles  generally  ap- 
plied by  national  organizations  (that  have  developed  such  prin- 
ciples) in  computing  the  amount  of  payment." 

The  1963  King-Anderson  bill 21  and  the  Anderson-Gore 
amendment  to  the  social  security  bill,22  which  passed  the  Senate 
in  1964,  provided  substantially  the  same  reimbursement  provi- 
sions. The  reimbursement  provisions — specifically,  the  word  "rea- 
sonable"— remained  one  of  the  major  concerns  of  opponents.  The 
drug  manufacturers  feared  it  would  be  used  to  place  a  limit  on 
payments  for  trade-name  drugs.  The  insurance  industry  ex- 
pressed concern  at  hearings  that  costs  covered  by  Medicare 
would  be  more  or  less  operating  costs,  and  the  charge-paying 
patient  would  thus  have  to  pay  more  of  the  costs  not  met  by 
Medicare. 


"Statement  by  Honorable  Cecil  R.  King  of  California,  March  5,  1962, 
Congressional  Record — House,  87th  Cong.,  2d  Sess. 

10  Amendment  6-29-62-4  to  H.R.  10606,  proposed  by  Senator  Clinton  P. 
Anderson  (D.,  New  Mexico),  June  29,  1962,  Congressional  Record — Senate, 
87th  Cong.,  2d  Sess. 

20  Footnote  16,  above. 

21  H.R.  3920,  introduced  by  Representative  Cecil  R.  King  (D.,  California), 
March  21,  1963,  88th  Cong.,  1st  Sess. 

23  Amendment  No.  1178  to  H.R.  11865,  proposed  by  Senator  Clinton  P. 
Anderson  (D.,  New  Mexico)  and  Senator  Albert  Gore  (D.,  Tennessee), 
August  4,  1964,  88th  Cong.,  2d  Sess. 
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The  1965  King- Anderson  bill  (H.R.  I)23  was  also  introduced 
as  an  Administration  bill.  This  bill  added  further  detail  to  the 
definition  of  "reasonable  cost"  by  providing  that  the  methods 
used  in  determining  costs  under  the  program  be  such  that  the 
program  would  not  bear  the  cost  of  noncovered  individuals.  This 
provision,  which  was  included  in  the  enacted  version  of  the 
Medicare  legislation,  makes  clear  what  policy  answer  was  in- 
tended to  the  question  raised  by  Dr.  Edwin  L.  Crosby,  executive 
vice  president  of  the  American  Hospital  Association,  when  he 
testified : 

The  problem  which  we  will  face  if  we  get  into  this  kind  of  program  is  that 
the  average  daily  cost  for  the  aged  is  probably  lower  than  the  average  daily 
cost  for  the  acutely  ill,  the  nonaged.24 

The  provision  of  the  1965  bill — and  the  enacted  law — also  re- 
sponds to  the  concern  of  the  insurance  industry  that  the  distri- 
bution of  costs  between  Medicare  and  non-Medicare  patients  be 
equitable.  Considering  the  reimbursement  provision  of  H.R.  1, 
the  Committee  on  Ways  and  Means,  and  the  Administration, 
made  it  clear  that  neither  wanted  to  blaze  new  trails.  The  aim 
of  both  was  to  follow  and  to  conform  to  the  principles  of  payment 
already  being  used  by  other  third-party  payers.25  As  Commis- 
sioner Robert  M.  Ball  of  the  Social  Security  Administration 
stated  before  the  House  Ways  and  Means  Committee : 

We  would  be  following  the  reimbursement  principles  that  are  by  and  large 
followed  by  Blue  Cross  and  those  that  are  advocated  by  the  American 
Hospital  Association,  and  that  is  that  we  do  not  reimburse  on  the  basis  of 
charges  at  all,  but  rather  through  the  development  of  cost  information  from 
that  particular  hospital  about  the  cost  of  services  not  charges.20 

In  the  discussion  before  the  Ways  and  Means  Committee,  ex- 
tensive consideration  was  given  to  intended  policy,  and  some  of 
the  material  that  had  been  expected  to  be  included  in  Committee 
report  was  included  in  the  bill  language  itself.  The  Committee's 
bill  provided  the  following  definition  of  "reasonable  cost" : 


23  H.R.  1,  introduced  by  Representative  Cecil  R.  King  (D.,  California), 
January  4,  1965,  89th  Cong.,  1st  Sess. 

21  U.S.,  Congress,  House,  Committee  on  Ways  and  Means,  Executive  Hear- 
ings, on  H.R.  1,  Medical  Care  for  the  Aged,  89th  Cong.,  1st  Sess.,  February 
2,  1965,  Part  1,  p.  252. 

25  U.S.,  Congress,  House,  Committee  on  Ways  and  Means,  Committee  Report 
on  H.R.  6675,  Report  No.  213,  89th  Cong.,  1st  Sess.,  March  29,  1965,  p.  31. 

20  U.S.,  Congress,  House,  Committee  on  Ways  and  Means,  Executive  Hear- 
ings, on  H.R.  1,  Medical  Care  for  the  Aged,  89th  Cong.,  1st  Sess.,  January  28, 
1965,  Part  1,  p.  140. 
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The  reasonable  cost  of  any  services  shall  be  determined  in  accordance  with 
regulations  establishing  the  method  or  methods  to  be  used,  and  the  items  to 
be  included,  in  determining  such  costs  for  various  types  or  classes  of 
institutions,  agencies,  and  services;  except  that  in  any  case  to  which  para- 
graph (2)  or  (3)  applies,  the  amount  of  the  payment  determined  under  such 
paragraph  with  respect  to  the  services  involved  shall  be  considered  the 
reasonable  cost  of  such  services.  In  prescribing  the  regulations  referred  to 
in  the  preceding  sentence,  the  Secretary  shall  consider,  among  other  things, 
the  principles  generally  applied  by  national  organizations  or  established 
prepayment  organizations  (which  have  developed  such  principles)  in  comput- 
ing the  amount  of  payment,  to  be  made  by  persons  other  than  the  recipients 
of  services,  to  providers  of  services  on  account  of  services  furnished  to  such 
recipients  by  such  providers.  Such  regulations  may  provide  for  determination 
of  the  costs  of  services  on  a  per  diem,  per  unit,  per  capita,  or  other  basis, 
may  provide  for  using  different  methods  in  different  circumstances,  may 
provide  for  the  use  of  estimates  of  costs  of  particular  items  or  services,  and 
may  provide  for  the  use  of  charges  or  a  percentage  of  charges  where  this 
method  reasonably  reflects  the  costs.  Such  regulations  shall  (A)  take  into 
account  both  direct  and  indirect  costs  of  providers  of  services  in  order  that, 
under  the  methods  of  determining  costs,  the  costs  with  respect  to  individuals 
covered  by  the  insurance  programs  established  by  this  title  will  not  be  borne 
by  individuals  not  so  covered,  and  the  costs  with  respect  to  individuals  not 
so  covered  will  not  be  borne  by  such  insurance  programs,  and  (B)  provide 
for  the  making  of  suitable  retroactive  corrective  adjustments  where,  for  a 
provider  of  services  for  any  fiscal  period,  the  aggregate  reimbursement 
produced  by  the  methods  of  determining  costs  proves  to  be  either  inadequate 
or  excessive.27 

The  1965  law  answered  many  questions  but  controversy  over 
reimbursement  continued;  the  Medicare  reimbursement  provi- 
sions were  amended  only  1  year  after  the  initial  law  was  en- 
acted. In  1966  Senator  Jack  Miller  of  Iowa  introduced  on  the 
floor  of  the  Senate  an  amendment  to  a  bill  dealing  with  the  In- 
ternal Revenue  Service.  The  amendment  provided  that: 

(a)  "reasonable  costs"  for  extended  care  facilities  shall  include  a  return  on 
the  fair  market  value  of  the  facility  (determined  in  accordance  with  FHA  or 
similar  appraisals)  sufficient  to  attract  capital  investment.  .  .  . 

(b)  In  determining  reasonable  costs  under  this  subsection,  the  Secretary 
shall  consider,  among  other  things,  the  need  of  extended  care  facilities  for 
(1)  replacement  of  plant  and  equipment,  (2)  modernization  and  growth, 
specifically  provisions  through  earnings  for  the  long-range  amortization  of 
the  principal  of  indebtedness  incurred  to  finance  modernization  and  growth, 
(3)  research  and  comprehensive  health  planning,  (4)  reasonable  rentals  and 
reasonable  interest-type  returns  on  properties  and  money  capital  where 
supplied  by  the  providers,  (5)  provisions  for  uninsurable  risks  and  other 
business-type  responsibilities,  as  well  as  property,  income  and  other  taxes, 
where  these  cannot  be  shifted  and  are  borne  by  proprietors,  and  (6)  payment 


27  H.R.  6675,  introduced  by  Representative  Wilbur  D.  Mills  (D.,  Arkansas), 
March  24,  1965,  89th  Cong.,  1st  Sess.  (sec  1861  (v)). 
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of  a  return  greater  than  that  customarily  paid  (a)  to  public  utility  companies 
because  of  the  recognition  that  extended  care  facilities  operate  in  a  competi- 
tive field  and  (b)  to  investors  in  risk  free  ventures.28 

The  amendment,  receiving  the  support  of  Senator  Russell  B. 
Long  of  Louisiana  (Chairman,  Committee  on  Finance),  was 
agreed  to  by  the  Senate  and  went  to  conference.  The  conference 
committee  agreed  on  a  substitute  amendment  providing  that: 

regulations  on  cost  for  extended  care  services  furnished  by  proprietary 
facilities  shall  include  provision  for  specific  recognition  of  a  reasonable 
return  on  equity  capital,  including  necessary  working  captal,  invested  in  the 
facility  and  used  in  the  furnishing  of  such  services,  in  lieu  of  other  allow- 
ances to  the  extent  that  they  reflect  similar  items.  The  rate  of  return 
recognized  pursuant  to  the  preceding  sentence  for  determining  the  reasonable 
cost  of  any  services  furnished  in  any  fiscal  period  shall  not  exceed  one-and- 
one-half  times  the  average  of  the  rates  of  interest,  for  each  of  the  months 
any  part  of  which  is  included  in  such  fiscal  period,  on  obligations  issued  for 
purchase  by  the  Federal  Hospital  Insurance  Trust  Fund. 

The  committee  report  commented  on  the  provisions,  saying: 

It  is  expected  that  in  recognition  of  this  amendment  the  2  percent  of 
operating  costs  which  would  be  allowed,  in  lieu  of  specific  allowances  for 
"other  costs,"  under  the  proposed  regulations  of  the  Secretary  of  Health, 
Education,  and  Welfare  will  in  the  case  of  extended  care  services  provided 
by  proprietary  facilities  be  reduced  by  one-fourth,  to  a  total  of  IV2  percent 
of  the  operating  costs. 

The  conferees  expect  that  the  Secretary  of  Health,  Education,  and  Welfare 
will  apply  similar  or  comparable  principles  in  determining  reasonable  costs 
for  reimbursement  of  proprietary  hospitals  for  services  furnished  by  them.29 

It  might  be  noted  that  the  issue  of  including  a  profit  as  part  of 
cost  for  proprietary  institutions  was  never  specifically  considered 
by  the  Committee  on  Ways  and  Means  prior  to  passage  of  the 
original  law.  Some  members  of  the  HEW  staff  had  thought  a 
profit  for  this  group,  much  as  provided  in  the  enacted  amend- 
ment, would  be  provided  for  in  regulations.  However,  this  profit 
provision  for  proprietary  institutions  turned  out  to  be  very  con- 
troversial;  the  nonprofit  hospitals  argued  that  a  difference  in 
rules  between  proprietary  and  nonprofit  institutions  was  inap- 
propriate and,  in  particular,  that  it  was  wrong  to  pay  them  less 
because  they  were  nonprofit. 


28 Amendment  to  H.R.  6958,  proposed  by  Senator  Jack  Miller  (R.,  Iowa), 
September  22,  1966,  Congressional  Record — Senate,  89th  Cong-.,  2d  Sess. 

29  U.S.,  Congress,  House,  Conference  Report,  to  Accompany  H.R.  6958, 
Reimbursement  for  Proprietary  Extended  Care  Facilities  Under  Medicare, 
Report  No.  2317,  89th  Cong.,  2d  Sess. 
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Incentives  for  Economy  and  Efficiency:  A  Continuing  Issue 

Any  system  of  reimbursement  is  likely  to  produce  a  set  of 
incentives  to  do  what  will  be  of  greatest  financial  advantage  to 
the  hospital.  This  was  known  during  the  period  of  Medicare  de- 
velopment, and  incentive  issues  underlay  some  of  the  legislative 
decisions.  Medicare's  approach  to  financial  incentives  to  efficiency 
is  essentially  a  philosophy  of  neutrality.  The  major  idea  was  that 
Medicare  should  not  detract  from  the  existing  incentives  to 
efficiency,  economy,  and  quality.  This  is  much  like  the  principle  on 
which  a  physician  approaches  a  patient:  the  first  thing  is  not  to 
harm  him.  Medicare's  neutrality  toward  incentives  is  superior  to 
the  posture  of  many  existing  health  insurance  programs.  One 
of  the  complaints  has  been  that  much  of  private  health  insurance 
has  provided  coverage  for  hospital  inpatient  care  and  little  else. 
Excessive  use  of  the  most  expensive  form  of  care  appears  to  have 
resulted.  Medicare's  coverage  of  extended-facility  care  and  out- 
patient care  was  intended  to  avoid  introducing  incentives  not  to 
do  what  a  rational  medical  care  system  should,  and  usually  will, 
do. 

It  was  recognized  that  in  some  cases  patients  prefer  to  stay  in 
hospitals  unduly  long,  or  that  physicians  may  not  give  deserved 
consideration  to  the  economic  need  to  minimize  the  duration  of 
stay  and  the  amount  of  service  provided.  Medicare's  approach 
to  these  problems  was  to  require  hospital  committee  utilization 
review  and  physician  certification  of  the  medical  necessity  of 
services.  These  requirements  established  a  procedure  for  review 
of  admissions,  duration  of  stay,  and  services  furnished.  After 
20  days  of  continuous  service,  the  utilization-review  committee 
determines  in  all  cases  whether  further  services  are  needed.  A 
peer  review,  such  as  is  employed  in  utilization  review,  has  fre- 
quently been  found  very  helpful  in  establishing  good  practices 
in  other  fields.  While  utilization  review  had  existed  before  Med- 
icare, notably  in  the  Pittsburgh  area,  it  has  been  given  consider- 
able impetus  by  its  embodiment  in  Medicare  bills  since  1960  and 
in  the  enacted  law. 

Another  criticism  of  health  insurance  has  been  that  one  of  its 
results  is  that  the  patient  is  no  longer  interested  in  cost.  Some 
people  have  supported  the  Medicare  deductibles  and  coinsur- 
ance because  these  provisions  keep  some  patient  economic  self- 
interest  in  the  picture. 

A  possible  further  encouragement  to  efficiency  resulting  from 
Medicare  may  ensue  from  its  requirements  for  cost  records,  cost 
allocations,  and  cost  reporting.  Increased  knowledge  of  the  costs 
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of  the  various  hospital  services,  although  many  hospitals  ob- 
jected to  Medicare's  requiring  cost  accounting,  may  result  in 
better  planning  for  their  use  and  better  pricing  of  services.  Fur- 
thermore, the  accumulation  of  the  cost  reports  and  the  statistics 
derived  from  them  will  permit  more  sophisticated  comparison 
of  hospitals  than  has  ever  before  been  possible.  Public  exposure 
of  interinstitutional  differences  may  be  a  very  powerful  incen- 
tive for  high-cost  hospitals  to  economize.  There  is  also  in  Medi- 
care a  potential  weapon  against  excessive  costs.  Under  the  law, 
those  costs  that  are  unreasonably  high  in  relation  to  those  of 
other  hospitals  need  not  be  paid.  As  data  on  actual  experience 
are  collected,  the  degree  to  which  this  penalty  on  high  costs  needs 
to  be  applied  will  become  more  clear. 

It  should  be  understood  that  the  potential  for  economy  through 
financial  rewards  and  deterrents  is  limited.  There  are  many 
motivations  and  factors  in  a  complex  hospital  other  than  maxi- 
mizing net  operating  income  from  third  parties.  For  one  thing, 
contributions  from  the  community  at  large,  as  from  specific  don- 
ors, may  sometimes  be  induced  by  almost  the  opposite  of  econ- 
omy of  operation.  The  success  of  a  hospital  in  its  administra- 
tion may  be  measured  not  merely  by  hospital  efficiency  but  also 
by  the  completeness  of  hospital  facilities,  the  fame  of  its  staff, 
and  the  wealth  of  its  patients.  None  of  these  is  necessarily 
highly  correlated  with  efficiency.  Ability  to  attract  staff  and  de- 
sirable patients  does  not  always  accompany  low  cost  of  opera- 
tion. The  most  desirable  patients,  who  will  pay  substantial  sums 
out  of  pocket  for  the  use  of  special  services,  are  not  attracted  by 
low  cost.  The  problem  of  incentives  toward  efficiency  is  not  a 
simple  one  to  which  the  answer  is  known. 

Reimbursement  Provision  Changes  before  Congress:  1968 

The  legislative  history  of  Medicare  reimbursement  is  not  yet 
over;  it  is  more  nearly  a  continued  story.  A  social  security 
bill  introduced  recently  by  the  Administration  included  a  provi- 
sion under  which  payments  for  capital  costs  of  hospitals  would 
not  be  made  if  the  capital  expenditure  were  disapproved  by  the 
State  health-planning  body.30  This  provision,  under  which  Medi- 
care reimbursement  would  be  coordinated  with  State  planning, 
would  use  the  stick  of  reduced  reimbursement  as  an  incentive 
toward  health-system  efficiency.  Many  experts  believe  the  most 


""H.R.  5710,  introduced  by  Representative  Wilbur  D.  Mills  (D.,  Arkansas), 
February  20,  1967,  90th  Cong.,  1st  Sess. 
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promising  area  for  gains  in  efficiency  is  related  to  improvement 
in  the  system.  Medicare  can  do  little  positively  in  this  direction, 
but  again,  a  first  duty  is  "not  to  do  harm,"  and  the  coordination 
of  Medicare  with  system  planning  is  necessary  to  avoid  Medicare 
interference  with  planning. 

Along  with  the  unusually  sharp  rise  in  hospital  costs,  further 
interest  has  developed  in  various  approaches  to  reimbursing  hos- 
pitals in  ways  that  would  provide  financial  rewards  for  im- 
provements in  efficiency  and  thereby  induce  more  steps  in  this 
direction.  There  seemed  to  be  no  approach  that  had  been  suffi- 
ciently proved  to  be  recommended  for  adoption.  What  seemed 
reasonable  to  many,  including  Wilbur  Mills,  was  a  legislative 
provision  to  allow  for  experiments  with  various  incentive-reim- 
bursement formulas.  Should  this  provision  be  enacted,  as  now 
seems  very  likely,  much  more  may  come  to  be  known  in  future 
years  about  efficiency  in  hospitals  and  what  induces  it.  This  and 
other  new  knowledge  are  likely  to  be  reflected  in  future  install- 
ments of  the  legislative  history  of  Medicare. 
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Paul  J.  Feldstein 


An  Analysis  of  Reimbursement  Plans 

Introduction 

This  paper  presents  a  framework  for  analyzing  the  effects  of 
several  suggested  methods  of  reimbursing  hospitals  under  the 
Medicare  program.  Although  no  attempt  is  made  to  discuss  all 
possible  reimbursement  mechanisms,  it  is  hoped  that  the  frame- 
work and  criteria  offered  are  sufficiently  general,  so  that  addi- 
tional reimbursement  methods  can  be  considered  as  modifications 
in  design  and  effect  of  the  models  discussed,  and  that  the  paper 
can  thus  serve  as  a  background  document  for  future  evaluation 
of  reimbursement  systems. 

OBJECTIVES  OF  HOSPITAL  REIMBURSEMENT  SCHEMES 

It  is  possible  to  choose  between  two  objectives  in  selecting  an 
incentive-reimbursement  system  for  hospitals.  The  first  objective 
would  be  to  minimize  the  cost  of  hospital  care  for  given  levels  of 
care,  while  the  second  would  be  to  minimize  the  cost  of  an 
illness  episode.  Under  various  reimbursement  schemes,  either  one, 
both,  or  neither  of  these  objectives  may  be  achieved.  Ideally,  it 
would  be  desirable  for  a  reimbursement  method  to  achieve  both 
goals.  However,  since  this  might  not  occur,  there  should  be  some 
discussion  regarding  the  objectives  of  a  hospital-reimbursement 
scheme. 

For  purposes  of  definition,  a  payment  scheme  that  seeks  to 
reduce  institutional  costs  through  cost-saving  techniques  and 
equipment  is  denned  as  having  the  minimization  of  hospital  costs 


Paul  J.  Feldstein  is  associate  professor,  Program  in  Hospital  Administra- 
tion, School  of  Public  Health,  and  the  Department  of  Economics,  University 
of  Michigan;  while  on  leave  he  has  been  a  member  of  the  staff  of  the  Division 
of  Health  Insurance  Studies,  Office  of  Research  and  Statistics,  Social  Security 
Administration. 


17 


as  its  goal.  A  payment  scheme  that  results  in  the  transfer  of 
patients  to  less  costly  institutional  settings  as  is  medically  possi- 
ble (e.g.,  from  the  hospital  to  the  nursing  home  or  home  care) 
has  the  minimization  of  the  total  cost  of  an  illness  as  its  goal. 
In  the  first  case,  the  emphasis  is  on  efficiency,  whereas  in  the 
second,  it  is  on  effective  use  of  facilities. 

Both  goals  are  problems  in  achieving  greater  efficiency.  In  the 
first  case,  the  hospital  is  the  firm  combining  a  series  of  inputs  to 
minimize  the  cost  of  a  given  output.  In  the  second,  some  other 
unit  may  be  the  firm  (physician,  patient,  or  even  hospital)  com- 
bining the  inputs,  which  in  this  case  are  institutions,  in  such  a 
manner  as  to  minimize  the  cost  of  an  illness  to  the  patient.  Hos- 
pital costs  in  the  first  case  become  an  input  into  the  decision- 
making process  in  the  second.  The  payment  systems,  incentives 
operating,  and  assumptions  about  the  purchaser  in  these  two 
cases  may  not  be  the  same,  and  are  therefore  treated  separately. 

While  it  would  be  desirable  and  sometimes  possible  to  achieve 
both  of  these  goals — efficiency  and  effective  use — certain  reim- 
bursement systems  may,  in  achieving  one  of  the  goals,  have  no 
effect  or  a  negative  effect  on  the  achievement  of  the  other  goal. 
For  example,  a  payment  system  that  seeks  to  transfer  patients  to 
less  costly  institutions  may  have  no  effect  on  increasing  efficiency 
in  any  of  the  institutional  settings.  Similarly,  a  payment  sys- 
tem that  results  in  a  tendency  toward  hospital  efficiency  and  also 
toward  early  discharge  may  increase  the  total  costs  of  illness 
and  shift  them  from  the  hospital  to  the  patient.  This  shift  may 
be  either  strictly  financial  or  it  may  be  social — resulting,  for 
example,  in  an  increase  in  a  patient's  hardships  if  there  is  no 
one  available  to  care  for  him  at  home.  Such  a  shift  can  take  place 
if  alternative  institutions  are  not  available  or  if  care  in  such 
institutions  is  not  covered  by  insurance. 

Therefore,  in  order  for  hospital  costs  to  be  minimized,  there 
must  be  a  tendency  toward  efficiency — to  produce  the  same  prod- 
uct, with  the  same  level  of  quality,  at  a  lower  cost.  In  order  for 
total  illness  costs  to  be  minimized,  there  must  be  effective  use  of 
all  the  different  institutional  settings,  i.e.,  patients  must  be  placed 
in  or  transferred  to  that  setting  that  can  provide  the  necessary 
care  at  the  lowest  cost.  However,  in  examining  this  latter  alterna- 
tive, care  must  be  taken  to  ascertain  whether  (a)  alternative 
facilities  are  available,  (b)  the  payment  mechanism  covers  use 
in  alternative  facilities  (the  home  as  another  institutional  set- 
ting should  not  be  disregarded),  and  (c)  the  administrative, 
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social,  and  medical  costs  of  transfer  are  less  than  the  gain 
achieved  through  transferring. 

Since  these  two  objectives,  efficiency  of  hospital  care  and  ef- 
fective use  of  institutions,  are  not  necessarily  related,  the  in- 
centives for  achieving  them  also  may  not  be  the  same.  There- 
fore, these  alternative  incentive  systems — increasing  efficiency 
within  a  particular  institutional  setting  and  increasing  effective 
use  of  alternative  institutions — will  be  discussed  separately  in 
the  sections  below  on  hospital  reimbursement  systems  and  ill- 
ness (or  capitation)  payment  systems. 

PROCESS  VERSUS  OUTPUT  INCENTIVES 

Generally,  two  major  types  of  incentive  systems  have  been  sug- 
gested to  attain  either  or  both  of  the  above  objectives.  One  is  to 
promote  incentives  in  what  may  be  called  the  "process"  for  pro- 
viding care,  while  the  other  is  to  develop  incentives  toward 
achieving  the  specified  output  directly.  Examples  of  process  in- 
centives include  rewarding  hospitals  if  they  subscribe  to  data- 
collecting  agencies  such  as  Hospital  Administrative  Services 
(HAS)  or  the  Professional  Activities  Study  (PAS)  and,  further, 
crediting  them  if  they  develop  certain  institutional  structures 
within  the  hospital,  such  as  utilization-review  committees.  Such 
process  incentives  have  as  their  expectation  that  if  these  tasks  are 
undertaken,  then  reductions  in  cost  for  specified  output  will  re- 
sult. However,  rewards  for  process  incentives  may  lead  to  the 
production  of  a  great  many  of  the  processes  without  any  neces- 
sary change  in  the  cost  of  care. 

Direct-output  incentives,  on  the  other  hand,  base  their  rewards 
and  penalties  on  the  final  output  itself,  i.e.,  on  a  given  quality  of 
care  at  minimum  cost.  These  are  similar  to  the  incentives  under 
which  the  private  sector  of  the  economy  operates,  where  rewards 
are  related  to  prices  and  to  the  costs  of  production  of  the  output. 
Such  incentives  not  only  encourage  the  undertaking  of  desirable 
processes,  but  also  encourage  a  greater  search  for  applicable  in- 
formation and  technology  from  other  fields. 

Therefore,  the  assumption  made  in  this  paper  is  that  the  in- 
centives are  directed  toward  the  final  product  rather  than  to- 
ward the  process.  If,  on  the  other  hand,  process  incentives  were 
desired,  then  a  list  of  them  would  have  to  be  developed,  supported 
by  empirical  evidence  demonstrating  that  process  incentives  do 
in  fact  work. 

Reimbursement  systems  involving  various  incentives  directed 
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toward  the  final  product  are  considered  in  the  following  sec- 
tions. Hospital-reimbursement  systems  that  are  aimed  at  effi- 
ciency of  operation  are  considered  first.  Detailed  attention  is 
given  to  reimbursement  systems  that  measure  the  performance 
of  hospitals  in  relation  to  each  other;  then,  payment  systems 
based  on  the  hospital's  individual  performance  are  dealt  with. 
Next  are  set  forth  payment  systems  designed  to  minimize  the 
cost  of  an  entire  illness  episode  and  to  increase  the  effective 
utilization  of  different  kinds  of  institutions. 

Hospital  Reim  bursement  Systems 

In  the  discussion  of  alternative  hospital  payment  systems,  ref- 
erence is  made  either  to  a  hospital's  relative  cost  curve  (com- 
pared with  those  of  other  hospitals)  or  to  its  own  average  and 
marginal  cost  curves.  In  figures  1,  2,  and  3  (pp.  21,  22),  the 
average  cost  curve  is  represented  as  being  U-shaped,  as  is  sug- 
gested by  economic  theory.  The  average  cost  curves  represent 
the  average  cost  per  unit  (e.g.,  a  patient  day)  at  different  levels 
of  output  (e.g.,  number  of  patient  days).  In  different  cases,  this 
average  cost  curve  may  represent  the  average  cost  of  caring 
for  all  patients  in  the  hospital,  the  average  cost  of  caring  for  a 
particular  type  of  patient,  or  the  average  cost  of  providing  a 
given  service  to  patients.  With  regard  to  the  different  payment 
systems  to  be  discussed,  what  the  average  cost  curve  represents 
is  specified  in  each  of  the  payment  systems  considered. 

Reference  is  also  made  in  the  following  sections  to  both  long- 
run  and  short-run  average  cost  curves  (LRAC  and  SRAC 
curves).  The  difference  between  these  curves  is  that,  in  the 
short-run,  not  all  the  components  of  hospital  costs  can  be  changed 
(e.g.,  scale  of  plant),  while  in  the  long  run,  the  time  period  is 
long  enough  for  all  components,  including  size  of  hospital,  to 
be  varied. 

There  are  also  long-run  and  short-run  marginal  cost  curves 
(LRMC  and  SRMC  curves),  which  are  similar  to  the  LRAC  and 
SRAC  curves.  These  represent  the  additional  costs  (increments 
to  total  costs)  incurred  by  increasing  output  (e.g.,  patient  days) 
by  an  additional  unit.  LRMC  includes  all  the  additional 
costs  for  handling  an  additional  patient,  such  as  an  increase  in 
bed  capacity  and  staff,  etc.,  while  SRMC  represents  those 
additional  costs  that  will  be  incurred — given  the  existing  hos- 
pitals' facilities  and  staff — for  an  additional  patient  day.  This 
analysis  can  be  made  for  a  particular  type  of  patient  (e.g.,  an 
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CHART  1-A  LONG  RUN  AVERAGE  COST  CURVE 
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CHART  3-A  HOSPITAL'S  SHORT  RUN  AVERAGE  AND 
MARGINAL  COST  CURVES 


LEVEL  OF  OUTPUT 

aged  individual)  or  for  producing  an  additional  unit  of  service 
in  the  laundry  or  in  any  other  department.1 

PAYMENT  BASED  ON  RELATIVE  PERFORMANCE 

From  this  background  on  cost  curves,  the  observed  differences 
in  hospital  costs  may  be  said  to  result  from  one  or  more  of  the 
following : 

(1)  The  hospitals  may  be  operating  on  different  portions  of 
their  long-run  average  cost  curves  (i.e.,  they  may  have  different 
ranges  of  output).  This  is  shown  in  figure  1,  where  SRAd, 
SRAC..,  and  SRAC3,  represent  hospitals  of  different  sizes.  The 
hospitals  differ  only  in  the  scale  of  their  operations.  (For  outputs 
up  to  output  1,  hospital  1  has  lowest  average  costs,  and  above 
output  2,  hospital  3  has  lowest  average  costs.) 

(2)  The  hospitals  may  be  operating  at  the  same  point  on  their 
LRAC  as  other  hospitals,  i.e.,  at  the  same  level  of  output,  but  have 
a  lower  or  higher  LRAC  because  they  are  producing  different 
products,  e.g.,  there  may  be  differences  in  quality,  or  they  may  be 


1  For  a  more  complete  discussion  of  economies  of  scale  in  hospitals  and 
their  measurement,  see  W.  John  Carr  and  Paul  J.  Feldstein,  "The  Relation- 
ship of  Cost  to  Hospital  Size,"  Inquiry,  June  1967,  and  also  Ralph  Berry, 
"Returns  to  Scale  in  the  Production  of  Hospital  Services,"  Health  Services 
Research,  Summer  1967. 
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caring  for  a  different  mix  of  patients.  If  it  were  possible  to  adjust 
for  these  differences  in  product,  then  their  cost  curves  would  be 
similar. 

(3)  The  hospitals  may  be  operating  at  the  same  level  of  output, 
but  their  LRAC  are  either  higher  or  lower  than  those  of  other 
hospitals  because  of  differences  in  efficiency.  Figure  2  shows  that 
hospital  1  has  lower  average  costs  than  hospital  2  for  all  ranges 
of  output. 

(4)  The  hospitals  may  be  operating  at  the  same  level  of  output 
as  others  and  have  similar  SRAC,  but  because  of  their  accounting 
systems,  their  SRAC  for  a  given  type  of  patient  or  service  may 
appear  different.  (Under  these  circumstances,  a  reimbursement 
system  based  on  the  average  of  the  costs  of  all  hospitals  provides 
an  incentive  for  hospitals  to  find  out  what  their  real  costs  are.) 

With  these  reasons  for  the  differences  between  hospital  costs 
in  mind,  different  reimbursement  systems  may  be  analyzed  ac- 
cording to  the  relationship  that  the  reimbursement  price  has  to 
the  hospital's  LRAC  or  SRAC  relative  to  the  costs  of  other  hos- 
pitals in  the  community.  The  reimbursement  systems  discussed 
assume  that  all  differences  in  hospital  costs  are  a  result  of  differ- 
ences in  costs  of  patient  care.2 

Reimbursement  according  to  mean  average  costs  of  all  hos- 
pitals in  the  community. — One  basic  method  of  relative  reim- 
bursement is  to  set  the  reimbursement  price  according  to  the 
average  of  the  average  costs  of  all  the  hospitals  in  the  com- 
munity, thus  rewarding  hospitals  operating  below  the  mean  and 
penalizing  those  operating  above  it. 

If  hospitals  are  operating  on  different  portions  of  their  LRAC 
curve  under  a  mean-average-cost  reimbursement  scheme  (see 
figure  1),  then  the  lower  cost  hospitals  will  presumably  increase 
the  provision  of  care,  until  their  costs  eventually  begin  to  rise. 
On  the  other  hand,  if  hospitals  are  high  cost  because  they  are 
operating  on  the  increasing  portion  of  their  LRAC  curve,  then 
a  lesser  payment  for  their  services  will  cause  them  to  contract 
their  services,  in  which  case  their  cost  per  unit  may  fall.  If  the 
hospitals  are  high  cost  because  they  are  operating  on  the  de- 
clining portion  of  their  LRAC  curve,  then  they  will  either  have 
to  cease  production  of  their  services,  change  their  services,  or 


-  One  of  the  controversies  under  the  present  reimbursement  system — and 
one  that  certainly  will  arise  in  any  proposed  system — is  the  extent  tc  which 
third-party  payers  and  private-pay  patients  should  pay  for  the  costs  of 
activities  other  than  patient  care,  e.g.,  education  and  research,  the  argument 
being  that  the  benefits  accrue  to  everyone.  Others  suggest  that  the  funds 
should  come  from  separate  sources  (preferably  general  tax  funds)  and  that 
there  should  be  some  determination  made  as  to  which  institutions  could  most 
efficiently  undertake  these  activities. 
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stop  offering  them  at  the  reimbursement  price  paid.  In  the  case 
of  hospitals  whose  cost  are  high  because  they  are  operating  on 
the  declining  portion  of  their  LRAC  curves,  eventual  increases 
in  demand  for  such  services  may  enable  them  to  expand  their 
output  so  that  their  cost  per  unit  falls. 

If  the  differences  between  hospitals'  costs  are  not  a  result  of 
differences  in  their  positions  on  the  same  LRAC  curve  (i.e., 
their  level  of  output) ,  then  such  cost  differences  may  be  a  result 
of  relative  efficiency  in  producing  the  same  product  or  similar 
degrees  of  efficiency  in  producing  different  products.  (With  ref- 
erence to  figure  2,  the  different  average  cost  curves  could  repre- 
sent two  different  products  or  differences  in  efficiency  for  the 
same  product.)  In  such  cases,  rewarding  the  low-cost  hospital 
and  penalizing  the  high-cost  one  should  cause  the  low-cost  hos- 
pital to  expand  its  services  in  the  long  run.  The  high-cost  hos- 
pital should  either  reduce  the  number  of  aged  patients  it  serves, 
reduce  the  number  of  its  services  (quality),  subsidize  elderly 
patients  out  of  fees  collected  from  other  types  of  patients,  or 
cease  offering  service  to  Medicare  patients  at  the  going  price. 

In  summary,  rewarding  hospitals  whose  operating  corts  are 
below  the  mean,  and  penalizing  those  whose  costs  are  above  it, 
would  result  in  the  total  amount  expended  on  hospital  reim- 
bursement being  less  than  if  total  costs  were  reimbursed.  It  is 
also  hoped  that  it  would  result  in  the  expansion  of  the  more 
efficient  hospitals,  while  the  less  efficient  ones  would  be  forced 
to  become  more  efficient  or  to  contract  their  services." 

There  could  also  be  modifications  in  the  payment  systems  for 
those  hospitals  above  and  below  the  mean.  For  example,  hos- 
pitals whose  costs  are  above  the  mean  could  be  penalized  by 
either  receiving  less  funds  (some  percentage  of  difference  be- 
tween their  costs  and  the  mean  cost)  or  simply  by  being  subjected 
to  more  intensive  auditing  procedures.  For  hospitals  operating 
below  the  mean,  the  rewards  could  be  personal  (e.g.,  bonuses 
for  administrators  and/or  other  staff  members)  or  institutional 
(e.g.,  payment  of  some  percentage  of  the  difference  between 


3  There  has  been  some  discussion  as  to  whether  reward  payments  should 
be  restricted  in  their  use  (e.g.,  to  construction  or  modernization  funds)  or 
whether  they  should  be  lump  sums  for  use  as  the  hospital  sees  fit.  A  hospital 
may  have  a  greater  need  to  introduce  cost-saving  equipment,  to  hire  better 
trained  staff,  to  provide  more  services,  or  to  educate  its  administrative  staff 
in  the  latest  management  techniques  than  to  provide  additional  facilities. 
Thus,  the  restriction  of  reward  payments  to  limited  purposes  is  less  efficient 
than  allowing  the  hospital  to  spend  such  payments  on  the  things  it  needs 
most. 
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their  costs  and  the  mean  costs).  The  modifications  for  rewards  and 
penalties — there  are  many  more  than  those  mentioned  here — 
would  be  similar  in  effect  to  the  simple  model  discussed,  that  is, 
reward  hospitals  below  the  mean  while  penalizing  those  above  it.4 
Modifications  of  payment  by  mean  average  costs. — There  are 
many  modifications  of  the  system  of  reimbursing  hospitals  on  the 
basis  of  mean  average  costs.  In  this  section,  several  of  these  modi- 
fications are  considered. 

(1)  Hospitals  may  be  classified  by  size,  service,  control,  etc., 
before  determining  the  mean  average  cost. 

(2)  Payment  may  be  based  on  the  mean  average  cost  of 
intermediate  products  that  are  considered  to  be  subject  to  econ- 
omies of  scale  (e.g.,  X-ray,  laundry).  The  effects  of  this  policy 
would  be  similar  to  those  of  reimbursement  based  on  the  mean 
average  cost  of  the  final  product,  patient  care.  However,  instead 
of  being  forced  to  cease  production  of  patient  care  or  participa- 
tion in  Medicare,  a  higher  cost  hospital  would  have  to  seek  to 
purchase  the  intermediate  output  from  another  hospital  or  in- 
stitution in  the  community. 

(3)  Hospitals  are  reimbursed  according  to  their  individual 
costs,  but  they  only  receive  the  mean  increase  in  costs  of  all  the 
hospitals  over  the  year  or  over  some  other  time  period."'  (A 
further  modification  of  this  is  first  to  classify  the  hospitals 
and  then  to  calculate  the  mean  increase  in  costs  for  each  group.) 
The  individual  SRAC  curves  (whether  they  are  based  on  all  pa- 
tients or  particular  categories)  are  rising  at  different  rates,  and 
reimbursement  would  be  according  to  the  average  increase. 


4  There  has  been  some  concern  that  decreasing-  payments  to  a  high-cost 
hospital  would  result  in  hardships  to  the  patients  still  using  that  hospital. 
It  therefore  has  been  suggested  that  as  long  as  the  hospital's  intentions  are 
good,  its  payments  should  not  be  decreased.  However,  it  would  appear  that 
under  the  present  "cost-plus"  system  of  reimbursement,  hospitals  that  are 
high  cost  and  have  good  intentions  already  have  had  the  time  to  change — if 
they  are  going  to.  Since  it  would  not  be  clear  that  patients  in  these  hospitals 
were  better  off  before  the  change  than  after,  the  changes  desired  should  be 
made  as  rapidly  as  possible  rather  than  as  slowly  as  possible.  One  method 
of  achieving  this  would  be  to  pay  high-cost  hospitals  less  and  inform  their 
boards  of  trustees  of  this,  in  order  to  encourage  a  change  in  the  management 
of  the  institutions. 

5  See  also,  Saul  Waldman,  "Average  Increase  in  Costs' — An  Incentive 
Reimbursement  Formula  for  Hospitals,"  a  paper  appearing  on  pages  39-48 
of  this  report. 

0  It  is  assumed  that,  when  hospitals  are  grouped,  the  average  dollar  increase 
is  used  rather  than  the  average  percent  increase.  The  average  percent 
increase  would  penalize  the  lower  cost  institutions  while  providing  the  higher 
cost  ones  with  an  amount  in  excess  of  their  cost  increase. 
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The  incentive  in  this  case  is  on  inhibiting  rising  hospital  costs. 
Hopefully,  hospitals  would  continually  substitute  the  inputs  they 
use  so  that  those  inputs  whose  costs  are  increasing  less  rapidly 
would  be  substituted  for  inputs  whose  costs  are  rising  faster.  For 
example,  there  might  be  more  capital  investment  to  offset  rising 
labor  costs,  and  there  could  be  a  greater  use  of  less  skilled  per- 
sons in  place  of  highly  skilled  persons.  If  the  calculations  of  the 
mean  rise  in  hospital  costs  were  based  on  all  patients  and  serv- 
ices, then  there  might  be  a  tendency  to  change  the  mix  of  kinds 
of  patients  and  kinds  of  services.  This  would  result  in  an  empha- 
sis upon  those  patients  and  services  whose  input  costs  were  ris- 
ing at  a  slower  rate.  However,  this  payment  system  could  also 
provide  an  incentive  toward  collusive  arrangements  between  hos- 
pitals with  regard  to  cost  increases  and  prices  paid  for  inputs 
(e.g.,  collusive  arrangements  with  regard  to  nurses'  salaries,  as 
described  by  D.  Yett).7 

The  effects  of  such  a  payment  system  would  be  similar  to 
those  described  for  the  mean-average-cost  reimbursement  sys- 
tem. The  lower  cost  hospitals  would  be  rewarded,  and  would  be 
able  to  expand,  while  the  higher  cost  hospitals  would  in  some 
manner  be  penalized.  If  their  costs  were  higher  because  of  prod- 
uct differences  (e.g.,  because  of  higher  quality) ,  then  these  qual- 
ity differences  could  be  cut  back.  Another  problem  with  this 
method  of  reimbursement  is  that  the  higher  cost  hospitals  would 
start  from  a  more  advantageous  position  than  the  lower  cost, 
more  efficient  hospitals.  This  is  because  those  hospitals  with 
higher  costs  would  presumably  have  more  room  to  reduce  costs. 

In  another  related  reimbursement  proposal,  hospitals  would  be 
paid  on  a  delay  basis.  This  would  mean  reimbursing  hospitals 
for  their  individual  average  costs,  but  not  reimbursing  them  for 
their  rising  costs  for  6  months  or  a  year.  The  effects  of  this 
proposal  would  be  equivalent  to  the  effects  of  considering  all  hos- 
pitals as  being  the  high-cost  hospitals  when  the  payment  price 
is  based  on  mean  average  costs,  or  as  being  those  hospitals  whose 
rise  in  costs  is  greater  than  that  for  the  average  when  pay- 
ment is  based  on  the  average  increase  in  costs.  (In  this  case, 
price  is  always  below  a  constantly  rising  SRAC  curve.) 

(4)  The  proposal  of  paying  all  hospitals  so  that  the  reimburse- 
ment price  is  always  lower  than  their  average  costs  is  similar 
to  placing  them  in  the  position  of  the  hospitals  in  the  earlier  case 


7  Donald  Yett,  "The  Supply  of  Nurses:  An  Economist's  View,"  Hospital 
Progress,  February  1965. 
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whose  average  costs  were  above  the  mean  and  payment  was 
based  on  the  mean  average  costs  of  the  hospitals  in  the  com- 
munity. Unfortunately,  under  this  proposal  the  contraction  of 
service  and  the  reduction  in  quality  would  not  be  met  by  an 
increase  elsewhere.8 

(5)  Another  modification  of  the  general  approach  of  setting 
price  in  relation  to  mean  average  costs  is  to  set  price  according 
to  the  average  of  all  of  the  hospital's  short-run  fixed  costs  ("read- 
iness to  serve"  costs)  and  pay  actual  additional  costs  (SRMC). 
Here  again  the  effects  would  be  the  same  as  those  of  relating 
price  to  mean  average  costs;  however,  an  additional  effect  would 
be  to  decrease  short-run  fixed  costs  by  having  higher  variable 
costs,  e.g.,  bonuses,  in  order  to  achieve  greater  short-run  flexi- 
bility. Since  these  variable  costs  would  be  fully  reimbursable, 
this  program  could  also  result  in  overall  higher  program  costs. 

A  variation  of  this  approach  might  be  to  pay  actual  short- 
run  fixed  costs  ("readiness  to  serve"  costs)  and  the  average  of 
all  of  the  hospital's  additional  costs  per  patient  day  (SRMC). 
The  incentive  would  then  be  to  substitute  SR  fixed  costs  for  SR 
marginal  costs,  e.g.,  hire  more  staff  on  a  full-time  basis,  etc.,  so 
that  SRMC  would  decrease  still  further  as  a  percent  of  total 
costs.  Such  a  policy  would  also  probably  increase  rather  than 
decrease  total  program  costs.  It  would  also  be  quite  difficult  to 
measure  readiness-to-serve  and  short-run  marginal  costs. 

(6)  A  final  example  of  a  payment  system  based  on  relative 
performance  is  to  reward  hospitals  in  a  reverse  way:  pay  the 
high-cost  hospitals  more  than  the  low-cost  ones  so  that  they  can 
presumably  become  more  efficient,  e.g.,  provide  more  funds  for 
modernization  of  plant  and  equipment  or  higher  salaries  for  bet- 
ter trained  staff.  The  effect  of  such  a  proposal  would  be  the 
reverse  of  the  earlier  case.  The  high-cost  hospitals  would  expand 
in  those  areas  where  there  are  more  funds ;  they  would  not  neces- 
sarily become  more  efficient.  Moreover,  an  incentive  might  be 
created  for  the  low-cost  hospital  to  become  high  cost ! 

PAYMENT  BASED  ON  INDIVIDUAL  PERFORMANCE 

The  analysis  of  reimbursement  schemes  based  on  an  individual 
hospital's  performance  is  also  made  with  reference  to  the  hos- 


8  The  scheme  of  setting  the  reimbursement  price  lower  than  average  costs 
for  all  hospitals  seems  analogous  to  the  case  of  the  farmer  who  decided  to 
reduce  his  expenses  by  feeding  his  horse  less  and  less  each  day.  However,  just 
when  he  had  the  horse  trained  to  get  along  without  food,  it  died. 
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pital's  average  and  marginal  costs  (figure  3).  As  in  the  pre- 
vious diagrams,  the  theoretical  SRAC  curve  decreases  as  more 
units  of  service  are  provided  within  a  given  size  of  hospital. 
Then,  after  some  point,  it  begins  to  rise.  Empirical  evidence  on 
the  shape  and  magnitude  of  the  SRAC  and  SRMC  curves,  how- 
ever, found  SRMC  to  be  small,  approximately  25  percent  of 
SRAC.9 

Over  the  range  observed,  on  the  other  hand — and  it  included 
quite  high  occupancy  rates — SRMC  did  not  increase  but  re- 
mained constant.10  These  findings,  which  are  consistent  with  pre- 
vailing opinion,  have  important  implications  for  the  payment 
schemes  discussed  below. 

Payment  of  full  costs. — The  first  of  the  payment  schemes 
based  on  individual  performance  involves  payment  of  full  costs. 
Under  this  payment  system,  the  hospital  would  be  reimbursed 
according  to  its  actual  average  cost  per  unit,  regardless  of 
whether  the  hospital  were  operating  on  the  low  or  high  point  of 
its  average  cost  curve.  Thus,  the  hospital  would  have  no  incentive 
to  reduce  costs,  either  by  changing  its  rate  of  output  (i.e.,  moving 
to  the  low  point  on  its  cost  curve)  or  by  becoming  more  efficient 
at  all  levels  of  output  (i.e.,  shifting  the  entire  cost  curve  down) . 
The  only  incentive  under  this  payment  system  would  be  that  of 
enabling  the  hospital  to  achieve  whatever  goals  it  might  desire, 
e.g.,  to  add  additional  services  and  activities,  become  a  larger 
hospital.  As  long  as  the  reimbursement  price  was  based  on  aver- 
age cost  per  patient  day  and  the  marginal  cost  of  an  aged  patient 
was  less  than  average  cost,  the  hospital  would  receive  more  than 
the  cost  of  providing  that  care.  Since  the  proportion  of  patient 
days  used  by  aged  patients  (presently  25  percent)  is  expected  to 
increase,  this  contribution  to  the  hospital's  other  activities  would 
not  be  insignificant.11 


9  Paul  J.  Feldstein,  An  Empirical  Investigation  of  the  Marginal  Cost  of 
Hospital  Services,  Graduate  Program  in  Hospital  Administration,  University 
of  Chicago,  Chicago,  111.,  1961. 

10  It  is  believed  that  rising  SRMC  were  not  observed  because  if  hospitals 
were  operated  at  occupancy  levels  greater  than  100  percent  for  any  period  of 
time,  there  would  be  additional  social  costs  to  the  patient  that  the  hospital 
would  not  want  to  incur. 

u  The  study  by  Edward  Kaitz,  "Pricing  Policy  and  Cost  Behavior  in  the 
Hospital  Industry"  (unpublished  doctoral  thesis,  Graduate  School  of  Business 
Administration,  Harvard  University,  February  1967),  attempted  to  analyze 
the  effect  on  hospital  costs  and  expansion  of  services  of  a  payment  system 
based  upon  "reasonable  costs."  One  of  the  conclusions  of  the  study  (based 
upon  personal  interviews  with  hospital  administrators  in  Massachusetts)  was 
that  "cost  based  reimbursement  systems  provided  what  may  be  regarded  as 
the  most  crucial  incentive  for  the  development  of  ancillary  services"  (p.  5.14). 
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There  are  various  modifications  of  this  payment  scheme.  For 
example,  the  reimbursement  rate  could  be  set  either  slightly  above 
or  slightly  below  average  cost.  This  is  comparable  to  existing 
and  proposed  modifications  of  the  present  reimbursement  sys- 
tem. In  either  case,  there  would  be  little  incentive  toward  effi- 
ciency in  such  a  payment  system. 

The  idea  of  a  negotiated  rate  is  really  a  modification  of  pay- 
ment according  to  individual  hospital  costs.  Depending  upon  the 
purchasing  power  of  the  buyer,  the  negotiated  rate  could  be  any- 
where from  an  amount  less  than  average  costs  (but  not  less  than 
variable  costs)  to  an  amount  that  much  greater  than  full  costs. 
The  possibility  of  quality  reduction  if  the  negotiated  rate  is  lower 
than  what  the  hospital  requests  is  always  present.  Further,  small 
purchasers  might  be  subsidizing  the  larger  purchasers. 

Unless  payment  is  made  according  to  some  formula  basis,  e.g., 
relative  reimbursement,  then  negotiated  rates  may  not  be  much 
different  from  the  present  system  of  payment  of  costs.  Further, 
some  inequities  will  be  involved,  e.g.,  the  rewards  may  go  to 
those  who  can  bargain  most  effectively.  A  negotiated  rate  pro- 
vides some  incentive  to  reduce  costs  (assuming  quality  is  not  re- 
duced instead)  because  the  hospital  can  retain  some  percent  of 
the  difference  between  its  costs  and  the  negotiated  rate.  How- 
ever, this  may  not  be  a  very  strong  incentive  since  "the  hospital 
may  find  it  difficult  to  obtain  a  subsequent  increase  in  charges 
until  its  projected  costs  provide  a  justification."12 

Another  modification  is  to  contract  with  a  hospital  to  provide 
so  many  patient  days,  e.g.,  10,000,  at  so  many  dollars  per  patient 
day.  The  intent  of  such  a  negotiated  fee  is  to  provide  the  hospital 
with  an  incentive  to  produce  care  for  iess  than  the  negotiated 
price.  The  problems  with  this  proposal  are  similar  to  those  with 
proposals  based  on  a  relative-cost  (relative  to  other  hospitals) 
payment  system.  Unless  quality  can  be  measured,  there  might  be 
a  tendency  to  decrease  quality.  Further,  there  might  be  a  tend- 
ency toward  longer  lengths  of  stay,  since,  presumably,  the  mar- 
ginal cost  of  an  additional  day  would  be  lower  than  the  marginal 
cost  of  a  new  patient,  while  the  price  paid  to  the  hospital  per 
day  would  be  the  same.  Also,  to  the  extent  possible,  a  hospital 
would  choose  patients  with  less  costly  diagnoses  in  order  to  re- 
duce its  costs.  Conversely,  if  the  contract  were  for  cases  rather 
than  for  patient  days,  then  the  incentive  for  the  hospital  would 
be  to  have  shorter  lengths  of  stay.  Unless  there  are  alternative 


12  Irwin  Wolkstein,  "The  Legislative  History  of  Hospital  Cost  Reimburse- 
ment," p.  1,  above. 
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facilities  available  and  funds  to  pay  for  them,  early  discharge 
might  result  in  certain  hardships  to  the  patient.  Also,  if  re- 
admissions  were  to  result,  then  there  would  be  an  incentive  for 
the  hospital  to  define  them  as  new  cases. 

Payment  based  on  fixed  {"readiness  to  serve")  and  incre- 
mental costs. — Under  the  proposal  to  base  payment  on  fixed  and 
incremental  costs,  payments  to  hospitals  are  based  upon  two  sets 
of  cost  data:  the  first  set  is  those  costs  that  do  not  vary  in  the 
short  run  (e.g.,  the  usual  fixed  costs)  plus  costs  such  as  salaries 
that  the  hospital  cannot  vary  during  a  given  time  period  (e.g., 
a  month)  ;  the  second  set  is  based  upon  incremental  costs,  i.e., 
SRMC  per  patient  day. 

There  are  several  variations  of  this  payment  scheme.  One  is  to 
pay  the  actual  costs  presented  by  the  hospital  in  the  above  man- 
ner. The  intended  effect  of  such  an  approach  is  to  have  the  hos- 
pitals develop  improved  methods  for  budgeting  and  predicting 
costs,  which  might  then  lead  to  greater  emphasis  on  cost-control 
techniques.  However,  other  than  this  hoped-for  effect,  a  payment 
system  based  on  actual  costs  does  not  provide  any  further  in- 
centive to  reduce  costs. 

A  modification  of  the  payment  scheme  based  on  fixed  and  in- 
cremental costs  is  to  pay  actual  short-run  fixed  expenses  ("read- 
iness to  serve"  expenses)  plus  a  specified  incremental  cost  per 
patient  day  (SRMC).  The  intent  here  is  to  place  some  control 
over  additional  patients  admitted.13  For  instance,  if  the  hospital 
were  operating  at  near  capacity  under  this  system,  then  it  would 
be  faced  with  the  prospect  of  accepting  a  small  payment 
(SRMC)  for  additional  patient  days  compared  with  its  oppor- 
tunity cost  of  discharging  the  patient  earlier  and  admitting  a 
different  patient.  In  the  latter  case,  the  hospital  would  receive  an 
amount  much  greater  than  its  SRMC  and  perhaps  equivalent  to 
its  SRAC  per  patient  day.  Therefore,  a  hospital  operating  at  or 
near  capacity  would  have  an  incentive  under  this  system  for  the 
early  discharge  of  aged  patients  and  the  admission  of  new  pa- 
tients in  order  to  maximize  the  net  revenue  it  receives. 

If  there  are  conditions  attached  to  receiving  a  large  sum  in 
order  to  cover  readiness-to-serve  costs,  such  as  the  handling  of  so 
many  aged-patient  days,  then  the  tendency  would  be  to  have 
longer  lengths  of  stay.  This  is  because  the  marginal  costs  are 
lower  for  longer  term  patients  than  for  new  stays.  Once  the  re- 


"  An  example  of  such  a  plan  is  the  one  used  in  Saskatchewan  (see  Malcolm 
Taylor,  The  Administration  of  Health  Insurance  in  Canada  [Toronto:  Oxford 
University  Press,  1956],  p.  163). 
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quirement  of  number  of  patient  days  has  been  met,  the  tendency 
would  be  to  admit  non-aged  patients,  since  the  incremental  prof- 
it would  be  greater.  (The  difference  in  new  revenue  is  the  SRMC 
of  an  aged  patient  and  the  price  per  aged-patient  day,  which 
would  approximate  SRMC,  compared  with  the  SRMC  of  a  new  pa- 
tient and  the  price  charged,  which  would  be  in  the  neighborhood 
of  SRAC.) 

For  a  hospital  operating  at  a  low  occupancy  rate,  then,  the 
opportunity  cost  of  discharging  a  patient  whose  continued  stay 
results  in  a  payment  approximately  equal  to  its  SRMC  is  its 
SRMC.  In  this  case,  as  long  as  the  payment  is  in  excess  of  its 
SRMC,  the  hospital  would  have  a  tendency  to  keep  the  patient 
on — hence  increasing  its  occupancy  rate.  There  would  seem  to  be 
little  incentive  toward  increased  efficiency  under  this  type  of 
payment  system.  Instead,  it  would  appear  to  influence  whether 
or  not  facilities  are  effectively  used. 

In  the  long  run — that  is,  that  period  when  the  hospital  can 
vary  all  its  resources,  including  its  size  of  plant  or  number  of 
beds — a  payment  system  based  upon  some  specified  level  of  LRMC 
and  payment  of  actual  LRAC  (if  it  can  be  determined)  would 
have  the  following  effect:  Since  payment  is  based  on  actual 
LRAC,  we  would  expect  to  observe  greater  economies  of  scale; 
hospitals  would  have  a  tendency  to  add  additional  services,  build 
in  greater  flexibility,  etc.,  thus  increasing  their  average  costs  but 
decreasing  their  LRMC.  This  would  lead  to  fewer  hospitals  to 
serve  an  area  and,  as  a  result,  to  longer  travel  time  for  patients, 
their  visitors,  and  physicians. 

However,  if  the  number  of  hospitals  did  not  decrease  to  take 
advantage  of  larger  economies  of  scale,  and  if  demand  did  not 
increase  sufficiently  to  enable  the  expected  larger  hospitals  to  op- 
erate at  that  level  of  output  where  their  costs  were  at  a  mini- 
mum, then  it  is  possible  that  the  overall  costs  of  the  program 
would  increase.  (In  this  case,  LRMC  would  be  less  than  LRAC 
at  the  level  of  output  where  the  hospital  is  operating,  whereas 
other  payment  systems  might  reimburse  the  hospital  at  the 
point  where  LRAC  is  at  a  minimum.) 

If  the  reimbursement  price  were  set  in  relation  to  what  the 
optimum  scale  of  plant  would  be  for  a  given  expected  rate  of  out- 
put, and  if  payment  were  made  for  actual  LRMC,  then  the  ef- 
fect would  be  similar  to  the  effects  cited  earlier,  of  setting  prices 
according  to  a  hospital's  costs  relative  to  the  costs  of  other 
hospitals  in  the  community.  For  example,  if  the  price  for  the 
individual  hospital  were  set  either  higher  or  lower  than  its 
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LRAC,  it  would,  in  effect,  make  the  institution  either  a  low-  or 
high-cost  hospital  as  defined  in  the  earlier  relative-reimburse- 
ment examples. 

With  all  of  these  reimbursement  approaches,  however,  estima- 
tion of  long-and  short-run  "readiness  to  serve"  and  incremental 
costs  would  present  large  problems,  both  conceptual  and  em- 
pirical, for  use  in  pricing. 

Decreasing  payment  with  increasing  length  of  stay. — Under 
the  proposal  to  decrease  the  reimbursement  as  the  length  of 
stay  increases,  an  initial  price  per  patient  day  that  is  equal  to  or 
greater  than  SRAC  per  patient  day  is  set,  and  then,  as  length 
of  stay  increases,  the  price  paid  per  patient  day  decreases.  The 
intent  here  is  to  provide  an  incentive  for  the  early  discharge  of 
patients. 

This  payment  scheme  is  similar  to  the  earlier  one  whereby 
payment  is  based  on  a  short-run  fixed  and  incremental  cost.  In 
both  cases,  the  decision  to  discharge  or  retain  will  be  based  on 
the  opportunity  cost  of  a  longer  length  of  stay.  For  example,  as 
length  of  stay  increases  and  the  price  paid  per  day  falls,  the  op- 
portunity cost  to  the  hospital  of  a  longer  length  of  stay  is  deter- 
mined by  whether  a  new  patient  can  be  admitted  (even  an  aged 
patient)  or  whether  there  is  additional  capacity.  In  a  situation 
of  low  occupancy,  there  is  an  incentive  for  the  hospital  to  keep 
the  patient  as  long  as  the  charges  per  day  exceed  the  hospital's 
SRMC  of  caring  for  the  patient.  Although  the  costs  per  day  of  a 
short  stay  are  greater  than  those  of  a  long  stay,  the  important 
factor  is  the  "incremental  net  revenue"  per  patient  day.  A  hos- 
pital operating  at  near  capacity,  therefore,  would  probably  find 
that  under  a  decreasing  payment  system  it  could  increase  its  net 
revenue  by  having  shorter  average  lengths  of  stay.  Under  these 
circumstances,  the  hospital  would  be  able  to  receive  a  greater 
incremental  net  revenue,  since  the  higher  daily  rate  for  new 
patients  would  probably  be  proportionately  greater  than  the  dif- 
ference in  costs  for  short  and  long  stays. 

An  example  of  a  scheme  in  which  the  relevant  costs  were  not 
given  proper  consideration  was  the  payment  system  once  used 
by  a  certain  Blue  Cross  plan.  Under  this  plan,  the  price  per  day 
decreased  with  increased  length  of  stay.  However,  the  lowest 
payment  for  additional  days  of  stay  was  greatly  in  excess  of  the 
hospital's  SRMC.  Unfortunately,  there  was  an  excess  of  capacity 
in  the  area,  so  instead  of  reducing  length  of  stay  the  scheme 
merely  provided  an  incentive  for  increasing  it. 
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Illness  (or  Capitation)  Payment  Schemes 

In  addition  to  the  reimbursement  systems  described  above, 
there  are  other  reimbursement  schemes  that  are  quite  different 
in  both  their  intentions  and  their  effects.  These  schemes  involve 
lump-sum  payments  to  either  the  purchaser  or  the  provider  of 
care.  They  are  similar  to  plans  under  which  a  patient  receives 
indemnity  insurance  payments  when  he  becomes  ill,  or  a  phy- 
sician receives  funds  to  provide  care  for  a  patient's  specific  ill- 
ness (or  all  his  medical-care  needs) ,  or  an  institution  receives 
funds  to  provide  care  for  a  prospective  number  of  patients.  This 
reimbursement  scheme  is  essentially  a  form  of  insurance  cov- 
erage. Payment  is  based  upon  some  average  expected  expense, 
and  it  is  reimbursable  either  to  the  patient,  or  to  the  physician 
or  hospital  (if  either  the  physician  or  hospital  chooses  to  under- 
take this  role) . 

Theoretically,  if  the  purchaser  of  care  were  knowledgeable  re- 
garding alternative  forms  of  treatment  for  particular  illnesses, 
and  if  he  were  aware  of  the  alternative  prices  and  benefits  of 
these  alternative  forms  of  care,  then  the  patient  (or  his  pur- 
chaser) would  allocate  the  available  funds  in  such  a  way  as  to 
provide  a  maximum  amount  of  care  for  a  given  budget.  If,  for 
example,  a  physician  undertook  this  role  for  a  patient  (the  phy- 
sician either  insuring  the  patient  or  receiving  the  payment  for 
care  for  a  specific  illness),  then  the  physician  would  provide  his 
services,  and  contract  out  for  other  services  (e.g.,  hospital  care) 
when  he  thought  it  was  necessary.11  We  would  expect  the  same  to 
occur  if  this  role  were  played  by  another  agency,  e.g.,  the  hos- 
pital. 15 

This  approach  would  promote  effective  use  of  alternative  forms 
of  institutional  care,  since  the  purchaser  would  switch  to  less 
expensive  forms  of  care  as  it  became  possible  to  do  so.  Also, 
this  form  of  care  could  develop  incentives  toward  efficiency  with- 
in individual  institutional  settings,  since  in  selecting,  for  ex- 
ample, among  alternative  hospitals,  the  purchaser  (e.g.,  the  phy- 
sician) would  be  selecting  according  to  both  the  price  and  quality 


11  See  Paul  J.  Feldstein,  "A  Proposal  for  Capitation  Reimbursement  to 
Medical  Groups  for  Total  Medical  Care,"  pp.  61-72  of  this  report. 

15  An  example  of  a  plan  in  which  the  hospital  assumed  this  role  on  a 
capitation  rather  than  illness  basis  is  described  in  Thomas  M.  Tierney  and 
Robert  M.  Sigmond,  "Could  Capitation  Ease  Blue  Cross  Ills?"  Modern  Hos- 
pital, CV  (August  1965) ;  see  Robert  M.  Sigmond,  "Capitation  as  a  Method 
of  Reimbursement  to  Hospitals  in  a  Multihospital  Area,"  pp.  49-59  of  this 
report. 
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of  care  of  that  institution.  (In  this  case,  this  payment  scheme 
becomes  similar  in  its  effects  to  one  in  which  the  set  price  equals 
the  mean  average  cost  of  the  hospitals  in  the  community.) 

Incentive  systems  could  also  be  built  into  these  alternative 
illness  or  capitation  payment  schemes.  For  example,  if  com- 
prehensive prepaid  group  practice  results  in  lessened  use  of  the 
hospital  and  thereby  lower  patient-illness  costs  than  under  other 
systems,  a  comprehensive  prepaid  group  plan  could  receive  some 
of  the  difference  between  its  costs  and  the  costs  of  the  higher- 
priced  plans.  This  incentive  should  encourage  the  expansion  of 
such  plans. 

Payment  to  a  purchaser,  either  a  physician  or  a  hospital,  for 
providing  care  for  a  given  illness  episode,  involves  the  following 
problems  that  would  have  to  be  worked  out: 

(1)  What  incentive  system  is  built  into  the  scheme?  Should  it 
be  a  fixed  fee  per  illness  episode?  The  problems  with  this  are  the 
same  as  when  relative  reimbursement  rates  are  set.  For  example, 
what  happens  to  high-cost  providers?  How  can  it  be  assured  that 
quality  is  not  reduced? 

(2)  What  is  the  definition  of  an  illness  episode?  There  might 
be  a  tendency  for  the  provider  to  define  an  illness,  when  possible, 
as  one  that  carries  with  it  the  highest  possible  fixed  fee.  Further, 
there  might  be  a  tendency  to  define  a  long  illness  episode,  with 
multiple  hospital  admissions,  as  separate  illness  episodes,  if  pay- 
ment is  based  on  a  fixed  price  per  illness  episode. 

(3)  If  the  fixed  fee  is  on  a  capitation,  rather  than  an  illness- 
episode  basis,  then  the  same  type  of  problem  exists  as  with  re- 
lative reimbursement  rates.  What  if  the  cost  of  providing  care 
exceeds  the  capitation  fee  paid  per  person?  Does  the  provider 
suffer  the  loss?  Do  other  patients  subsidize  it?  Is  quality  reduced? 

Criteria  for  Evaluating  Reimbursement  Systems 

Implementing  any  of  the  payment  systems  discussed  in  this 
paper  can  lead  to  a  number  of  possible  consequences.  In  the  eval- 
uation of  alternative  reimbursement  systems,  decisions  must  be 
made  as  to  which  of  these  effects  are  appropriate  and  the  relative 
importance  to  be  given  to  each  of  them.  The  following  are  some 
of  the  criteria  that  should  be  considered. 

HOSPITAL  EFFICIENCY 

Comparisons  of  alternative  incentive  systems  would  have  to 
involve  consideration  of  whether  hospital  efficiency  had  increased. 
Increase  in  efficiency  may  be  empirically  defined  as  the  change  in 
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average  cost  per  patient  day  (or  stay) ,  either  for  all  patients  or 
for  that  class  for  which  the  hospital  is  being  reimbursed.  In  the 
dynamic  hospital  situation,  increased  efficiency  may  result  not  in 
a  decrease  in  costs  but  merely  in  a  slower  rise  in  costs. 

When  the  objective  is  to  decrease  total  costs  per  illness  episode, 
data  on  total  costs  would  have  to  be  collected.  The  interpretation 
of  such  data  would  be  somewhat  difficult,  since  data  on  transfers 
as  well  as  length  of  stay  and  costs  in  each  institutional  setting, 
including  the  home,  would  have  to  be  collected.  (The  problem  of 
ascertaining  quality  of  care  for  this  objective  and  for  the  objec- 
tive of  hospital  efficiency  is  discussed  below.) 

Another  way  of  determining  whether  an  increase  in  efficiency 
has  occurred  is  to  observe  whether  there  is  an  increase  in  the 
number  of  institutions  sharing  facilities  and  equipment.  Data 
measuring  the  rate  at  which  this  is  occurring  could  be  easily 
collected,  and  the  problem  of  quality  would  not  be  as  great  as 
it  is  in  measuring  hospital  or  illness  costs. 

Payments  based  on  relative  performance  could  lead  to  collusion 
among  hospitals.  It  would  certainly  be  in  the  interest  of  the 
high-cost  hospitals,  or  hospitals  with  larger  than  average  in- 
creases in  cost,  to  promote  such  behavior.  However,  it  should  be 
relatively  easy  to  detect  and  deal  with  such  behavior.  (If  nec- 
essary, personal  financial  incentives  could  also  be  instituted.) 

If  the  more  efficient  institutions  are  rewarded,  we  should  be 
able  to  observe  an  expansion  of  their  services  and  either  a  con- 
traction of  the  services  of  high-cost  hospitals  or  an  attempt  to 
lower  their  cost  per  patient  day.  If  such  a  tendency  could  be 
observed,  it  would  improve  our  knowledge  about  the  effects  of 
reimbursement  systems.  On  the  other  hand,  if  changes  in  unit 
cost  and  patient  loads  did  not  occur  as  expected,  it  might  indicate 
that  the  hospitals  are  operating  with  other  goals  in  mind  which 
would  have  to  be  understood  if  the  efficiency  of  the  system  is  to 
be  affected. 

QUALITY  OF  CARE 

A  problem  common  to  all  reimbursement  systems  is  their  effect 
on  quality  of  care.  This  cannot  be  disregarded.  Are  the  "more 
efficient"  institutions  really  more  efficient  or  merely  providing 
lower-quality  services?  Under  relative-reimbursement  methods, 
do  administrators  take  the  easy  way  out  and  reduce  quality  rather 
than  seek  cost-saving  methods?  The  quality  of  care  in  an  in- 
stitution that  provides  early  discharge  will  be  different  from 
that  in  an  institution  that  provides  a  longer  length  of  stay,  es- 
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pecially  if  inputs  are  used  as  the  measure  of  quality.  However,  in 
order  to  test  quality  in  this  case  it  is  necessary  to  measure  the 
care  received  not  only  in  the  hospital  that  provides  early  dis- 
charge, but  in  all  the  institutional  settings  providing  care  for  a 
particular  illness  episode.  Only  in  this  way  can  differences  in 
quality  of  care  under  different  systems  be  effectively  compared. 

Any  experimentation  with  incentive-reimbursement  rates 
should  also  provide  for  experimentation  with  incentives  for  dif- 
ferent levels  of  quality.  Quality-incentive  systems  should  be 
such  that  the  payment  for  quality  is  greater  than  the  cost  of 
achieving  or  maintaining  that  level  of  quality.  An  important 
question  is,  How  much  quality  is  to  be  paid  for?  It  is  possible  to 
increase  quality  (if  it  can  be  defined)  by  paying  more  than  the 
cost  of  providing  it?  However,  at  some  point,  the  marginal  return 
for  increased  quality  becomes  too  expensive  (in  terms  of  its  value 
and  the  price  necessary  to  achieve  it) .  Further,  if  different  levels 
of  quality  can  be  distinguished,  should  an  incentive  be  provided 
for  every  hospital  to  have  the  highest  level  of  quality?  If  the 
payment  system  is  based  on  relative  costs,  with  an  additional 
amount  for  quality,  then  what  is  the  incentive  to  the  patient  to 
go  to  an  institution  of  lower  quality  (even  though  it  may  have  the 
proper  level  of  quality  for  the  type  of  care  he  needs)  ?  One  pos- 
sible solution  to  this  problem  is  to  set  quality  levels  by  diagnosis 
rather  than  by  hospital. 

Examples  of  methods  for  determining  different  levels  of  quality 
to  be  used  as  bases  for  quality  reimbursement  would  be: 

(1)  Peer-group  establishment  of  criteria  for  input  services  in- 
to different  patient  diagnoses. 

(2)  Peer-group  review  of  a  random  sample  of  all  patient  re- 
cords in  the  community  (not  just  the  low-cost  or  high-cost  hos- 
pitals). This  group  would  then  rate  the  hospitals  according  to 
level  of  quality  provided. 

(3)  A  shift  of  the  quality-criteria  problem  to  the  industry  it- 
self, i.e.,  the  establishment  of  a  quality-payment  schedule  if  high- 
cost  hospitals  can  develop  quality  measures  that  show  they  are 
appreciably  different  from  low-cost  hospitals — and  if  these  mea- 
sures are  agreed  to  by  all  the  hospitals ! 

In  any  case,  the  introduction  of  any  relative-reimbursement 
system  for  producing  increased  efficiency  should  carry  with  it  a 
second  payment  schedule  for  reimbursement  for  different  levels 
of  quality. 

HOSPITALS  DROPPING  OUT  OF  THE  SYSTEM 
Another  question  to  be  considered  in  evaluating  reimburse- 
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ment  systems  is,  How  important  is  it  if  a  payment  system 
causes  hospitals  to  choose  not  to  participate?  If  a  hospital  drops 
out,  this  would  create  the  problem  of  increased  travel  for  the  pa- 
tient, his  visitors,  and  his  physician  to  other  institutions.  Further, 
if  a  hospital  drops  out  of  the  payment  system — voluntarily,  or  in- 
voluntarily, e.g.,  by  going  bankrupt — there  would  be  the  problem 
of  staff  appointments  for  the  patient's  physician.  Would  a  patient 
have  to  seek  a  physician  who  had  an  appointment  or  was  willing 
to  be  on  the  staff  of  an  "approved"  hospital? 

SHIFTING  OF  COSTS 

Under  a  good  incentive  system  a  hospital  should  not  be  able 
to  shift  (either  medically  or  financially)  part  of  the  cost  of 
hospital  care  to  the  patient  or  to  other  patients  in  the  hospital. 
Such  shifting  of  costs  could  occur,  for  example,  if  the  hospital 
found  that  it  had  to  increase  its  charges  to  other  patients  or  for 
other  services  in  order  to  continue  providing  care  to  aged  patients. 

Also,  the  promotion  of  early  discharge  should  not  impose  costs 
on  the  patient  that  are  not  covered  by  insurance  for  care  he 
needs  after  he  leaves  the  hospital. 

IMPROVED  COST-ACCOUNTING  SYSTEMS 

A  byproduct  of  an  incentive  system  should  be  an  improved 
accounting  system.  The  hospital  should  develop  a  cost  system 
according  to  its  product  lines,  e.g.,  by  type  of  patient,  by  serv- 
ice. In  this  way,  the  hospital  would  be  better  able  to  predict  its 
costs,  as  well  as  be  more  likely  to  be  able  to  determine  the  ad- 
vantages, if  any,  of  shared  facilities,  contracted  services,  and 
benefits  of  expansion. 

ADMINISTRATIVE  COSTS  OF  ALTERNATIVE  SYSTEMS 

Lastly,  the  administrative  costs  (including  increased  auditing, 
etc.)  of  proposed  payment  systems,  should  be  considered  so  that 
alternative  reimbursement  systems  can  be  evaluated  on  the  basis 
of  all  their  relative  costs  and  benefits. 

Conclusions 

Since  the  purpose  of  this  paper  is  to  serve  as  a  background 
document  for  analyzing  various  reimbursement  methods,  its 
ending  is  deliberately  inconclusive.  However,  in  the  light  of  con- 
sideration of  the  problem,  several  points  stand  out  as  more  im- 
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portant  than  others  in  the  designing  of  all  or  any  of  the  reim- 
bursement schemes.  Although  this  judgment  is  still  tentative, 
these  points  are  the  following: 

(1)  If  substantial  reductions  in  the  cost  of  medical  care  are 
desired,  then  reimbursement  experiments  should  consider  major 
innovative  schemes  for  reimbursement,  e.g.,  relative  reimburse- 
ment, capitation  methods,  and  prepaid  group  practice,  rather  than 
merely  experimenting  with  minor  modifications  of  the  present  re- 
imbursement formula. 

(2)  Incentives  should  be  directed  toward  the  final  product 
rather  than  the  process  of  achieving  it,  for  the  reasons  stated 
earlier. 

(3)  The  reimbursement  system  should  contain  some  element  of 
relative  performance.  Further,  such  performance  should  be  judged 
on  the  basis  of  particular  product  lines,  such  as  type  of  patient  or 
type  of  service,  rather  than  on  the  overall  level  of  costs  or  on  the 
yearly  dollar  increase  for  the  whole  hospital.  If  such  data  are  not 
available — given  present  cost-accounting  systems  in  hospitals — 
then  payment  could  be  made  on  a  more  general  basis.  However,  it 
would  be  in  the  interest  of  the  hospitals  concerned,  especially  the 
high-cost  ones,  to  cost  out  their  product  lines.  Then  payment 
could  be  based  upon  the  relative  costs  or  the  dollar  increase  of 
particular  patients  or  services,  at  least  for  those  hospitals  that 
have  broken  down  their  accounts  in  this  way. 

(4)  Any  experimentation  with  relative  reimbursement  rates 
should  also  provide  for  experimentation  with  reimbursement  sys- 
tems for  different  levels  of  quality.  Such  quality-reimbursement  in- 
centives could  be  based  upon  levels  of  quality  developed  by  peer- 
group  judgment,  by  peer-group  review  of  patient  records,  or  by 
letting  the  high-cost  hospitals  develop  such  quality  indices  as 
would  be  acceptable  to  other  hospitals  in  the  community.  This 
would  promote  among  the  hospitals  themselves  the  incentive  to 
develop  and  justify  quality  measures  to  the  other  hospitals  in  the 
community  and  hence  it  would  improve  decision-making  with  re- 
gard to  what  is  being  purchased  for  a  given  price. 

(5)  Lastly,  it  would  appear  that  the  largest  reductions  in  cost 
may  result  from  a  reimbursement  system  that  seeks  the  effec- 
tive use  of  a  variety  of  health  facilities — not  just  hospitals.16 
Experimentation  with  new  payment  systems,  therefore,  should 
also  be  concerned  with  the  establishment  of  various  types  of  com- 
prehensive prepaid  plans  that  include  incentives  to  either  the 
purchasers  or  the  providers  to  minimize  the  total  cost  of  care  for 
given  levels  of  quality. 


16  For  an  excellent  review  of  the  literature  in  this  area,  see  Herbert  E. 
Klarman,  "Effect  of  Prepaid  Group  Practice  on  Hospital  Use,"  Public 
Health  Reports,  November  1963. 
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Saul  Waldman 


'Average  Increase  in  Costs' — 
An  Incentive- Reimbursement  Formula 
for  Hospitals 

The  present  Medicare  reimbursement  formula,  under  which 
hospitals  are  reimbursed  for  the  cost  of  providing  care  to  per- 
sons covered  under  the  program,  provides  little  incentive  for  the 
economical  and  efficient  delivery  of  hospital  services.  Considera- 
tion is  being  given  to  introducing  into  the  reimbursement  for- 
mula alternative  methods  that  would  encourage  improved  effi- 
ciency. Two  broad  approaches  to  this  problem  of  incentives  are 
possible.  Under  one,  incentives  are  provided  to  encourage  the 
hospital  to  institute  specific  improvements — for  example,  to  in- 
stall computer  facilities  or  joint  laundry  operations.  Under  the 
second  approach,  monetary  or  other  rewards  are  offered  the 
hospital  that  controls  costs,  but  the  details  of  achieving  economy 
are  left  entirely  to  the  discretion  of  the  hospital. 

Basis  of  the  Average-Increase-in-Costs  Plan 

One  possible  incentive-reimbursement  plan  of  the  latter  type 
is  the  "average  increase  in  costs"  plan.  Under  this  plan  the  reim- 
bursement to  an  individual  hospital  would  be  based  mainly  on 
two  major  factors:  (1)  the  individual  hospital's  actual  costs  in  a 
base  period  and  (2)  the  average  rate  of  increase  in  costs  for  a 
control  group  of  hospitals.  Many  variations  in  the  details  of  the 
plan  are  possible;  in  its  simplest  form,  the  reimbursement  to 
each  hospital  would  be  calculated  by  taking  the  hospital's  costs 
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in  the  base  period  and  allowing  an  increase  equal  to  the  average 
percent  of  increase  for  the  control  group.  For  the  purposes  of  the 
illustration  below,  we  have  selected  a  plan  based  on  the  cost  per 
patient  day,  using  a  1-year  base  period  (1967)  : 


Hospital 

Actual  cost 
1967  1968 

Percent  increase, 
1967  to  1968 

Amount  of 
reimbursement 
1968 

A 

$35.00 

$36.75 

5.0 

$38.50 

B 

40.00 

45.60 

14.0 

44.00 

C 

45.00 

47.70 

6.0 

49.50 

D 

50.00 

58.00 

16.0 

55.00 

E 

55.00 

59.95 

9.0 

60.50 

F 

60.00 

67.20 

12.0 

66.00 

G 

65.00 

70.20 

8.0 

71.50 

Average 

$50.00 

$55.00 

10.0 

In  this  illustration,  the  plan  would  reward  the  hospitals  with  a 
below-average  increase  (hospitals  A,C,E,  and  G)  with  pay- 
ments greater  than  their  actual  costs,  while  the  hospitals  with  an 
above-average  increase  (hospitals  B,D,  and  F)  would  receive  less 
than  their  actual  costs. 

AVERAGE  INCREASE  VERSUS  AVERAGE  COST 

A  question  may  be  raised  at  this  point  as  to  why  the  average 
increase  in  costs,  rather  than  the  average  dollar  cost  itself,  is 
used  as  the  basis  for  the  plan,  since  the  latter  would  represent 
a  more  direct  approach  to  reimbursing  on  the  basis  of  an  aver- 
age. Substantial  difficulties  are  encountered  in  attempting  to 
group  "similar"  hospitals  and  determine  their  average  cost.  As 
yet,  attempts  to  explain  the  large  variations  in  cost  among  ap- 
parently similar  hospitals  in  terms  of  the  more  obvious  factors — 
such  as  the  type  of  services  and  facilities,  diagnostic  composi- 
tion of  the  patient  load,  and  existence  of  teaching  and  research 
programs — have  not  appeared  to  be  successful  enough  to  permit 
implementation  of  such  an  average-cost  formula.1 

Under  the  increase-in-cost  plan,  the  grouping  of  the  hospitals 
is  not  as  crucial  as  under  an  average-cost  formula  (although, 
as  discussed  later,  it  does  represent  an  important  element  of  the 
plan).  In  effect,  the  initial  cost  variations  of  the  hospitals  in  the 
group  are  accepted  as  "real,"  but  the  assumption  is  that  the  in- 


1  Some  interesting  work  is  being  done  in  this  area,  most  notably  Mark 
Berke's  "point  rating"  study  of  San  Francisco  hospitals. 
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creases  in  normal  cost  for  each  hospital  should  be  approximately 
the  same  because  similar  factors  are  operating  to  increase  their 
costs.  Among  these  factors,  for  example,  are  wage  raises  for 
hospital  employees,  increases  in  the  number  of  hospital  personnel 
per  patient,  rising  costs  of  supplies  and  equipment,  and  additional 
costs  associated  with  advances  in  medical  knowledge  and  tech- 
nology. 

EXTRAORDINARY  COSTS  VERSUS  NORMAL  COSTS 

Further  study  is  needed  to  test  the  reasonableness  of  the  above 
assumption,  but  it  seems  apparent  that  individual  hospitals  face, 
from  time  to  time,  large  cost  increases  above  and  beyond  their 
normal  costs.  A  hospital  might,  for  example,  grant  a  "catch-up" 
wage  increase  to  its  employees  during  a  particular  year.  Another 
might  engage  in  a  costly  program  designed  to  upgrade  sub- 
stantially the  scope  and  quality  of  its  services. 

The  plan  thus  would  need  to  include  methods  of  dealing  with 
extraordinary  cost  increases.  For  instance,  it  would  be  helpful 
to  compute  the  percentage  increase  in  cost,  for  both  the  in- 
dividual hospital  and  the  control  group,  on  the  basis  of  a  period 
of  years  (perhaps  3  to  5  years,  using  a  moving  average)  rather 
than  on  a  1-year  basis.  A  device  of  this  kind  would,  for  example, 
"average  out"  the  cost  increases  resulting  from  catch-up  wage 
increases  granted  by  various  hospitals  in  different  years.  The 
use  of  a  moving  average  seems  desirable,  apart  from  extraor- 
dinary cost  increases,  since  the  normal  increases  would  no  doubt 
vary  considerably  from  year  to  year. 

For  certain  large,  extraordinary  expenses,  especially  those 
arising  from  the  upgrading  of  hospital  services,  it  is  doubtful 
that  the  use  of  a  moving  average  would  smooth  the  variation 
sufficiently.  Another  method  of  dealing  with  these  extraordinary 
costs  would  be  to  isolate  them  and  reimburse  the  hospital  for 
them  on  a  cost  basis  for  the  first  year  they  are  incurred;  for 
subsequent  years,  the  extraordinary  costs  would  be  part  of  the 
hospital's  base  costs.  Of  course,  use  of  this  method  would  lessen 
the  incentive  to  control  costs  by  avoiding  possibly  unnecessary  cap- 
ital expenditures.  Also,  the  determination  as  to  whether  certain 
expenses  are  extraordinary  or  normal  could  be  difficult  and  a  sub- 
ject of  considerable  dispute  among  the  parties  involved.  In  fact, 
the  determination  would  probably  involve  intensive  examination 
of  budget  and  accounting  statements,  and  thus  regular  budget  re- 
view might  become  part  of  the  administration  of  the  formula. 
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Provisions  of  the  Plan 

Several  important  decisions  would  need  to  be  made  in  framing 
the  provisions  of  a  percent-increase  incentive  plan.  These  have 
to  do  mainly  with  questions  that  would  arise  in  grouping  the 
hospitals,  computing  the  cost  increases,  the  effects  of  the  plan  on 
quality  of  care,  and  the  distribution  of  gains  and  losses. 

CRITERIA  FOR  GROUPING  HOSPITALS 

As  suggested  above,  a  grouping  of  hospitals  would  be  needed, 
not  to  obtain  groups  with  similar  dollar  costs  but,  rather,  groups 
that  are  affected  by  similar  cost-increase  trends.  Because  special 
factors  may  influence  cost  increases  in  different  localities,  one 
criterion  for  grouping  might  be  geographical  area — a  metropoli- 
tan area  or  a  rural  county,  for  example.  Another  criterion 
might  be  the  general  type  and  range  of  services  provided,  in 
order  to  reflect  differences  in  the  rate  of  increase  in  the  cost 
of  various  types  of  services ;  hospitals  could  be  grouped  according 
to  whether  they  were  short-  or  long-term  stay,  general-  or  spe- 
cial-service, and  teaching  or  nonteaching  hospitals.  On  the  other 
hand,  it  seems  unnecessary  to  group  on  the  basis  of  type  of  con- 
trol (governmental,  voluntary,  or  proprietary)  ■ 

THE  BASE  FOR  COMPUTING  INCREASE  IN  COST 

Another  important  decision  concerns  the  type  of  base  to  be 
used  in  computing  the  increase  in  costs.  For  illustrative  pur- 
poses, we  have  used  the  average  cost  per  patient  day,  but  there 
are  problems  in  using  this  kind  of  base — most  notably,  that 
some  hospitals  might  attempt  to  reduce  their  per  diem  cost  by 
extending  the  average  length  of  stay  of  patients.  An  alternative 
base  might  be  the  cost  per  patient  stay  (cost  per  admission) . 
However,  utilization  problems  could  again  arise,  since  hospitals 
could  reduce  their  average  cost  per  stay  by  soliciting  additional 
short-stay  patients  (for  example,  overnight  stays  for  diagnostic 
purposes) . 

It  appears  that  selection  of  either  base  might  cause  difficult 
problems  of  utilization.  Perhaps  the  establishment  of  the  plan 
could  be  accompanied  by  additional  measures  to  control  utiliza- 
tion, such  as  the  strengthening  of  utilization-review  procedures. 
It  might  be  possible  to  modify  the  reimbursement  formula  in  a 
manner  that  would  encourage  control  of  utilization.  For  example, 
if  per  diem  cost  is  used  as  the  base,  a  differential  rate  of  reim- 
bursement could  be  provided  for  each  day  of  the  hospital  stay, 
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with  a  larger  payment  for  earlier  days.  Under  a  plan  based  on 
cost  per  stay,  the  rate  of  increase  might  be  calculated  according 
to  diagnosis.  However,  major  modifications  such  as  these,  which 
introduce  additional  incentive  factors  into  the  plan,  might 
greatly  complicate  its  administration. 

QUALITY  OF  CARE 

A  problem  that  might  possibly  arise  under  the  percent-increase 
incentive  plan — or,  in  fact,  under  almost  any  type  of  incentive 
plan — is  that  hospitals  would  attempt  to  effect  cost  savings  by 
reducing  the  quality  of  patient  care.  It  is  somewhat  difficult  to 
weigh  this  possibilty,  since  many  aspects  of  the  quality  of  care 
are  under  the  control,  not  of  the  hospital  administration,  but  of 
the  medical  staff.  The  hospital  could  possibly  reduce  or  eliminate 
certain  services,  such  as  the  social  service  department  or  fringe 
services  related  to  patient  comfort  that  do  not  directly  affect 
medical  services.  Possibly,  the  agreement  with  the  hospital  could 
provide  that  there  would  be  no  reduction  or  elimination  of  serv- 
ices without  mutual  agreement  of  the  parties  concerned ;  such  an 
agreement  would,  however,  result  in  additional  administrative 
problems. 

GAINS  AND  LOSSES  UNDER  THE  PLAN 

Finally,  in  establishing  the  incentive-reimbursement  plan,  a 
decision  would  have  to  be  made  concerning  the  distribution  of 
gains  and  losses  resulting  from  operation  of  the  plan;  this  de- 
cision would  depend  on  the  basic  objectives  of  the  incentive  plan. 
In  the  illustration  shown  above,  each  hospital  received  an  amount 
based  exactly  on  the  average  percent  increase  of  the  control 
group  of  hospitals,  and  this  would  be  the  simplest  approach  to 
the  distribution  of  the  gains  and  losses.  However,  the  incentive 
aspects  of  the  plan  could  be  strengthened  by  allowing  higher- 
than-average  increases  to  hospitals  with  below-average  cost  in- 
creases, while  according  opposite  treatment  to  the  hospitals  with 
above-average  increases.  (This  is  illustrated  below  as  the  "high 
incentive  formula.") 

On  the  other  hand,  if  there  is  a  desire  to  alleviate  somewhat 
the  financial  problems  faced  by  the  "loss"  hospitals,  the  formula 
could  provide  a  somewhat  higher  payment  (perhaps  a  maximum 
of  an  additional  3  or  4  percent)  than  that  due  under  a  straight 
application  of  the  formula,  while  continuing  to  reimburse  the 
"gain"  hospitals  under  the  regular  formula. 
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Another  interesting  variation  on  the  formula  would  be  to  pro- 
vide for  payment  to  each  hospital  of  the  average  dollar  increase 
of  the  control-group  hospitals,  rather  than  the  percent  increase. 
Such  a  formula  could  be  justified  on  the  basis  that  the  hospital 
with  the  high  initial  cost  in  the  base  period  would  always  have 
the  advantage  of  receiving  a  larger  dollar  increase  than  the 
lower  cost  hospital.  On  the  other  hand,  if  the  higher  cost  truly 
reflects  a  more  intensive  level  of  medical  services,  the  hospital's 
costs  could  be  expected  to  increase,  on  a  percentage  basis,  to  the 
same  extent  as  those  of  the  lower-cost  hospital. 

For  the  purpose  of  illustrating  the  effect  of  the  various  reim- 
bursement formulas,  as  shown  below,  we  have  again  selected  a 
plan  based  on  cost  per  patient  day : 


Amount  of  reimbursement 


High  in- 

Alle- 

Dollar 

Ac 

tual  cost 

Percent 

Straight 

centive 

viation 

increase 

Hos- 

increase. 

for- 

for- 

for- 

for- 

pital 

1967 

1968 

1967-68 

mula  1 

mula  2 

mula  3 

mula 

A 

$35.00 

$36.75 

5.0 

$38.50 

$39.55 

$38.50 

$40.00 

B 

40.00 

45.60 

14.0 

44.00 

42.80 

45.20 

45.00 

C 

45.00 

47.70 

6.0 

49.50 

50.85 

49.50 

50.00 

D 

50.00 

58.00 

16.0 

55.00 

53.50 

56.50 

55.00 

E 

55.00 

59.95 

9.0 

60.50 

62.15 

60.50 

60.00 

F 

60.00 

67.20 

12.0 

66.00 

64.20 

67.20 

65.00 

G 

65.00 

70.20 

8.0 

71.50 

73.45 

71.50 

70.00 

Avg. 

$50.00 

$55.00 

10.0 

1  Increase  of  10  percent  for  all  hospitals. 

2  Increase  of  13  percent  for  "gain"  hospitals  and  7  percent  for  "loss"  hospitals. 

3  Increase  of  10  percent  for  "gain"  hospitals  and  11  to  13  percent  for  "loss"  hospitals. 

4  Increase  of  $5  for  all  hospitals. 


Under  any  type  of  formula,  the  inefficient  hospital  would  have 
an  initial  advantage  since  it  could  more  easily  reduce  its  ex- 
penses. This  would  be  only  a  temporary  advantage  because  once 
the  reductions  had  been  effected  the  hospital  would  need  to  con- 
tinue to  control  its  costs  to  the  same  extent  as  the  "average" 
hospital. 

The  'Loss'  Hospital 

Considering  practical  and  political  realities,  it  may  not  be  fea- 
sible to  implement  any  incentive-reimbursement  plan  that  would 
result  in  continued  financial  loss  to  a  substantial  number  of  hos- 
pitals. Under  various  reimbursement  plans  implemented  in 
Saskatchewan  and  Ontario,  it  was  apparently  thought  necessary 
to  provide  additional  payment  to  cover  at  least  part  of  the  deficit 
of  those  hospitals  that  operated  at  a  loss  under  the  plans.  Also, 
assuming  that  participation  in  the  plan  were  voluntary  for  the 
hospitals,  those  suffering  continuous  losses  would  be  apt  to  drop 
out  of  the  plan  (if  the  contract  so  allowed). 
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The  incorporation  in  the  incentive  plan  of  provisions  to  allevi- 
ate the  financial  distress  of  loss  hospitals  would  not  necessarily 
defeat  the  purpose  of  the  plan.  Under  any  type  of  plan  based  on 
an  average,  the  participating  hospitals  are  placed  in  a  competi- 
tive situation  and,  although  all  are  striving  to  control  their  costs, 
some  will  inevitably  fall  into  the  "loss"  category.  Assuming  that 
the  efforts  of  all  participating  hospitals  (both  gain  and  loss  hos- 
pitals) to  control  their  costs  yield  sufficient  aggregate  savings, 
funds  would  be  available  to  permit  "alleviation"  payments  and 
yet  yield  overall  savings  to  the  third-party  payor. 

Of  course,  it  may  be  difficult  to  design  an  alleviation  method 
that  does  not  lessen  the  incentive  of  the  loss  hospitals  to  continue 
their  cost-control  efforts.  One  possibility  is  represented  by  the 
alleviation  plan,  described  above,  under  which  the  additional 
payment  is  limited  to  a  specified  maximum  amount.  Another 
possibility  is  simply  to  make  a  payment  that  covers  somewhat 
less  than  the  full  deficit,  as  is  done  under  some  Canadian  plans. 
Whatever  method  is  used,  the  additional  payment  could  be  desig- 
nated as  a  debit  or  loan  against  the  hospital,  to  be  offset  against 
any  gains  that  accrued  to  the  hospital  in  future  years.  If  the 
deficit  is  not  met  on  a  "full  and  final"  basis,  the  effect  of  these 
plans  would  be  to  maintain  pressure  on  the  hospital  to  control  its 
costs.  Hopefully,  many  of  the  inefficient  hospitals  would  become 
more  cost  conscious  in  attempting  to  solve  their  financial  prob- 
lems, or  would  merge  or  affiliate  with  other  hospitals,  and  these 
results  are,  of  course,  the  purpose  of  incentive-reimbursement 
plans. 

The  Use  of  Gains 

A  problem  common  to  most  incentive-reimbursement  plans,  at 
least  those  under  which  the  hospital  may  retain  a  net  gain,  con- 
cerns the  disposition  of  the  additional  funds  by  the  hospital.  The 
fear  is  sometimes  expressed  that  the  gain  would  be  spent  on  un- 
necessary facilities  or  on  additional  hospital  beds,  thus  again 
raising  costs.  These  fears  may  be  somewhat  overstated,  since  the 
legitimate  capital  needs  of  most  hospitals  are  probably  suffi- 
ciently great  to  absorb  much  of  the  additional  funds. 

In  any  case,  the  percent-increase  plan  might  tend  to  discourage 
the  addition  of  facilities  because  an  increase  in  costs  would  cause 
a  temporary  reduction  or  elimination  of  gains  during  the  period 
in  which  costs  were  rising  (unless  the  cost  of  expansion  were 
isolated  and  treated  separately) .  Similarly,  the  plan  would  dis- 
courage the  addition  of  beds  to  the  extent  that  they  remained 
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unoccupied  and  caused  an  increase  in  unit  costs.  Furthermore, 
the  plan  would  tend  to  channel  funds  to  the  relatively  efficient 
hospitals,  while  providing  little  for  the  inefficient  hospitals,  which 
would  result,  over  a  period  of  time,  in  the  shifting  of  a  larger 
share  of  hospital  beds  and  facilities  to  the  more  efficiently 
operated  hospitals  in  the  community. 

While  this  channeling  of  funds  seems  generally  desirable,  the 
use  of  gains  by  the  hospitals  might  not  be  suitable  to  the  prob- 
lems and  needs  of  an  individual  community.  Community  prob- 
lems such  as  these  have  in  recent  years  become  the  responsibility 
of  area  and  regional  planning  bodies.  It  would  probably  be  desir- 
able to  strengthen  the  authority  of  these  bodies  by  giving  them 
some  measure  of  control  over  the  use  of  gains  accruing  under  the 
incentive  plan.  To  accomplish  this  objective,  some  method  would 
need  to  be  developed  to  provide  control  by  the  planning  body 
while  still  maintaining  the  incentive  to  the  hospital,  and  these 
considerations  suggest  that  the  extent  of  control  be  partial  or 
limited. 

Evaluating  the  Effectiveness  of  the  Plan 

Another  matter  applicable  to  all  types  of  incentive  plans  is  the 
need  to  establish  a  basis  for  evaluating  the  effectiveness  of  the 
plan.  With  respect  to  the  plan  presented  here,  the  evaluation 
could  be  made  by  comparing  the  rise  in  costs  of  the  participat- 
ing hospitals  with  the  cost  increases  of  other  groups  of  hospitals 
of  a  similar  type.  A  comparison  could  be  made  with  other  hospi- 
tals in  the  same  community  (if  some  are  not  participating)  or 
with  hospital  groups  in  nearby  communities  or  other  similar 
areas.  The  hospital  groups  selected  for  comparison  could  be  those 
being  reimbursed  under  the  present  cost-reimbursement  formula, 
or  hospital  groups  operating  under  other  types  of  incentive  plans. 
In  making  these  comparisons,  adjustments  should  be  made,  if 
possible,  for  unusual  cost  factors  affecting  different  communities 
and  for  differences  in  such  factors  as  average  length  of  stay,  oc- 
cupancy rates,  and  diagnostic  composition  of  the  patient  load. 
While  these  comparisons  would  provide  a  somewhat  imperfect 
criterion  for  evaluation,  they  would  probably  constitute  a  satis- 
factory rough  guide  as  to  effectiveness. 

As  part  of  the  evaluation,  it  would  be  useful  to  determine,  to 
the  extent  possible,  which  aspects  of  hospital  operation  were  made 
more  efficient  and  the  magnitude  of  savings  obtained  from  each 
of  these  improvements. 
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Even  before  data  on  costs  become  available,  it  should  be  possi- 
ble to  obtain  some  indication  of  the  effect  of  the  plan  simply  by 
observing  how  the  hospitals  reacted  to  it — for  example,  whether 
they  undertook  cost-control  programs,  administrative  reorganiza- 
tion, automation,  or  similar  efforts. 

Implementing  the  Incentive  Plan 

As  discussed  below,  incentive-reimbursement  plans  will  be  first 
made  available  on  an  experimental  and  voluntary  basis.  The 
average-increase-in-costs  plan  would  apparently  operate  best  if 
relatively  good  participation  of  the  hospitals  in  a  particular  com- 
munity were  obtained,  since  the  plan  is  based  on  an  average, 
which  is  more  likely  to  be  a  representative  figure  if  it  reflects  the 
experience  of  a  large  group  of  the  community's  hospitals. 

Implementation  of  the  plan  might  best  be  effected  by  obtaining 
the  cooperation  of  a  local  hospital  association  or  council.  These 
associations  usually  have  the  confidence  and  trust  of  their  mem- 
ber hospitals  and  would  probably  be  relatively  successful  in  en- 
listing their  participation.  Obtaining  participation  would  also  be 
greatly  facilitated  if  the  plan  contained  amelioration  provisions, 
as  described  above,  so  that  hospitals  could  be  assured  of  not  suf- 
fering great  financial  losses  under  the  plan.  However,  success  or 
failure  in  enlisting  participation  in  a  particular  community 
could  depend  on  a  variety  of  other  factors  as  well,  such  as  the 
willingness  of  various  hospital  administrators  and  trustees  to 
experiment,  the  type  and  quality  of  leadership  in  the  hospital 
community,  and  the  effectiveness  with  which  the  plan  is  explained 
and  "sold"  to  the  hospitals.  Because  of  the  differences  in  attitudes 
toward  change  on  the  part  of  hospital  officials,  and  the  complex 
interrelationship  among  the  various  parties  involved  in  com- 
munity hospital  services,  a  diversity  of  responses  toward  adoption 
of  the  plan  would  probably  be  found,  at  least  initially. 

Once  a  plan  has  been  established,  the  hospital  association  or 
council  can  play  an  important  role  in  its  administration.  It  can 
assist  in  establishing  administrative  details  of  the  plan  and  in 
evaluating  the  results ;  such  activities  would  also  give  the  partici- 
pating hospitals  a  sense  of  sharing  in  the  experimental  plan.  Per- 
haps the  association  would  also  assume  the  role  of  assisting  the 
loss  hospitals — for  example,  providing  technical  services  and  ad- 
vice, or  arranging  affiliation  or  mergers  with  other  hospitals. 
Finally,  all  negotiations  with  the  third-party  payor  could  be 
handled  by  the  association,  making  it  unnecessary  to  deal  with 
each  hospital  separately. 
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A  major  purpose  of  providing  incentive-reimbursement  plans 
on  a  voluntary  and  experimental  basis,  as  authorized  under  the 
1967  amendments  to  the  Social  Security  Act,  is  to  test  the  feasi- 
bility and  effectiveness  of  various  plans  and  determine  which 
plans  are  candidates  for  broader  application.  Thus,  at  a  later 
stage,  consideration  will  need  to  be  given  to  implementing  incen- 
tive plans  on  a  broader  scale,  which  is  of  course  more  difficult 
than  obtaining  the  participation  of  a  relatively  few  hospitals. 

Summary 

The  average-increase  plan  described  in  this  paper  is  based  on 
the  premise  that  the  percentage  increase  in  normal  costs  should 
be  approximately  the  same  among  similar  hospitals,  the  hospitals 
being  rewarded  or  penalized  according  to  their  cost  experience 
relative  to  other  hospitals.  Further  study  is  needed  to  test  the 
reasonableness  of  this  premise  and  to  develop  the  detailed  provi- 
sions of  the  plan,  especially  those  provisions  relating  to  determi- 
nation and  treatment  of  extraordinary  costs,  criteria  for  the 
grouping  of  hospitals,  the  type  of  base  appropriate  for  calculat- 
ing increase  in  costs,  problems  of  insuring  quality  of  care,  the 
formula  for  distributing  gains  and  losses  under  the  plan,  possible 
amelioration  of  financial  problems  of  loss  hospitals  and  possible 
control  over  the  use  of  gains  by  the  hospitals.  Also,  problems  ex- 
ist in  implementing  the  plan,  obtaining  the  participation  of  hos- 
pitals, and  evaluating  the  effectiveness  of  the  plan.  In  many  of 
these  matters,  the  experience  obtained  in  the  operation  of  the 
plans  would  be  the  most  useful  source  of  information  for  their 
improvement  and  development. 

The  average-increase  plan  is  designed  mainly  to  motivate  hos- 
pitals to  improve  their  internal  efficiency  and  would  not,  in 
itself,  result  in  greater  use  of  facilities  alternative  to  hospital 
care.  Specific  provisions  of  the  plan,  however,  could  affect  this 
objective.  As  mentioned  previously,  the  use  of  cost  per  stay  as  the 
basis  for  the  plan  would  tend  to  decrease  the  length  of  stay  and 
encourage  alternatives  to  hospital  care,  while  use  of  cost  per  day 
might  have  an  opposite  effect. 


48 


IV 


Robert  M.  Sigmond 


Capitation  as  a  Method  of  Reimbursement 
to  Hospitals  in  a  Multihospital  Area 

Why  Capitation  Reimbursement? 

Comprehensive  health  planning  and  other  forces  resulting  from 
increased  concern  about  hospital  effectiveness  will  undoubtedly 
give  rise  to  a  wide  variety  of  new  incentives  to  hospitals  in  an 
attempt  to  achieve  a  maximum  return  in  health  for  the  dollar 
spent.  These  incentives  will  not  all  be  reimbursement  incentives, 
but  the  use  of  financial  goals  to  achieve  socially  useful  purposes 
will  certainly  increase.  In  any  event,  it  is  important  that  disincen- 
tives be  avoided  in  reimbursement  contracts  to  the  greatest  ex- 
tent possible.  Unit-of-service  reimbursement  (with  or  without 
"pluses")  can  obviously  serve  as  a  disincentive  in  various  aspects 
of  effective  health  service ;  that  is  to  say,  it  tends  to  encourage 
increases  in  the  quantity  of  utilization  without  regard  for  quality 
and  effectiveness. 

Per  capita  reimbursement  is  designed  to  eliminate  these  reim- 
bursement disincentives.  The  capitation-reimbursement  method 
would  not  work  against  most  of  the  activities  that  hospitals  might 
undertake  in  order  to  increase  their  effectiveness,  and  many  ac- 
tivities that  would  result  in  loss  of  income  under  unit-of-service 
reimbursement  would  result  in  welcome  reduction  of  expenses 
under  capitation. 

This  proposal  is  intended  to  act,  not  as  an  incentive  itself,  but 
rather  as  a  mechanism  by  which  is  created  a  fertile,  friendly 
financing  environment  for  experimentation  with  a  wide  variety 
of  innovative  programs  growing  out  of  other  forms  of  incentive. 


Robert  M.  Sigmond  is  the  executive  director  of  the  Hospital  Planning 
Association  of  Allegheny  County  (Pennsylvania). 
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The  specific  capitation-reimbursement  plan  that  is  proposed  does 
not  interfere  in  any  way  with  the  patient's  freedom  of  choice  of 
physician  or  hospital,  and  involves  no  financial  risk  for  the  par- 
ticipating hospitals.  If  the  plan  failed  to  result  in  new  programs 
to  improve  effectiveness,  or  if  such  new  programs  proved  ineffec- 
tual, then  the  situation  would  remain  essentially  unchanged — no 
better  and  no  worse  than  prior  to  shifting  to  per  capita  reim- 
bursement. 

THE  YUMA  COUNTY  EXPERIMENT 

The  proposed  plan  is  an  adaptation,  for  large,  multihospital 
areas,  of  an  experiment  that  was  undertaken  by  Blue  Cross  in 
Yuma  County,  Colorado,  beginning  in  1963.  Following  an  initial 
study  of  the  hospital-utilization  patterns  of  its  subscribers,  Blue 
Cross  proposed  to  the  two  community  hospitals  in  the  county  that, 
instead  of  billing  Blue  Cross  for  services  rendered,  they  simply 
receive  the  Blue  Cross  dues  of  the  County  members.  The  initial 
reaction  to  the  proposal  was  negative,  but  "it  began  to  be  clear 
.  .  .  that  such  an  approach  offered  many  advantages."  1  Hospitals 
would  have  "a  greater  measure  of  self-determination,  and  a 
greater  opportunity  to  exercise  normal  business  discretion  than 
they  had  ever  had  in  the  past  insofar  as  Blue  Cross  subscribers 
were  concerned."  They  would  be  assured  of  "a  regular  and  pre- 
dictable monthly  income  which  had  been  actuarially  determined 
to  be  sufficient  to  provide  hospital  care  for  the  4,000  persons  who 
now  would  become  their  responsibility,"  and  while  providing 
basic  benefits  as  specified  in  the  Blue  Cross  contracts,  they  would 
"have  the  complete  prerogative  and  discretion  to  provide  those 
services  in  whatever  manner  and  whatever  way  they  felt  would 
best  meet  the  medical  needs  of  the  subscribers  and  at  the  same 
time  effect  a  maximum  of  efficiency  and  economy." 

To  initiate  the  experiment,  Blue  Cross  deducted,  from  the  total 
revenues  of  the  Yuma  County  subscribers,  a  3-percent  fee  for 
administrative  services,  reserved  52  percent  to  the  hospitals' 
credit  to  pay  for  services  received  by  county  subscribers  in  out- 
of -county  hospitals,  and  remitted  the  remainder  to  the  two  county 
hospitals  in  proportions  based  on  their  past  experience.  These 
proportions  had  been  determined  by  the  18-month  preparatory 


xThe  Yuma  experiment  was  reported  by  Thomas  M.  Tierney  and  Robert 
M.  Sigmond  in  "Could  Capitation  Ease  Blue  Cross  Ills?"  Modern  Hospital, 
CV  (August  1965),  103-106,  and  the  quotations  in  this  section  are  from 
the  article. 
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study,  which  found  that  52  percent  of  the  hospitalization  pay- 
ments had  been  made  to  large,  out-of -county  hospitals;  one  in- 
county  hospital  had  provided  63  percent  of  the  hospital  services ; 
the  other,  37  percent. 

One  measure  of  the  effects  of  the  new  system  is  shown  by  the 
comparison  of  previous  utilization  rates  with  the  utilization  rates 
for  Yuma  County  subscribers  in  the  first  year  of  the  experiment ; 
also,  the  rates  for  Yuma  County  subscribers  compared  with  rates 
for  all  subscribers  in  the  State.  Yuma  County  rates  decreased 
markedly,  while  State  rates  rose. 

In  the  first  year,  the  percent  increase  or  decrease  in  utilization 
differed  between  Yuma  County  Blue  Cross  subscribers  and  all 
Colorado  subscribers  as  follows : 


Percent  change 

Yuma  All  counties 
County       in  State 


Inpatient  days  per  1,000  subscribers    -7.5  +3.5 

Average  length  of  stay: 

All  subscribers    -7.2  +1.4 

Hospitalized  in  county  . .    - 17.2   

Hospitalized  elsewhere    -3.8 


A  comparison  of  the  payment  to  the  hospitals  under  the  experi- 
ment with  what  it  would  have  been  under  the  conventional  system 
indicated  that  in  the  first  year,  the  total  amount  of  "reimburse- 
ment showed  a  significant  increase  from  the  amount  which  would 
have  beer  received  on  the  former  per  diem  basis." 

Thus  the  experiment,  although  very  limited,  and  conducted  in 
a  rural  area  that  differs  widely  from  the  metropolitan  areas  in 
which  the  capitation-reimbursement  experiment  under  Medi- 
care is  proposed,  nevertheless  indicates  the  feasibility  of  trying 
"a  new  method  of  hospital  reimbursement  which  offers  an  eco- 
nomic incentive  to  hospitals  to  serve  people  with  a  minimum  of 
inpatient  days." 

THE  ORIGINAL  CONCEPT  OF  HOSPITAL  PREPAYMENT 

The  principle  of  reimbursement  on  which  the  Yuma  plan  was 
based  is  not  new.  It  is,  rather,  a  revival  of  the  concept  on  which 
hospital-prepayment  plans  were  first  developed — the  concept  of 
capitation  payment  to  a  designated  hospital.  As  originated  by 
Justin  Ford  Kimball,  at  Baylor  University  Hospital,  and  reported 
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to  the  American  Hospital  Association  in  1931,  subscribers  would 
pay  a  small  amount  each  month  to  the  University  Hospital,  and, 
"in  consideration  of  the  continued  payments,  the  hospital  would 
agree  to  provide  its  services  to  the  contributors  when  needed."  2 

The  multihospital  prepayment  plans  that  came  into  being  as  a 
result  of  the  spread  of  Dr.  Kimball's  idea  retained  many  of  the 
features  of  his  plan,  but  instituted  a  significant  change:  "The 
basis  of  payment  to  the  hospital  was  changed  from  per  subscriber 
(sick  and  well  alike)  to  per  diem  for  those  subscribers  who  were 
patients.  As  a  result  of  this  shift  in  method  of  payment,  the  inci- 
dent of  hospitalization  became  not  only  an  incident  of  'out-of- 
pocket'  expense  to  the  hospital,  but  also  an  incident  of  income. 
The  more  subscribers  who  were  admitted  and  the  longer  they 
stayed,  and  the  greater  number  of  services  they  utilized,  the 
greater  the  number  of  dollars  the  hospital  would  receive." 

The  many  problems  that  have  since  arisen — the  steady  increase 
in  hospital  costs,  overutilization,  and  the  uncoordinated  expan- 
sion of  facilities,  to  name  a  few — might  well  be  alleviated  by  a 
return  to  a  capitation  method  of  reimbursement. 

The  Mechanics  of  the  Plan 

Under  the  capitation-reimbursement  plan  that  is  proposed, 
each  Medicare  beneficiary  is  asked  (by  questionnaire  or  other- 
wise), "With  which  hospital  do  you  feel  identified?"  that  is, 
"Which  hospital  would  you  probably  go  to  for  a  relatively  routine 
hospitalization?"  It  is  made  clear  to  the  beneficiary  that  he  will 
be  completely  free  to  go  to  any  hospital  when  in  need  and  that 
the  designation  of  a  hospital  does  not  limit  his  freedom  of  choice 
in  any  way.  Any  beneficiary  who  cannot  or  will  not  designate  a 
hospital  is  arbitarily  assigned  to  the  general  hospital  nearest  his 
home ;  it  is  essential  to  the  plan  that  all  beneficiaries  be  identified 
with  a  hospital.  Each  hospital  maintains  a  file  of  the  beneficiaries 
identified  with  it.  The  file  is  kept  up  to  date  as  people  die  or  move 
away  or  change  their  identification  hospital  for  any  reason. 
(Beneficiaries  should  be  asked  annually  if  they  wish  to  change 
their  identification  hospital.) 

Each  hospital  receives  a  monthly  payment  equal  to  the  product 
of  (a)  the  number  of  beneficiaries  in  its  identification  file,  and 
(b)  the  monthly  capitation.  The  monthly  capitation  is  the  same 
for  all  hospitals,  and  is  a  projection  based  on  the  actual  cost  per 
beneficiary  incurred  by  these  hospitals  in  providing  care  to  Medi- 


2  Ibid. 
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care  patients.  Thus,  when  a  Medicare  beneficiary  uses  the  identi- 
fication hospital,  the  hospital  has,  in  effect,  already  been  paid  and 
therefore  has  no  need  to  submit  a  claim  for  reimbursement. 

When  a  Medicare  beneficiary  uses  some  other  hospital,  that 
hospital  bills  the  intermediary  and  is  paid  as  at  present,  and  such 
payments  are  deducted  from  the  identification  hospital's  next 
payment. 

The  identification  hospital  submits  regular  quarterly,  semi- 
annual, or  annual  statistical  reports  of  utilization  and  the  costs 
of  serving  the  identification  group. 

At  least  annually  during  the  pilot  phase  of  this  program,  the 
net  payments  to  each  hospital  for  identification  beneficiaries  are 
compared  with  what  the  hospital  would  have  received  on  a  unit- 
of-service  basis  for  the  services  actually  provided  to  its  identifi- 
cation beneficiaries  in  that  hospital.  If  the  hospital  has  lost  money 
by  this  measure,  the  full  amount  of  loss  is  restored.  If  the  hospital 
has  gained  money,  half  the  gain,  or  any  portion  mutually 
agreed  upon  by  the  Social  Security  Administration  and  the  plan, 
is  returned  to  the  Medicare  program. 

Thus,  in  terms  of  money,  a  participating  hospital  would  have 
everything  to  gain  and  nothing  to  lose  from  the  capitation  reim- 
bursement demonstration  program. 

It  has  been  suggested  that  the  capitation  system  is  limited  be- 
cause, after  an  initial  period,  few  if  any  hospitals  would  have  the 
potential  for  any  further  reductions  in  the  capitation  expenditure 
of  their  group.  Accordingly,  they  would  expect  no  gains  at  the 
end  of  the  period  and  would  lose  interest.  But  this  represents  a 
basic  misunderstanding  of  the  plan.  Each  hospital's  gain  per 
beneficiary  represents  one-half  (or  other,  agreed-upon  propor- 
tion) of  the  difference  between  the  per  capita  cost  of  its  identifi- 
cation group  and  the  capitation  for  the  entire  area.  The  area 
capitation  is  not  likely  to  be  significantly  affected  by  the  efforts 
of  any  one  hospital.  The  efforts  of  each  hospital  participating  in 
the  plan  to  reduce  its  own  group's  hospital-care  expenses,  how- 
ever, can  result  in  gains  each  year  that  its  expenses  fall  below 
the  area  average.  It  could  be  that  some  of  the  participating  hos- 
pitals would  not  receive  a  gain  each  year,  and  that  some  would 
have  per  capita  costs  that  were  so  high  relative  to  the  area  aver- 
age that  they  could  not  even  expect  a  gain.  But  these  hospitals 
might  learn  something  from  self-analysis.  Why  are  their  per 
capita  costs  high?  Is  it  high  operating  costs?  High  utilization 
rates?  Patients  in  the  wrong  institution  at  the  wrong  time? 
Possibly,  there  may  be  basis  for  experience  rating  of  the  capita- 
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tion,  and  this  is  discussed  in  the  section,  below,  on  issues  for 
further  study. 

Theoretically,  the  capitation  program  could  have  no  impact  at 
all.  Suppose  that  none  of  the  patients  went  to  the  identification 
hospitals,  or  that  no  new,  cost-saving  activities  of  any  kind  de- 
veloped. The  situation  would  simply  be  the  same — no  worse  or 
better  than  it  is  now.  The  hospitals  would  be  reimbursed  for  all 
services,  just  as  they  are  now.  A  few  hospitals  might  make  a 
little  extra  money  on  their  identification  patients  (if  their  util- 
ization was  low  or  if  their  identification  patients  went  to  other, 
lower  cost  hospitals) ,  but  the  amount  would  probably  be  small.  A 
reasonable  guess  is  that  at  least  two-fifths  of  the  beneficiaries 
would  elect  to  be  treated  in  the  hospitals  with  which  they  were 
identified,  and  that  many  of  these  hospitals  would  immediately 
begin  to  react  with  socially  desirable  programs. 

Possible  Impacts 

Actually,  a  capitation-reimbursement  plan  would  probably 
make  impacts  in  several  areas — among  them,  hospital  costs  and 
quality  of  care,  and  hospital/community  and  hospital/patient  re- 
lationships. Some  of  the  possible  impacts  are  discussed  in  the 
following  pages. 

ALTERNATIVES  TO  INPATIENT  CARE 

In  general,  inpatient  hospital  care  is  the  most  expensive  form 
of  care.  Therefore,  provision  of  various  forms  of  effective  alter- 
natives to  inpatient  care  would  benefit  a  hospital  financially.  The 
capitation  program  would  provide  economic  incentives  for  a  wide 
variety  of  programs :  outpatient  surgery  or  other  forms  of  ambu- 
latory care  to  avoid  inpatient  care  entirely;  pre-admission  work- 
up to  shorten  the  length  of  inpatient  stay ;  and  early  discharge  to 
ambulatory  care,  home  care,  or  an  extended-care  facility,  for 
example.  Under  the  capitation  system,  these  programs  would  re- 
sult in  reduction  of  expenditures  without  corresponding  reduc- 
tion of  income;  under  cost  reimbursement,  income  and  expense 
are  both  reduced  to  the  same  extent.  Similarly,  under  capitation, 
with  services  rendered  to  inpatients,  such  as  laboratory  tests, 
etc.,  any  reduction  of  expenses  resulting  from  programs  to  elim- 
inate unnecessary  services  to  inpatients  would  not  result  in  equiv- 
alent reduction  in  income. 

Conversion  of  facilities  from  acute  inpatient  facilities  to  ex- 
tended-care facilities  or  ambulatory  facilities — as  a  result  of 
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shifts  in  utilization  patterns  of  capitation  patients — could  also 
bring  about  a  reduction  of  expenditures  without  a  corresponding 
reduction  of  income. 

If  the  more  expensive  of  equally  effective  alternatives  is  se- 
lected, it  is  clearly  a  waste  of  the  institution's  funds.  Any  ex- 
penditure of  hospital  funds  that  does  not  contribute  to  the  health 
or  satisfaction  of  the  patients  is  also  clearly  a  waste  of  the  insti- 
tution's funds. 

COORDINATION  AMONG  HOSPITALS 

The  capitation  method  of  reimbursement  would  also  eliminate 
disincentives  toward  coordination  among  institutions.  For  exam- 
ple, if  a  hospital  has  a  choice  between  providing  a  little  used, 
expensive  service  and  arranging  for  its  provision  from  another 
institution,  it  can  weigh  the  cost  of  providing  the  service  itself 
as  against,  in  effect,  purchasing  the  service  from  other  institu- 
tions. Coordination  among  hospitals  to  avoid  expensive  duplica- 
tion of  equipment  and  services  becomes  a  matter  of  direct, 
measurable  financial  benefit — to  the  institutions  as  well  as  to  the 
community.  For  the  hospital  with  the  expensive,  specialized 
services,  it  becomes  a  clear-cut  matter  of  financial  gain  as  well  as 
of  community  service  to  work  out  arangements  with  other  hos- 
pitals that  these  other  hospitals  will  recognize  as  preferable  to 
providing  these  services  themselves. 

Most  beneficiaries  probably  would  identify  with  the  smaller, 
community  hospitals  with  less  than  300  beds,  rather  than  the 
large  referral  hospitals;  most  patients,  at  present,  are  in  the 
hospitals  with  less  than  300  beds,  and  relatively  few  such  pa- 
tients are  there  because  they  could  not  get  into  the  larger,  refer- 
ral hospitals.  Further,  some  significant  proportion  of  the  patients 
now  in  the  referral  hospitals  are  not  there  because  it  was  the 
logical  hospital  for  an  uncomplicated  condition;  they  are  there 
by  referral  because  of  a  difficult  condition  that  could  only  be 
handled  in  the  larger  hospital.  Almost  by  definition,  a  large, 
referral  hospital,  providing  complex  services  to  a  large  geographic 
area,  is  chosen  as  the  necessary  rather  than  the  merely  preferred 
alternative  as  far  as  most  physicians  and  their  patients  are  con- 
cerned. This  point  is  little  understood  in  the  hospital  field,  but 
would  be  immediately  revealed  by  the  identification  process  of 
the  capitation  system.  Except  for  their  immediate  neighborhoods, 
large,  referral  hospitals  would  be  named  by  relatively  few  people, 
and  would  begin  to  recognize  themselves  as  hospitals'  hospitals, 
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dependent  on  other  resources  in  their  contribution  to  compre- 
hensive health  care.  The  large  hospital  could  begin  to  see  its 
immediate  neighborhood  in  a  new  perspective;  and,  conversely, 
the  community  hospital  would  see  its  importance  as  a  commu- 
nity resource  in  a  new  light,  and  also  would  have  concrete  evi- 
dence (in  terms  of  the  subtractions  from  its  monthly  capitation 
checks)  of  the  extent  of  its  dependence  on  large,  referral  hospi- 
tals for  comprehensive  care  of  its  patients. 

The  new  reimbursement  arrangements  would  help  everyone  to 
understand,  for  the  first  time,  the  degree  of  interrelatedness  of 
the  hospital  "system,"  and  all  parties  could  begin  to  react  ra- 
tionally in  program  development  to  the  extent  of  their  inno- 
vative capacities. 

QUALITY  OF  CARE 

It  is  sometimes  suggested  that  the  capitation  system  provides 
incentives  leading  to  provision  of  less  than  optimum  care — 
treating  individuals  on  an  ambulatory  basis  when  they  should 
be  admitted,  discharging  too  soon,  encouraging  patients  to  re- 
ceive care  in  their  identification  hospital  when  the  services  of  the 
higher  cost,  referral  institution  are  required. 

Admittedly,  these  dangers  are  present,  but  they  do  not  seem 
too  imminent  because  of  many  offsetting  factors.  First,  the  attend- 
ing physician  makes  these  decisions  and  he  is  not  financially  af- 
fected by  the  method  of  hospital  reimbursement.  He  is  subject  to 
influence  by  the  hospital  (or  else  the  capitation  system  would  be 
of  extremely  limited  value),  but  this  influence  is  not  likely  to 
extend  to  acts  not  in  the  interest  of  his  patients,  as  he  sees  it. 
Second,  the  patient  is  free  to  do  what  he  wants  to  do.  Third,  the 
patient  can  always  change  his  identification  hospital,  and  this 
factor  should  lead  hospitals  to  give  more  consideration  to  patient 
satisfaction  than  some  have  been  doing  to  date.  One  interesting 
speculation:  A  high-cost  hospital  that  cuts  back  its  programs 
might  make  a  nice  gain  on  its  identification  group  until  these 
people  shifted  their  identification!  So  the  capitation  system  even 
provides  an  incentive  for  phasing  out  inefficient  hospitals ! 

HOSPITAL/PATIENT  RELATIONSHIPS 

The  capitation-payment  program,  as  outlined,  enables  an  insti- 
tution to  identify  its  programs  with  actual  people — sick  and  well, 
hospitalized  and  nonhospitalized.  It  enables  the  hospital  to  direct 
specific  programs  to  specific  people,  to  identify  successes  and 
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failures,  to  assess  and  re-assess,  to  consider  alternatives — in 
short,  to  undertake  a  systematic  approach  to  the  delivery  and 
provision  of  health  services  for  a  defined  population  group. 

Hospitals  might  wish  to  employ  patient-care  coordinators  to 
establish  contact  with  identification  beneficiaries  in  order  to  offer 
guidance  in  their  health  needs  (including  perhaps  a  free  history 
and  physical  examination).  Others  might  wish  to  limit  such  ac- 
tivities to  systematic  contacts  with  those  who  are  seeking  some 
form  of  care.  The  possibilities  are  unlimited. 

The  program  would  not  force  a  hospital  to  adapt  its  programs 
to  the  health  of  the  defined  population  group.  But  it  does  make 
this  approach  attractive.  The  point  is  that,  in  the  absence  of  per 
capita  payment,  it  is  virtually  impossible  for  a  hospital  to  take 
this  approach. 

ADMINISTRATIVE  EFFICIENCY 

The  proposed  program  might  result  in  a  reduction  of  paper- 
work for  hospitals,  because  of  the  elimination  of  processing  of 
claims  for  the  cases  of  patients  who  have  used  their  identification 
hospital.  This  saving  would  be  offset,  however,  by  the  cost  of 
maintaining  identification  files  and  submitting  statistical  reports. 

Lag  in  payment  for  Medicare  beneficiaries  would  be  elimi- 
nated, since  the  hospitals  would  receive  the  capitation  pay- 
ments currently.  Hospitals  would  also  receive  regular  reports 
showing  which  of  their  identification  beneficiaries  were  going  to 
other  hospitals,  to  which  hospitals,  and  for  what  purposes. 

REIMBURSEMENT  AGENCIES 

What  would  the  capitation  system  do  to  the  reimbursement 
agencies?3  Claims  processing  would  decrease,  probably  by  at 
least  40  percent.  This  saving  would  be  offset  by  (1)  the  cost  of 
soliciting  the  beneficiaries  for  hospital  identification,  (2)  the  cost 
of  maintaining  identification-patient  files  at  each  hospital,  and 
(3)  the  cost  of  processing  reports  of  the  utilization  by  patients 
of  their  identification  hospital.  Considering  the  expense  of  claims 
processing,  the  reimbursement  agency  might  break  even  on  these 
tradeoffs,  but  probably  not.  But  even  a  substantial  increase  in 
administrative  costs  would  be  trivial  compared  with  the  possible 
reduction  in  claims. 


See  also,  Tierney  and  Sigmond,  ibid.,  p.  106. 
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Some  reimbursement  agencies  might  think  that  loss  of  claims 
processing  would  mean  loss  of  all  controls.  But  there  is  little 
evidence  that  claims  processing  provides  an  effective  means  of 
control.  Most  of  it  is  a  mirage.  Prepayment  agencies  that  utilize 
per  capita  payments  to  reimburse  providers  have  a  much  more 
respectable  history  of  grappling  with  utilization,  cost,  and  qual- 
ity controls  than  such  agencies  as  insurance  companies  or  Blue 
Cross,  who  rely  largely  on  claims  processing  and  reimbursement 
per  unit  of  service. 

Issues  for  Study  Under  Experimentation 

ANNUAL  ADJUSTMENT  OF  THE  CAPITATION 

It  would  appear  that  the  capitation  should  be  based  on  annual 
projections  of  utilization  rates  and  per  diem  costs  for  an  entire 
area.  If  desired,  retroactive  adjustments  could  be  built  in,  repre- 
senting the  difference  each  year  between  the  projected  capita- 
tion and  the  actual  capitation  rate  for  the  period.  This  would 
affect  only  hospitals  with  net  gains  during  the  period  (in  con- 
trast with  straight  per  diem  reimbursement),  since  these  would 
be  the  only  hospitals  for  which  the  exact  amount  of  the  capita- 
tion would  make  any  difference  at  all. 

EXPERIENCE  RATING 

The  basic  proposal  provides  that  each  hospital  receive  the  same 
capitation.  No  hospital  would  receive  any  less  by  this  procedure 
than  it  would  without  a  capitation  plan.  But  it  is  true  that  some 
would  stand  more  of  a  chance  of  not  gaining  from  the  capitation 
plan  if  their  actual  costs  reflected  any  adverse  experience  factors 
within  their  identification  group. 

There  undoubtedly  are  sound  bases  for  experience  rating  that 
might  be  built  into  the  system.  For  example,  overall  capitation 
rates  might  be  worked  out  for  specific  groups — age  groups  or 
groups  in  nursing  homes,  for  example — so  that  each  hospital  re- 
ceives (and  competes  against)  a  capitation  based  on  the  weighted 
average  of  its  own  identification  group,  based  on  the  group's 
actual  characteristics. 

Other  factors  might  be  explored,  but  it  is  unlikely  that  their 
effects  could  be  anticipated  before  the  system  was  tested.  For 
example,  high  per  diem  cost  hospitals  might  think  that  they 
should  have  higher  capitations.  But  their  high  cost  might  be 
offset  by  lower  utilization,  or  by  much  utilization  of  lower  cost 
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hospitals  by  their  group.  (Hospitals  might  be  surprised  at  the 
lack  of  correlation  of  a  hospital's  per  diem  cost  and  the  capita- 
tion experience  of  that  hospital's  capitation  group.)  Experience 
might  also  show  that  hospitals  in  high-wage  areas  should  get 
higher  capitation,  but  this  is  by  no  means  clear.  The  guarantee 
against  loss  would  protect  all  hospitals,  while  knowledge  was 
being  gained  about  possible  logical  bases  for  experience  rating. 

ELIMINATION  OF  THE  GUARANTEE 

In  time,  consideration  might  be  given  to  allowing  hospitals  to 
keep  more  of  their  gains  and  to  guaranteeing  only  a  portion  of 
the  losses.  Eventually,  the  guarantee  might  be  eliminated  alto- 
gether. However,  this  should  await  detailed  exploration  of  ex- 
perience-rating ideas. 

NEGOTIATIONS  BETWEEN  HOSPITALS 

Under  the  proposal  as  described  above,  the  intermediary  would 
pay  for  services  provided  outside  the  identification  hospital.  There 
might  be  advantages  to  encouraging  identification  hospitals  to 
negotiate  rates  with  other  agencies  and  pay  them  directly  out 
of  their  own  capitation  payment.  This  needs  exploration. 

NONREIMBURSABLE  SERVICES 

This  brief  description  of  capitation  as  a  method  of  reimburse- 
ment to  hospitals  has  not  taken  account  of  the  fact  that  all  hos- 
pital services  are  not  completely  reimbursable  under  the  Medi- 
care program — that  there  are  deductibles,  co-pays,  etc.,  and  that 
the  effects  of  these  might  vary  considerably  among  hospitals  in 
any  given  capitation  area.  These  factors  would  affect  the  compu- 
tation of  the  capitation  and  the  hospitals'  gains  and  losses,  and 
would  have  to  be  taken  into  consideration,  accordingly,  in  work- 
ing out  the  details  of  an  experiment,  as  well  as  be  observed  un- 
der the  experiment  itself.  This  will  require  careful  study  of  the 
benefit  patterns  and  the  reimbursement  formula,  but  the  solution 
of  any  problems  that  would  arise  in  connection  with  these  details 
should  not  involve  any  insurmountable  difficulties. 
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Paul  J.  Feldstein 


A  Proposal  for  Capitation 
Reimbursement  to  Medical  Groups 
for  Total  Medical  Care 

Numerous  suggestions  have  been  offered  for  establishing  in- 
centives under  Medicare  reimbursement.  These  have  included  sug- 
gestions for  providing  incentives  to  institutions  to  undertake 
certain  desirable  "processes,"  such  as  instituting  data-collection 
systems  and  utilization-review  committees.  They  have  also  in- 
cluded incentives  on  the  final  outcome,  such  as  rewarding  those 
institutions  with  lowest  costs.  Suggestions  for  rewards  and 
penalties  under  these  various  schemes  also  differ;  at  one  end  of 
the  spectrum,  inefficient  hospitals  would  be  rewarded  so  that 
they  would  become  more  efficient,  while  at  the  other  end,  ineffi- 
cient hospitals  would  be  paid  less  so  that  they  would  eventually 
drop  out  of  the  system.1  The  purpose  of  the  present  paper  is  not 
only  to  suggest  one  more  incentive  system  to  be  experimented 
with  under  Medicare  reimbursement  but  also  to  set  forth  advan- 
tages of  a  total  capitation  reimbursement  plan. 

The  Proposal 

The  proposal  is  as  follows:  that  the  Social  Security  Adminis- 
tration pay,  in  a  lump  sum,  to  physicians  who  are  organized  in 
medical  groups,  the  estimated  yearly  medical  expenses,  under 
both  Part  A  and  B  of  Medicare,  of  aged  persons  choosing  this 

A  brief  biography  of  Paul  J.  Feldstein  appears  on  page  17  of  this  report. 

1  For  a  discussion  of  the  bases  on  which  various  incentive  systems  are 
designed,  see  Feldstein,  "An  Analysis  of  Reimbursement  Plans,"  pp.  17-38, 
above. 
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reimbursement  plan.2  The  medical  group  will  then  be  responsible 
for  their  aged  enrollees'  entire  medical  care  during  the  coming 
year.  This  plan  differs  from  present  prepayment  group  plans  in 
that  the  medical  group  would  have  a  financial  interest  in  the 
cost  of  providing  all  the  care — e.g.,  physician  care,  hospital  care, 
nursing  home  care — whereas  under  present  prepayment  plans  the 
payment  for  these  other  forms  of  care  is  the  responsibility  of  the 
patient  or  is  covered  by  additional  payment  plans.  (As  under 
the  present  Medicare  system,  there  may  also  be  corridors  in  the 
use  of  various  medical  services  under  the  proposed  plans.) 

Since  there  is  great  variability  in  the  medical  expenses  of  an 
aged  person — they  may  be  higher  or  lower  than  the  average  of 
all  aged  over  a  year — that  determine  the  capitation  rate,  a  solo 
practitioner  would  not  be  able  to  absorb  the  possible  losses  if  his 
aged  patients  exceeded  the  average.  Therefore,  the  proposal  of 
paying  a  capitation  rate  should  only  apply  to  physicians  who 
are  organized  in  a  group,  such  as  a  partnership  or  corporation. 
For  the  group,  the  variability  in  medical  expenses  of  their  aged 
patients  would  more  nearly  approximate  the  average  expense  of 
all  aged  patients  in  that  area.' 

The  rationale  underlying  the  above  proposal,  and  its  expected 
consequences,  are  discussed  in  the  following  sections. 

Objectives 

Many  incentive  plans  have  as  their  objective  the  minimization 
of  hospital  costs.  The  other  possible  objective  under  incentive 
plans — the  effective  use  of  facilities — is  not  affected  by  such 
plans.  Furthermore,  plans  that  have  effective  use  of  facilities 
as  their  goal  do  not  necessarily  affect  the  objective  of  minimiza- 
tion of  cost  in  an  individual  institution. 

The  proposed  scheme  of  capitation  payment  to  medical  groups 
would  have  both  of  these  objectives  as  its  goal.  The  enrollment 


3  The  lump-sum  payment  need  not  be  provided  to  the  medical  groups  all  at 
once.  There  could  be  periodic  payments  (e.g.,  monthly)  which  would  reflect 
the  seasonality  in  medical-care  expenditures.  Periodic  payments  could  also 
incorporate  the  rise  in  medical-care  prices  in  an  area  rather  than  wait  until 
the  end  of  the  year  for  adjustment  of  the  capitation  rate. 

8  Even  though  one  individual's  large  bills  are  offset  by  many  small  bills 
in  the  averaging  that  determines  the  capitation  rate,  there  would  neverthe- 
less always  be  the  doubt  in  one's  mind  whether,  if  a  78-year-old  person 
required  $10,000  worth  of  medical  services  and  was  not  provided  all  these 
services  by  the  medical  group,  the  economic  interest  of  the  medical  group 
influenced  this  decision  rather  than  that  it  was  not  a  worthwhile  expenditure 
of  a  community's  scarce  resources. 
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of  the  aged  patients  in  the  medical  group  would  provide  a  total 
gross  income  for  the  physicians.  The  incentive  would  be  for  the 
medical  group  to  provide  the  care  at  the  lowest  cost  and  there- 
fore maximize  its  net  revenue.  (Quality,  which  becomes  upper- 
most in  everyone's  mind  when  profit  is  mentioned,  will  be  dis- 
cussed below,  and,  as  will  be  explained,  is  expected  to  be  higher 
under  this  system  than  it  is  under  the  present  system.) 

The  economic  rationale  for  this  approach  is  the  following:  In 
a  non-medical-care  market,  the  consumer,  in  making  purchases, 
is  cognizant  of  the  alternatives  and  of  their  costs  and  benefits. 
Thus,  he  spends  his  money  in  such  a  way  as  to  maximize  his 
satisfaction  for  any  given  expenditure.  For  the  medical-care 
market,  however,  a  great  deal  of  technical  knowledge  is  required 
in  providing  the  care  for  a  given  diagnosis  and  even  in  ascertain- 
ing the  correct  diagnosis.  The  patient  therefore  selects  a  physi- 
cian who  knows  his  needs  as  a  patient  and  his  resources  and  who 
can  then  choose  the  inputs,  such  as  hospital  care  and  his  own 
care,  that  are  necessary  in  providing  medical  care  for  the  patient. 
The  physician  is  analogous  to  a  firm  combining  the  inputs  for 
producing  a  final  product — in  this  case,  medical  care.1 

Thus,  this  proposal  would  provide  a  financial  incentive  to  phy- 
sicians to  minimize  the  cost  of  the  medical  care  of  their  aged 
patients  by  allowing  the  medical  group  to  retain  the  difference 
between  the  capitation  payment  and  the  costs  of  providing  all 
medical  care.  This  would  mean  that  facilities  would  be 
used  more  effectively  and  patients  would  be  transferred  to  less 
expensive  facilities  as  needed.  It  would  also  mean  that  an  in- 
centive would  be  provided  for  minimizing  hospital  costs,  since 
physicians  would,  in  providing  hospital  care,  either  contract  for 
care  at  the  lower  cost  hospitals,  or  perhaps  eventually  come  to 
own  and  control  their  own  institutions. 

Probable  Effects 

Given  the  above  proposal  and  the  economic  rationale  for  ex- 
pecting total  medical  cost  to  be  minimized  by  its  implementa- 
tion, the  following  are  some  additional  probable  effects  of  such 
a  proposal. 


1  For  a  more  complete  discussion  of  this  idea,  see  Robert  Rice,  "Analysis 
of  the  Hospital  as  an  Economic  Organism,"  Modem  Hospital,  CVI  (April 
1966),  pp.  87-91;  and  Paul  J.  Feldstein,  "Research  on  the  Demand  for  Health 
Services,"  Milbank  Memorial  Fund  Quarterly,  July  1966. 
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PROMOTION  OF  GROUP  PRACTICE 

Since  the  capitation  plan  would  be  only  for  physicians  who  are 
part  of  a  group,  we  would  expect  the  number  of  group-practice 
plans  to  increase  and  the  enrollment  in  such  plans  also  to  in- 
crease.5 

Such  medical  groups  would  not  need  to  be  available  solely  to 
aged  patients  under  Medicare.  Once  such  groups  were  started, 
other  age  groups  could  also  enroll  by  paying  a  yearly  capitation 
fee.  (The  capitation  fee  would  probably  be  experience  rated.) 
Existing  medical-insurance  plans  could  sell  coverage  for  such 
plans,  or  the  medical  groups  themselves  could  offer  insurance. 
(The  capitation  schemes  could  have  various  types  of  deductibles, 
as  is  currently  the  case  in  a  number  of  plans,  without  diminishing 
the  objective — providing  medical  services  at  lowest  costs.) 

LESS  DUPLICATION  OF  FACILITIES 

Since  it  would  be  clearly  in  the  physician's  interest  to  purchase 
hospital  and  other  institutional  care  at  less  cost,  he  would  be- 
come more  concerned  with  hospital  policies  that  tended  to  raise 
costs.  There  should  be  a  tendency  toward  sharing  of  expensive 
facilities,  and  if  physicians  desired  more  expensive  equipment 
and  duplicative  services,  it  would  be  at  their  expense. 

INCENTIVES  TOWARD  HOSPITAL  EFFICIENCY 

At  present,  physicians  have  no  incentive  to  be  concerned  with 
cost  of  hospital  care.  Under  this  proposal,  they  would  be  re- 
sponsible for  providing  such  care  and  would  have  to  reimburse 
the  hospital  for  such  costs.  They  would  consequently  become 
more  concerned  with  how  hospitals  are  operating  and  be  more 
discriminating  in  choosing  hospitals  according  to  their  costs  and 
the  services  required  for  the  patient.  The  physician  is  the  most 
knowledgeable  consumer  in  the  market,  and  he  would  be  able  to 
select  the  hospital  with  the  necessary  level  of  quality  and  avail- 
able services  at  the  lowest  possible  cost. 


5  For  reasons  for  such  slow  growth  in  the  development  of  medical  groups 
and  other  forms  of  large-scale  practice  of  medicine,  see  the  following: 
Milton  Friedman,  Capitalism  and  Freedom  (Chicago:  University  of  Chicago 
Press,  1963),  chap,  ix,  "Occupational  Licensure";  Reuben  Kessel,  "Price 
Discrimination  in  Medicine,"  Journal  of  Law  and  Economics,  October  1958; 
Elton  Rayack,  "The  American  Medical  Association  and  the  Supply  of  Physi- 
cians," Medical  Care,  Vol.  3,  No.  1  (January-March  1965). 
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MORE  EFFECTIVE  USE  OF  FACILITIES 

Since  longer  hospital  stays  would  result  in  less  funds  being 
available  to  the  medical  group,  the  physician  would  seek  less 
costly  facilities,  such  as  nursing  homes,  home  care,  etc.,  as  it 
became  medically  feasible  to  transfer  the  patient. 

INCREASED  USE  OF  LESS  SKILLED  PERSONNEL 

The  physician  would  have  an  economic  interest  in  the  use  of 
less  skilled  personnel,  e.g.,  physicians'  assistants,  both  in  his 
office  and  in  the  hospital.  This  would  result  in  an  increase  in  the 
physician's  productivity.  Hence,  we  would  expect  to  see  an  in- 
crease in  demand  for  such  personnel  from  the  medical  groups; 
they  might  even  set  up  their  own  training  programs  or  promote 
capable  nurses  to  do  tasks  that  are  presently  done  only  by  phy- 
sicians. The  sanctions  available  to  the  medical  profession  to  in- 
hibit the  development  of  such  personnel — since  they  serve  as  a 
substitute  for  some  physician  services — would  be  lessened  by  the 
existence  of  large,  economically  powerful  medical  groups.  (Each 
medical  group  can  be  considered  as  a  firm  with  a  production 
function  for  producing  medical  care.  For  any  given  level  of 
medical  care,  then,  the  medical  group  attempts  to  substitute  in- 
puts so  that  the  cost  of  producing  a  given  level  of  care  is 
minimized.  Therefore,  the  group  has  an  incentive  to  substitute 
less  costly  inputs,  e.g.,  less  skilled  personnel,  for  more  costly 
inputs,  e.g.,  M.D.'s,  since  the  latter  are  relatively  expensive  and 
scarce.  Further,  there  would  be  a  tendency  to  innovate,  e.g.,  shift 
the  production  function,  so  that  the  cost  of  producing  a  given 
level  of  medical  care  was  reduced.) 

INCREASED  SUPPLY  OF  PHYSICIAN  SERVICES 

Medical  groups  would  be  organized  in  various  ways — in 
partnerships,  or  admittance  to  partnership  in  the  future,  simply 
as  salaried  physicians,  or  in  any  combination  of  salaries  or 
ownership  in  the  medical  group.  A  medical  group  would  be  able 
to  increase  its  income  if  it  had  a  sufficient  number  of  physicians 
so  that  the  additional  net  revenue  brought  in  by  having  an  ad- 
ditional physician  is  greater  than  the  cost  of  the  physician.  Thus, 
we  would  expect  not  only  use  of  less  skilled  personnel,  which 
would  increase  the  productivity  of  existing  physicians,  but  also 
those  activities  that  tend  to  increase  the  supply  of  physicians. 

As  the  demand  for  medical  care  increased,  the  medical  group, 
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with  a  given  production  function,  would  require  more  of  all  its 
inputs,  including  M.D.'s.  Even  assuming  that  M.D.'s  are  not 
used  in  fixed  proportion  to  other  inputs — i.e.,  assuming  that  as 
demand  for  physicians'  services  were  industrywide,  then  the 
— with  continued  increases  in  demand  there  would  be  an  increase 
in  the  demand  for  M.D.'s.  Assuming  that  the  increases  in  the 
demand  for  physicians'  services  were  industrywide,  then  the 
price  that  the  medical  group  must  pay  (either  in  higher  salaries 
or  part  ownership)  to  increase  its  supply  of  M.D.'s  would  also 
rise.  It  is  for  this  reason  also  that  we  might  expect  to  observe 
medical  groups  offering  traineeship  programs  for  all  kinds  of 
personnel.  Further,  the  medical  group  might  also  develop  and 
provide  shorter  curriculums  for  providing  medical  education  to 
college  graduates  in  return  for  a  certain  period  of  service  with 
the  medical  group.  One  possibility  is  for  medical  groups  to  start 
their  own  medical  schools;  further,  to  finance  students  through 
existing  medical  schools.  But  in  any  case  medical  groups  would 
generally  be  in  favor  of  an  increase  in  the  number  of  spaces  in 
medical  schools. 

INCREASED   PROVISION   OF   PREVENTIVE  CARE 

Because  preventive  care  might  result  in  a  decrease  in  demand 
for  more  costly  medical  services  later,  an  increase  in  its  pro- 
vision could  be  expected.  Secondly,  the  patient,  by  living  longer, 
would  provide  a  continuing  capitation  fee  to  the  medical  group. 

INCREASED  USE  OF  GENERIC  DRUGS 

Since  it  would  be  in  the  economic  interest  of  the  physician  to 
prescribe  less  costly  drugs,  we  could  expect  the  medical  groups  to 
become  more  concerned  with  drug  prices.  We  could,  therefore, 
expect  greater  use  of  generic  rather  than  brand-name  drugs,  and 
correspondingly  lower  drug  prices. 

INNOVATIONS   IN   THE  ORGANIZATION   AND  DELIVERY   OF  MEDICAL 

CARE 

Through  a  physician  capitation  rate,  an  incentive  would  be 
created  in  the  medical  groups  to  experiment  with  different  ways 
to  provide  medical  care.  These  might  take  the  form  of  such 
things  as  multiphasic  screening  or  greater  use  of  computers  in 
business  applications,  in  storage  of  medical  histories,  and  in  the 
diagnostic  area.  There  could  also  be  experimentation  in  the  lo- 
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cation  and  accessibility  of  medical  services  in  relation  to  the 
population  served. 

In  addition  to  providing  the  incentive  to  innovate  in  the  or- 
ganization and  delivery  of  health  services,  the  capitation  pay- 
ment system  would  provide  an  incentive  to  seek  out  information 
on,  and  adopt  as  soon  as  possible,  new  techniques  for  both  med- 
ical and  management  applications,  in  order  to  save  money  for 
the  medical  group  (or  in  order  to  increase  quality) .  The  medical 
group  might  then  publicize  such  an  increase  in  quality  as  a 
means  of  competing  with  other  medical-service  plans.  Unless 
such  incentives  were  available,  any  progress  in  new  methods  for 
the  organization  and  delivery  of  medical  services  would  be  slow 
and  their  adoption  even  slower. 

Quality 

It  might  be  said  that  the  medical  group  could  make  the  most 
money  under  the  capitation  plan  by  simply  accepting  the  fee 
and  providing  minimal  services  to  the  patient.  However,  there 
are  several  things  that  would  prevent  this  from  happening. 

THE  ELEMENT  OF  CHOICE 

The  proposed  capitation  method  is  but  one  type  of  Medicare 
reimbursement  plan  that  would  be  offered  in  any  area.  No  bene- 
ficiary would  be  assigned  to  such  a  plan.  He  would  be  given  a 
chance  to  select  from  among  the  various  plans  in  operation  and 
also  from  among  other  methods  of  providing  medical  services 
that  might  be  available.  This  choice,  which  should  be  available 
annually,  would  serve  as  a  stimulus  to  alternative  plans  to  cater 
to  their  subscribers  so  that  they  would  renew  each  year.  Al- 
though some  of  the  Medicare  subscribers  would  not  be  able  to 
make  a  good  choice  among  alternative  plans,  other  Medicare 
patients  would.  Also,  if  the  capitation  plan  eventually  began  to 
serve  other  age  groups,  the  greater  selectivity  of  these  sub- 
scribers would  force  the  various  plans  to  improve  and  publicize 
their  services  in  order  to  attract  and  keep  more  subscribers.  The 
less  informed  subscribers  and  those  less  able  to  distinguish  be- 
tween plans  would  thus  benefit  from  the  activities  of  the  more 
informed. 

ACCREDITATION  OF  MEDICAL  GROUPS 

The  element  of  choice,  however  important  it  is  in  any  health- 
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care  system,  still  might  not  offer  enough  safeguards  to  those 
persons  who  believe  that  some  totally  unscrupulous  people  would 
in  some  way  be  able  to  fool  everyone.  In  this  case,  there  could  be 
a  system  of  accreditation  similar  to  the  present  system  of  hos- 
pital accreditation. 

Accreditation  could  take  several  forms :  it  could  set  minimal 
levels  of  performance  that  medical  groups  must  meet,  it  could 
involve  a  continual  inspection  system,  or  it  could  set  levels  of 
accreditation.  Accreditation  systems,  combined  with  the  element 
of  choice,  then  serve  as  a  minimum  above  which  the  various  al- 
ternative plans  could  compete  in  trying  to  attract  new  subscribers. 

THE  CONCEPT  OF  SIZE  AND  PERMANENCE 

Permanence. — Large  organizations  or  corporations  have  a  life 
of  their  own.  This  results  in  behavior  different  from  that  of 
individual  businesses.  Whereas  an  individual  entrepreneur  may 
go  into  business,  mislead  his  consumers,  produce  a  poor  product, 
and  then  quickly  move  on  to  another  area,  large  organizations 
cannot  afford  to  do  this.  The  nature  of  a  large  organization  or 
corporation  is  such  that  it  expects  to  be  in  business  indefinitely. 
Thus,  it  cannot  undertake  those  business  practices  that  will 
maximize  its  present  income  at  the  expense  of  future  business. 
It  cannot  afford  purposely  to  produce  a  poor  product.  Large 
medical  groups  have  their  reputations  at  stake,  and  to  pocket  the 
capitation  fee  and  provide  little  or  no  service  would  affect  the 
reputation  of  the  organization  and  decrease  future  business. 
Poor  business  practices  therefore  are  more  to  be  expected  of 
smaller  organizations,  for  which  the  costs  of  moving  and  enter- 
ing and  leaving  business  are  lower.  It  is  believed  that  this  is  as 
true  in  the  medical  field  as  it  is  for  large  corporations  in  non- 
medical areas.  Kaiser  Foundation  Health  Plan,  Health  Insur- 
ance Plan  of  Greater  New  York,  and  Group  Health  Association 
have  not  been  criticized  for  lowering  the  quality  of  medical  care. 

Size. — Similar  to  the  idea  that  permanence  of  an  organization 
leads  to  attempts  to  increase  (or  at  least  maintain)  quality,  is 
the  belief  that  the  size  of  the  organization  also  has  an  impact 
on  quality.  In  a  medical  group  comprising  many  physicians,  the 
poor  quality  of  practice  on  the  part  of  any  one  physician  affects 
the  reputation  of  the  other  physicians.  This  "spillover"  effect  is 
such  that  it  becomes  in  the  interest  of  other  physicians,  their 
reputations,  and  hence  their  incomes,  to  insure  that  poor  medical 
care  is  not  practiced  by  any  of  the  participating  physicians. 
Thus  there  would  be  greater  internal  review  of  the  medical  care 
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practiced  among  the  medical-group  members.  In  the  present  sys- 
tem of  solo  practice,  there  are  no  economic  incentives  to  the  other 
physicians  to  enforce  sanctions  against  physicians  whose  per- 
formance, when  examined  by  utilization  and  tissue  committees, 
is  revealed  to  be  less  than  acceptable. 

It  is  therefore  believed  that  the  nature  of  permanence  in  an 
organization  and  its  size  would  provide  incentives  to  insure  that 
the  group's  reputation  is  not  affected  by  the  poor  practice  of 
medicine  of  its  members. 

ONGOING  QUALITY  REVIEW 

In  any  proposed  incentive-reimbursement  plan,  there  are  sev- 
eral other  measures  for  evaluating  quality  that  could  also  be 
used  in  evaluating  the  quality  of  practice  in  medical  groups. 
Continual  peer-group  review  of  medical  records  and  the  publiciz- 
ing of  these  results  among  the  alternative  plans  would  serve  as 
a  strong  impetus  to  higher  quality.  If  publicity  were  not  strong 
enough,  then  sanctions  could  be  applied.  However,  the  ongoing 
peer-group  review  and  the  publicizing  of  the  results  among  the 
plans  would  themselves  be  a  great  stimulus  toward  increasing 
quality. 

Publicity  of  performance  among  plans  should  be  encouraged. 
This  would  serve  to  educate  the  consumer  as  to  alternative  plans 
and  medical  groups  available.  The  fear  that  consumers  will 
select  medical  groups  and  alternative  plans  on  the  basis  of  poor 
or  misleading  criteria  would  probably  prove  to  be  groundless. 
There  are  enough  consumers  who  are  sufficiently  able  to  distin- 
guish among  relevant  criteria  for  the  pressure  of  alternative 
medical  groups  and  plans  to  bring  to  light  differences  in  the 
plans;  competition  in  publicity  would  mean  that  better  criteria 
would  be  developed  to  enable  persons  to  distinguish  between 
plans.  The  health  field  has  operated  for  too  long  on  the  belief 
that  no  information  is  better  than  some  information.  Besides 
being  contrary  to  one  of  the  underlying  principles  in  a  democratic 
society — the  principle  that  people  can,  in  general,  evaluate  in- 
formation and  make  rational  choices — this  belief  has  not  shown 
that  quality  is  higher  and  prices  lower  without  information  than 
with  it. 

Criteria  for  Evaluation 

How  should  the  proposed  method  for  incentive  reimbursement 
be  evaluated  after  being  in  existence  for  a  period  of  time?  The 
simplest  criterion  would  be  whether  the  plan  were  able  to  sur- 
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vive.  The  Government  should  continue  to  offer  to  pay  a  capitation 
fee  to  the  medical  group  if  the  Medicare  patient  elects  this.  The 
size  of  the  capitation  fee  should  be  equal  to  the  average  amount 
that  the  Government  pays  out  (including  Part  A  and  Part  B) 
for  aged  patients  in  that  area.  If  the  medical  group  were  able 
to  provide  services  and  expand,  given  the  capitation  fee  and  what- 
ever other  payments  the  aged  person  might  be  required  to  make 
to  supplement  the  Government-paid  capitation  fee,  then  the  med- 
ical group  would  have  a  life  of  its  own.  If  the  medical  group 
were  able  to  reduce  costs  because  of  the  incentives  offered,  then 
we  would  expect  its  net  revenues  to  increase  and  that  it  would 
expand  its  enrollment  in  order  to  increase  net  revenue  further. 
Also,  if  the  medical  groups  appeared  profitable  we  would  expect 
more  medical  groups  to  form  and  thus  increase  competition. 

If  there  were  competition  between  medical  groups,  or  between 
a  medical  group  that  wanted  to  increase  its  enrollment  and  the 
other  plans  that  the  aged  patient  could  select,  then  this  com- 
petition might  take  the  form  of  offering  additional  services  to 
the  patient  for  the  same  capitation  fee,  or  the  medical  group 
might  pass  on  some  of  the  savings  in  cost  to  the  patients  by 
lowering  the  supplements  or  the  deductibles  they  pay.  We  would 
therefore  not  expect  that  all  the  savings  in  costs  resulting  from 
such  plans  would  go  just  to  the  physicians.  Part  of  the  savings 
would  go  to  the  patients,  and  part  would  also  go  to  the  Govern- 
ment in  the  form  of  lower  capitation  rates  (or  rates  that  would 
rise  less  rapidly  than  if  such  plans  did  not  exist).  The  Govern- 
ment would  also  benefit  in  that,  in  the  short  run,  the  average 
amount  of  medical  expense  that  the  Government  had  to  pay 
in  an  area  would  be  reduced,  since  if  a  medical  group  purchased 
hospital  and  other  facility  services,  then  it  would  be  shopping 
according  to  the  price  of  that  institution  and  its  level  of  care. 
Or  if  the  medical  group  developed  its  own  institutional  facilities, 
then  these  could  be  a  yardstick  by  which  the  other  facilities 
compared  themselves. 

Such  shopping  for  services  by  the  medical  group  should  tend 
to  lower  (or  retard  the  rise  in)  prices,  and  hence  reduce  the 
average  amount  the  Government  must  pay  for  care.  Further,  if 
there  is  less  use  of  the  hospital  by  the  medical  group,  then  this 
might  influence  other  physicians'  use  of  hospitals  and  also  lower 
the  medical-care  costs  in  an  area.  In  the  long  run,  innovations 
and  experimentation,  by  the  medical  group,  in  the  organization 
and  delivery  of  medical-care  services  should  also  have  an  effect 
on  the  price  of  medical  care. 
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When  comparing  this  plan  with  other  incentive-reimburse- 
ment plans,  the  criterion  of  survival  is  relevant.  If  any  other 
incentive  plans  reduce  hospital  costs  in  an  area,  then  this  lower 
cost  would  be  reflected  in  the  average  amount  the  Government 
pays  for  aged  patients  in  the  area,  and  this  would  be  reflected  in 
a  lower  capitation  fee  to  the  medical  group. 

The  relevant  cost  indicator  of  performance  for  both  the  med- 
ical groups  and  any  other  incentive-reimbursement  plans  is  the 
impact  on  the  annual  medical-care  cost  that  the  Government 
pays  per  aged  patient.  The  incentive  of  any  reimbursement  plan 
i3  to  reduce  this  amount.  If  the  capitation-type  plan  can  survive 
and  grow,  then  it  is  successful.  If  other  incentive  schemes  reduce 
medical-care  costs  either  in  total  or  by  affecting  only  one  portion 
of  it,  e.g.,  hospital  costs,  then  this  affects  the  annual  medical- 
care  cost  per  aged  patient.  This  would  serve  as  an  additional 
incentive  to  capitation  plans.  The  evaluation  of  all  incentive  plans 
should  be  made  on  the  basis  of  the  annual  medical-care  cost  of 
an  aged  patient  in  different  areas  and  regions  of  the  country. 

How  to  Develop  Groups  for  Experimentation 

There  are  several  ways  to  develop  medical  groups  as  described 
in  this  paper.  First,  there  are  presently  a  number  of  prepaid- 
group-practice  plans  around  the  country,  e.g.,  in  California, 
Ohio,  and  New  York.  These  plans  could  easily  increase  their 
responsibility  for  providing  all  medical  services  if  the  aged  per- 
sons in  the  area  selected  such  plans  to  receive  their  entire  capita- 
tion fee.  Requirements  for  setting  up  plans  of  this  scope  should 
include  that  there  be  no  adverse  selection  of  patients  by  the 
group  and  also  no  cancellation  clauses.  Similarly,  an  aged  person 
should  not  be  able  to  join  a  group  or  transfer  to  another  group 
at  the  onset  of  serious  illness.  This  could  be  handled  as  in  present 
prepayment  plans,  by  having  periodic  open  enrollments. 

New  medical  groups  could  be  encouraged  to  form  if  the  Gov- 
ernment were  to  provide  a  flat  sum  to  such  groups,  covering 
developmental  expenses  for  the  first  several  years.  Such  expenses 
would  include  initial  overhead  and  start-up  costs,  such  as  re- 
cruiting physicians,  publicity,  and  salaries  of  the  organizers.'1 


6  In  some  States,  the  law  would  have  to  be  changed  in  order  to  permit  the 
formation  of  medical  groups.  State  laws  have  been  a  factor  inhibiting  the 
growth  of  group  plans  (see  Horace  R.  Hansen,  "A  Survey  of  State  Laws 
Affecting  Prepaid  Group  Practice,"  prepared  for  the  National  Conference 
on  Private  Health  Insurance,  Washington,  D.C.,  September  27-28,  1967 
[Washington,  D.  C:  U.  S.  Government  Printing  Office,  1968]). 
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Lastly,  hospitals  (or  even  medical  schools,  or  both  together) 
which  were  already  large  financial  organizations  would  provide 
bases  for  starting  such  groups.  Hence,  developmental  grants 
might  also  be  provided  to  various  hospitals  to  set  up  such  or- 
ganizations. 

Conclusions 

The  development  of  medical  groups  as  described  in  this  paper 
is  an  alternative  to  providing  strong  controls  to  planning  groups 
for  controlling  medical  costs.  This  proposal  is  an  attempt  to 
provide  greater  incentives  in  all  areas  of  the  provision  of  med- 
ical care,  including  incentives  to  encourage  experimentation,  to 
reduce  hospital  costs,  to  provide  for  more  effective  use  of  health 
facilities,  and  to  decrease  the  duplication  of  facilities  and  serv- 
ices in  an  area. 

One  of  the  main  advantages  of  a  multiple  health  service  as  it 
exists  in  this  country  is  that  it  enables  new  ideas  to  develop  and 
comparisons  to  be  made,  so  that  choice  is  increased.  Multiplicity 
of  methods  for  delivering  medical-care  services,  both  in  choice  of 
medical  groups  and  in  other  ways  of  providing  medical  care, 
should  be  encouraged.  The  opportunity  for  continual  comparison 
and  choice  among  various  approaches  should  be  one  of  the  main 
forces  for  innovation  in  our  multiple  health-care  system. 


72 


Appendix 


Guidelines  for 
Incentive  Reimbursement  Experiments 
Under  the  Medicare,  Medicaid, 
and  Maternal  and  Child  Health  Programs 

Issued  by  the  Department 
of  Health,  Education,  and  Welfare, 
March  1968 


Under  section  402  of  the  Social  Security  Amendments  of  1967, 
the  Secretary  of  Health,  Education,  and  Welfare  is  authorized 
to  experiment  with  various  methods  of  reimbursement  to  in- 
stitutions and  payment  to  physicians  providing  services  covered 
under  medicare,  medicaid,  and  the  maternal  and  child  health 
programs  with  a  view  to  the  creation  of  additional  incentives 
to  efficiency  and  economy  while  supporting  high  quality  services. 
The  principal  features  of  the  new  provision  are  as  follows: 

(1)  For  purposes  of  the  experiments,  the  generally  applicable 
reasonable  cost  and  reasonable  charge  provisions  may  be  waived. 
Any  additional  costs  to  the  medicare  program  resulting  from  the 
experiments  will  be  met  from  the  appropriate  social  security  trust 
funds.  The  Secretary  is  authorized  to  reimburse  States  for  ad- 
ditional costs  under  the  medicaid  or  maternal  and  child  health 
programs  resulting  from  the  experiments. 

(2)  The  projects  would  be  intended  to  apply  methods  of  reim- 
bursement or  payment  to  demonstrate  the  effect  of  the  methods 
on  efficiency,  economy,  and  the  quality  of  care.  Before  selecting  an 
experiment,  the  Department  will  obtain  the  advice  and  recom- 
mendations of  specialists  who  are  competent  to  evaluate  it  as  to 
the  soundness  of  its  objectives,  the  possibilities  of  securing  pro- 
ductive results,  the  adequacy  of  resources  to  conduct  it,  and  its 
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relationship  to  other  similar  experiments  already  completed  or  in 
process. 

(3)  Participation  in  the  experiments  by  institutions,  organiza- 
tions, and  physicians  will  be  voluntary. 

(4)  A  report  to  Congress  on  the  experiments  will  be  made  an- 
nually. 

Both  Government  and  the  private  sector  are  seeking  ways  to 
assure  that  reimbursement  for  health  care  will  be  for  services  of 
high  quality,  provided  as  efficiently  and  economically  as  possible, 
and  paid  for  in  the  most  effective  and  equitable  way  that  can 
be  devised.  The  incentive  reimbursement  experiments  make  it 
possible  for  all  concerned  in  providing  or  financing  health  care 
to  apply  their  creativity  and  technical  ability  to  the  development 
and  implementation  of  new  methods  to  achieve  these  objectives. 

The  Department  of  Health,  Education,  and  Welfare  has  placed 
a  high  priority  on  this  effort  and  the  Social  Security  Adminis- 
tration, the  Social  and  Rehabilitation  Service,  the  Public  Health 
Service,  and  other  components  of  the  Department  will  join  with 
public  and  private  third-party  payers,  professional  and  provider 
associations,  and  health  care  institutions  and  organizations  in 
devising  and  testing  new  ideas  that  have  a  potential  for  mod- 
erating the  rise  in  health  care  costs. 

Guidelines  for  the  selection  and  evaluation  of  incentive  reim- 
bursement experimental  plans  are  offered  for  use  by  individuals 
and  organizations  interested  in  developing,  conducting,  and  par- 
ticipating in  appropriate  experiments.  Proposals  in  completed 
form,  prepared  in  accordance  with  the  guidelines,  should  be  sub- 
mitted as  follows:  For  Medicare  experimentation  or  experi- 
mentation involving  Medicare  and  the  other  Federal  programs — 
Bureau  of  Health  Insurance,  Social  Security  Administration, 
Baltimore,  Maryland  21235.  For  experiments  primarily  con- 
cerned with  the  Medicaid  and  maternal  and  child  health  pro- 
grams— Social  and  Rehabilitation  Service,  330  Independence 
Avenue,  Washington,  D.C.  20201. 

guideline  1 :  The  basic  objective  of  incentive  reimbursement 
experimental  plans  is  to  achieve  greater  efficiency  and  relatively 
lower  cost  without  adversely  affecting  the  quality  of  services 
provided. 

(a)  Assuming  the  basic  objective  is  met,  a  wide  range  of  types 
of  plans  may  be  acceptable  including:  (i)  experimental  plans  of 
a  broad  type  such  as  those  involving  substantial  changes  in  the 
method  of  reimbursement,  for  example,  a  capitation  reimburse- 
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merit  plan;  and  (ii)  management  and  operations  improvement 
plans  involving  no  change  in  basic  reimbursement  methods,  such 
as  a  plan  for  joint  hospital  facilities. 

(b)  A  plan  to  make  major  capital  expenditures  would  not  be 
considered  acceptable:  Minor  capital  expenditures  might  be  in- 
corporated as  part  of  a  broader  scale  plan  in  which  the  emphasis 
is  on  some  other  type  of  improvement  or  innovation  designed  to 
achieve  efficiency  and  relatively  lower  cost. 

(c)  The  experimental  plan  must  be  a  plan  whose  premise  could 
not  be  tested  without  some  change  in  the  application  of  the  pres- 
ent cost  reimbursement  provisions. 

guideline  2:  All  proposed  plans  must  give  reasonable  promise 
and  expectation  of  achieving  the  basic  objectives. 

(a)  The  achievement  of  the  basic  objective  must  be  expected 
within  a  reasonable  period  of  time.  Each  plan  will  specify  a  limited 
period,  generally  not  to  exceed  3  years,  during  which  it  will  op- 
erate. 

(b)  It  is  not  necessary  that  the  plan  immediately  yield  greater 
efficiency  and  lower  cost  but  there  must  be  reasonable  promise  that 
the  basic  objective  will  be  achieved  during  the  lifetime  of  the 
plan.  It  is  possible  that  the  amount  of  reimbursement  under  the 
experiment  will  be  greater  than  that  payable  for  comparable  serv- 
ices under  the  present  reimbursement  provisions  but  only  for  a 
limited  period  of  time  and  provided  there  is  reasonable  expecta- 
tion that  the  basic  objective  will  be  met  by  the  end  of  the  specified 
period  covered  by  the  plan. 

guideline  3 :  Participation  in  a  plan  must  be  voluntary  for  all 
parties  involved  and  the  rights  of  participating  and  nonpartici- 
pating  parties  shall  not  be  infringed  upon  by  the  operation  of 
the  plan. 

(a)  Participation  in  the  plan  must  be  voluntary  for  all  parties 
including  physicians,  institutions,  organizations,  and  beneficiaries. 

(b)  Nonparticipating  physicians  and  providers  shall  have  the 
same  rights  as  at  present  to  render  services  and  claim  benefits. 

(c)  Beneficiaries  shall  have  the  same  rights  as  at  present  to 
seek  and  obtain  care  from  any  physician  or  participating  provider 
of  service. 

(d)  The  operation  of  a  plan  may  not  result  in  any  disadvantage 
to  the  beneficiary  from  either  a  financial  or  medical  standpoint, 
as  compared  to  that  existing  under  the  generally  applicable  pro- 
visions of  law. 

guideline  4:  Application  for  establishment  of  an  experimental 
plan  can  be  filed  by  or  for  physicians  otherwise  entitled  to  re- 
ceive payment  on  the  basis  of  reasonable  charges  and  organi- 
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zations  and  institutions  otherwise  entitled  to  reimbursement  on 
the  basis  of  reasonable  cost. 

(a)  Application  for  a  plan  may  be  made  by  any  organization 
providing  services  covered  by  medicare,  medicaid,  or  the  child 
health  programs,  such  as  physicians'  groups,  clinics,  hospitals, 
extended  care  facilities,  and  home  health  agencies.  Organizations 
engaged  in  activities  closely  related  to  the  provision  of  such  med- 
ical services,  including  certain  consumer  organizations,  planning 
councils,  and  government  agencies  may  also  apply. 

(b)  The  applicant  must  show  that  he  has  sufficient  resources 
and  knowledge  to  conduct  the  experiment. 

guideline  5:  The  quality  of  care  provided  to  beneficaries  under 
the  experimental  plan  must  be  maintained  or  improved. 

(a)  The  operation  of  an  experimental  plan  may  not  result  in 
a  reduction  of  the  quality  of  care  offered. 

(b)  The  experimental  plan  may  not  result  in  the  reduction  or 
elimination  of  services,  unless  mutually  agreed. 

(c)  The  plan  itself  should  include  special  provisions,  appropri- 
ate to  the  type  of  plan,  ensuring  that  the  quality  of  care  is  main- 
tained. 

(d)  The  plan  shall  maintain  records  relating  to  the  quality  of 
care. 

(e)  The  administrator  or  director  of  each  plan  shall  certify 
annually  that  quality  of  care  has  been  maintained,  based  on  review 
of  the  records. 

guideline  6:  The  size,  scope,  and  comprehensiveness  of  a  plan 
shall  be  considered  in  judging  the  significance  of  the  proposed 
experiment. 

(a)  Priority  will  be  given  to  experimental  plans  which  show 
promise  for  overall  improvements  in  the  efficient  delivery  of  health 
care  and  overall  improvement  in  the  economical  financing  of 
health  care  by  public  and  private  means. 

(b)  In  considering  plans  proposing  similar  experiments,  prior- 
ity will  be  given  to  larger-scale  plans. 

(c)  The  scope  of  medical  services  covered  under  the  plan  will 
be  considered.  A  plan  which  provides  integration  of  more  than 
one  type  of  medical  service,  such  as  a  combined  physician-hospital- 
extended  care  facility  plan,  would  be  given  relatively  favorable 
consideration. 

(d)  Inclusion  of  the  third-party  payers  also  represents  an  im- 
portant criteria  for  establishing  priorities  for  experiments.  Where 
appropriate,  experiments  should,  to  the  extent  possible,  include 
all  three  programs  (medicare,  medicaid,  and  child  health)  for 
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which  use  of  Federal  funds  are  available  for  experimental  pur- 
poses. The  participation  of  private  service-benefit  plans,  such  as 
Blue  Cross  and  Blue  Shield,  should  be  encouraged.  The  inclusion 
of  substantially  all  public  and  private  service-benefit  programs 
could  result,  for  many  plans,  in  coverage  of  the  cost  of  perhaps 
three-quarters  to  nine-tenths  of  such  services  as  hospital,  surgical, 
and  nursing-home  care. 

guideline  7:  The  results  of  the  plan  must  be  capable  of  evalua- 
tion and  the  magnitude  of  savings  quantifiable.  The  plan  should 
include  a  well-developed  statistical  design  for  evaluation  of  the 
experiment. 

(a)  A  proposed  plan  should  be  of  a  type  whose  results  can  be 
evaluated,  measured,  and  quantified. 

(b)  For  most  plans,  the  statistical  design  for  evaluation  should 
clearly  explain: 

(1)  the  objective  to  be  achieved  by  the  experimental  plan 

(2)  the  nature  of  the  evaluation  proposed 

(3)  the  types  and  detail  of  data  to  be  collected,  including  the 
sampling  methods  used,  if  on  a  sample  basis  and,  if  it  is  a 
controlled  experiment,  experimental  controls  established 

(4)  the  manner  in  which  quality  of  care  will  be  measured 
and  the  controls  used  to  insure  quality 

(5)  the  type  of  analysis  and  comparison  to  be  made 

(6)  the  overall  validity  of  the  experiment,  including  an  ex- 
planation indicating  that  the  experimental  results  wll  be  due 
to  the  nature  of  the  experment  and  not  to  other  factors. 

(c)  Since  most  of  the  plans  will  probably  deal  with  a  limited 
part  of  total  medical  costs,  their  operation  may  possibly  cause 
shifts  in  utilization  and  shifts  in  cost  to  other  providers  of  med- 
cal  care.  The  plans  shall  keep  records  which  would  permit,  to  the 
extent  possible,  evaluation  of  the  effects  of  such  shifts. 

guideline  8:  The  plan  must  contain  provisions  for  appropriate 
utilization  of  resulting  savings  such  as  to  improve  the  quality  of 
services,  make  available  needed  services,  and  reduce  costs  to  the 
reimbursing  program. 

(a)  Some  plans  can  be  designed  so  that  the  utilization  of 
savings  is  automatic,  as  would  be  the  case  for  certain  new  reim- 
bursement methods.  If  there  is  no  such  automatic  utilization 
mechanism,  the  plan  must  include  specific  provisions  for  the 
utilization  of  savings  resulting  from  the  plan. 

(b)  The  determination  of  the  amount  of  savings  may,  if  ap- 
propriate, be  based  on  an  average  over  a  period  of  years,  rather 
than  on  a  single  year's  experience. 
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Administrative  Procedure 


SELECTION  OF  PLANS 

Proposed  plans  will  be  reviewed  by  the  appropriate  agencies 
and,  if  found  to  be  in  accordance  with  the  guidelines,  will  be 
submitted  to  a  panel  of  specialists  for  evaluation,  and,  prior  to 
implementation,  to  a  special  advisory  group  appointed  to  advise 
the  Secretary  on  incentive  reimbursement  experiments  drawn 
from  various  fields  such  as  medical  care  administration,  univer- 
sities, and  business.  The  advisory  group  will  recommend  to  the 
Secretary  the  action  to  be  taken. 

REVIEW  AND  TERMINATION 

Each  plan  will  be  reviewed  periodically  (not  less  than  once  a 
year)  and  a  report  will  be  issued  on  progress  and  problems  of 
the  plan.  The  appropriate  constituents  of  the  Department  shall 
have  the  right  to  make  site  visits  at  any  time.  Plans  may  be 
terminated  at  any  time  by  either  party  (with  90  days'  notice) 
except  where  termination  would  cause  damages  to  either  party 
in  which  case  the  plan  will  specify  the  conditions  for  termina- 
tion. 

EVALUATION  OF  PLANS 

The  party  conducting  the  experiment  shall  maintain  and  make 
available  the  records  necessary  to  permit  evaluation  of  the  pro- 
posed plan.  The  initial  evaluation  of  plans  will  be  made  by  the 
appropriate  constituents  of  the  Department  which  may  contract 
with  research  organizations  for  their  participation  in  these  stud- 
ies. Reports  on  the  plans  may  also  be  submitted  to  a  panel  of 
specialists  and  an  advisory  group  for  further  evaluation.  Espe- 
cially with  regard  to  those  plans  determined  to  be  successful,  the 
information  obtained  will  be  published  and  given  wide  distribu- 
tion so  that  it  can  be  helpful  to  other  groups  in  the  medical  care 
field  wishing  to  introduce  improvements  in  the  organization  and 
financing  of  health  care. 
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LETTER  OF  SUBMITTAL 


The  Secretary  of  Health,  Education,  and  Welfare, 

Washington,  B.C.,  June  14, 1968. 

Hon.  John  W.  McCormack, 

Speaker  of  the  House  of  Representatives, 

Washington,  D.C. 

Dear  Mr.  Speaker:  Pursuant  to  section  1875(b)  of  the  Social  Se- 
curity Act,  I  submit  to  you  herewith  the  first  annual  report  on  the 
medicare  program. 

Medicare  has  brought  invaluable  benefits  to  millions  of  individual 
Americans.  Virtually  all  of  the  Nation's  aged  are  protected  by  this 
comprehensive  health  insurance  program.  In  the  words  of  President 
Johnson,  they  are  "able  to  receive  the  medical  care  they  need  without 
suffering  crushing  economic  burdens."  Thus  they  now  enjoy  greatly 
increased  personal  security. 

Aged  Americans  are  indeed  receiving  more  and  better  health  care, 
because  of  medicare,  than  ever  before  in  history.  For  the  first  time  in 
their  lives,  many  have  access  to  the  full  health  resources  of  their  com- 
munities and  many  have  received  hospital  care  as  private  patients.  And 
many  have  received  surgical  or  corrective  therapy  that,  without  medi- 
care, would  have  been  delayed  or  not  undertaken  at  all.  Thus,  the  full 
results  of  the  medicare  program  cannot  be  measured  in  statistics  alone. 
They  can  only  be  seen  when  one  examines  its  effect  upon  the  individual 
beneficiary,  when  one  sees  the  increased  physical  well-being,  the  greater 
vitality,  and  the  heightened  personal  fulfillment  now  enjoyed  by  mil- 
lions of  aged  Americans  because  of  medicare. 

These  benefits  alone  prove  the  great  worth  of  medicare.  But  the  pro- 
gram has  produced  additional  results  of  benefit  to  all  Americans,  not 
just  our  aged. 

The  program's  quality  standards  for  participating  hospitals,  ex- 
tended care  facilities,  home  health  agencies,  and  independent  labora- 
tories have  resulted  in  a  substantial  improvement  of  health  facilities 
throughout  the  Nation,  and  this  improvement  is  continuing.  Moreover, 
medicare  has  demonstrated  how  effective  utilization  review  can  im- 
prove health  care  practices. 

Medicare  pioneered  new  pathways  in  health  insurance  through  in- 
sured alternatives  to  hospital  care :  hospital  outpatient  services,  post- 
hospital  extended  care,  home  health  care,  and  the  provision  of  phy- 
sician's services  at  home  and  in  the  office.  The  program's  success  with 
insured  alternatives  to  hospital  care  has  established  a  desirable  pattern 
for  the  Nation's  health  insurance  industry. 

The  application  of  the  requirements  of  the  Civil  Rights  Act,  in  the 
implementation  of  medicare,  has  resulted  in  minority  group  access  to 
high  quality  care  for  the  first  time  in  many  communities. 
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Medicare's  accomplishments  are  impressive.  However,  it  should  be 
noted  that  medicare  is  and  will  continue  to  be  affected  by  the  basic 
problems  of  our  health  care  system  such  as  the  shortage  of  health  man- 
power and  facilities  and  the  rising  costs  of  hospital  and  medical  care. 
Adequate  solutions  to  these  problems  cannot  be  devised  by  any  single 
program,  no  matter  how  large.  They  will  be  achieved  only  through  a 
cooperative  national  effort,  involving  many  diverse  groups,  organiza- 
tions, and  individuals  who  are  interested  in  and  affected  by  our  health 
system. 

We  intend  to  consolidate  the  gains  made  by  medicare  in  its  first 
year,  and  we  intend  to  refine,  simplify,  and  improve  its  administra- 
tion. At  the  same  time,  we  look  forward  to  taking  part  in  the  crucial 
effort  to  develop  and  support  promising  solutions  to  the  problems  now 
facing  our  national  health  care  system. 
Respectfully, 

Wilbur  J.  Cohen, 

Secretary. 
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MEDICARE 


IMPLEMENTATION 
(July  30,  1965-June  30,  1966) 

OPERATION 
(July  1,  1966- June  30,  1967) 


"The  success  of  the  medicare  program  in  its  first  year  has 
surpassed  even  the  expectations  of  some  of  its 
staunchest  supporters.  The  program  is  fulfilling 
the  promise  that  older  Americans  and  their 
families  will  be  free  of  major  financial 
hardship  because  of  illness." 


[  President  Johnson,  July  1,  1967,  I 
|  the  first  anniversary  of  Medicare  j 


Summary  of  first  year's  operations  (July  1,  1966 — June  30,  1967) 

Enrollment  (at  end  of  period) : 

Hospital  insurance   19,  400,  000 

Medical  insurance    17,  900,  000 

Inpatient  admissions  and  plans  for  home  health  services: 

Inpatient  hospital  admissions   5,  000,  000 

Extended  care  facility  admissions   199,  000 

Home  health  plans  initiated   228,  000 

Health  insurance  bills  paid: 

Inpatient  hospital   4,  700,  000 

Outpatient  hospital   1,  200,  000 

Extended  care   330,  000 

Home  health   450,  000 

Physicians'  and  other  medical  services   13,  700,  000 

Benefits  paid: 

Hospital  insurance   $2,  525,  000,  000 

Medical  insurance  .   $669,  000,  000 

Participating  providers  of  services  (at  end  of  period) : 

Hospitals   6,  831 

Extended  care  facilities   4,  089 

Home  health  agencies   1,  808 

Independent  laboratories   2,  380 

Intermediaries  and  carriers  (at  end  of  period) : 

Hospital  insurance   13 


Blue  Cross  Association  (involving  74  plans)   1 

Commercials   9 

Independent   2 

State  agency   1 


Medical  insurance   50 


Blue  Shield   33 

Commercials   15 

Independent   1 

State  welfare  department   1 


Group  practice  prepayment  plans  (at  end  of  period) : 

Direct  dealing   24 

Carrier  dealing   42 

Administrative  expenses:  1 

Hospital  insurance   $89,  000,  000 

Medical  insurance   $134,  000,  000 

1  Includes  some  administrative  expenses  incurred  in  fiscal  year  ending  June  30,  1966. 
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FIRST  ANNUAL  REPORT  ON  THE  MEDICARE  PROGRAM 


Introduction 

The  Health  Insurance  for  the  Aged  Act,  which  provided  for  the 
establishment  of  the  medicare  program,  was  enacted  on  July  30,  1965, 
as  part  of  the  Social  Security  Amendments  of  1965.  This  act  provided 
for  the  establishment  of  two  separate  health  insurance  programs  for 
older  people — a  hospital  insurance  program  covering  almost  all  people 
age  65  and  over,  and  a  supplementary  medical  insurance  program  cov- 
ering those  people  age  65  and  over  who  voluntarily  enroll  and  pay 
the  required  premiums.  The  assumption  of  the  basic  administrative 
responsibility  for  these  vast  new  programs  presented  an  unprecedented 
challenge  to  the  organization  and  staff  of  the  Social  Security  Admin- 
istration on  a  local,  regional,  and  national  level.  The  response  of  the 
Social  Security  Administration  and  the  other  Government  and  non- 
Government  agencies,  organizations,  and  institutions  involved  in  the 
administration  of  the  medicare  program  is  reported  in  the  following 
pages. 

While  this  report  is  limited  to  the  implementation  of  medicare  under 
title  XVIII  of  the  Social  Security  Act,  it  is  important  to  note  that  the 
1965  amendments  also  provided  for  major  improvements  in  the  cash 
benefits  provided  under  the  social  security  program  that  had  to  be 
implemented  along  with  the  medicare  program.  These  improvements 
included  a  general  increase  in  benefits  and  substantial  liberalizations 
in  the  old-age,  survivors,  and  disability  insurance  coverage  and  bene- 
fit provisions  that  enabled  millions  of  additional  people  to  meet  the 
eligibility  requirements  of  the  program.  Implementing  major  changes 
in  the  old-age,  survivors,  and  disability  insurance  program  provided 
for  under  title  II  of  the  Social  Security  Act,  along  with  the  vast  new 
medicare  programs  created  under  title  XVIII  of  the  act  taxed  the 
resources  available  for  every  aspect  of  the  administration's  responsi- 
bilities. For  example,  in  addition  to  processing  the  applications  re- 
quired to  establish  hospital  insurance  eligibility  for  about  3.5  million 
people  not  receiving  social  security  or  railroad  retirement  benefits,  the 
Social  Security  Administration  processed  an  estimated  5  million 
claims  for  cash  benefits  during  the  year  following  the  1965  amend- 
ments. The  overall  effect  was  an  increase  from  3.5  million  claims  in 
fiscal  year  1965  to  8.5  million  claims  in  fiscal  year  1966,  more  than 
doubling  the  claims  load.  At  the  same  time,  the  Social  Security  Ad- 
ministration was  processing  an  estimated  22  million  applications  for 
enrollment  in  the  supplementary  medical  insurance  program. 

It  is  also  important  to  note  that  the  Social  Security  Administration 
was  assisted  in  implementing  the  medicare  program  by  the  Public 
Health  Service  and  other  components  of  the  Federal  Government, 
State  agencies,  Blue  Cross,  Blue  Shield,  private  insurance  organiza- 
tions, virtually  every  major  organization  and  association  in  the  health 
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care  field  and  innumerable  individual  experts.  The  successful  imple- 
mentation of  the  medicare  program  was  an  outstanding  example  of 
cooperation  for  the  common  good  in  which  every  American  can  take 
justifiable  pride. 

This  first  annual  report  covers  both  the  preparations  in  the  11- 
month  period  preceding  July  1, 1966,  when  the  program  became  opera- 
tive, and  the  operations  of  the  program  during  the  first  full  year  of 
benefit  payment.  The  highlights  of  each  of  these  periods  are  pre- 
sented in  the  first  chapter  of  the  report.  The  organization  for  the 
administration  of  the  program  is  described  in  the  second  chapter  of 
the  report.  The  third  chapter  covers  activities  carried  out  to  establish 
the  eligibility  of  aged  people  for  protection  under  the  program.  The 
fourth  chapter  covers  the  establishment  of  the  eligibility  of  health- 
care institutions  to  participate  in  the  program.  The  fifth  chapter  of 
the  report  deals  with  claims  and  provider  reimbursement  under  the 
hospital  insurance  part  of  the  program.  The  sixth  chapter  deals  with 
claims  and  payment  for  services  under  the  medical  insurance  part  of 
the  program. 


CHAPTER  I 


Highlights  and  Summary 
preparation 
(july  30,  1965 — june  30,  1966) 

During  the  11-month  period  between  enactment  of  the  Social  Secu- 
rity Amendments  of  1965  and  the  start  of  operations,  the  administra- 
tive design  for  operation  of  the  new  program  was  established.  The 
Social  Security  Administration  and  other  components  of  the  Depart- 
ment reorganized,  recruited,  and  retrained  personnel,  and  reprogramed 
systems  and  operations  to  accommodate  their  broadened  responsibil- 
ities ;  regulations,  policies,  procedures,  and  systems  were  developed  for 
the  medicare  program ;  contracts  were  negotiated  with  State  agencies, 
intermediaries,  and  carriers,  covering  the  role  each  would  play  in  the 
administration  of  the  program;  eligible  people  were  enrolled  in  the 
program;  thousands  of  hospitals  and  other  health  care  institutions 
were  surveyed  and  certified  to  participate  as  providers  of  services 
under  the  program ;  and  public  information  programs  were  launched 
to  inform  affected  individuals  of  their  rights  and  responsibilities  under 
the  new  program. 

Establishing  the  beneficiary  rolls 

One  of  the  largest  and  most  important  tasks  involved  in  implement- 
ing medicare  was  to  inform  people  age  65  and  over  of  their  rights 
under  the  hospital  insurance  part  of  the  program  and  their  eligibility 
for  coverage  under  the  medical  insurance  part  of  the  program  and  to 
arrange  for  them  to  submit  the  necessary  application  forms.  The  hos- 
pital insurance  part  of  the  program  automatically  covered  almost  all 
people  age  65  and  over.  However,  approximately  31/2  million  people 
who  were  not  on  the  benefit  rolls  of  either  the  social  security  or  railroad 
retirement  programs  had  to  file  applications  in  order  to  establish  their 
entitlement.  Coverage  under  the  medical  insurance  part  of  the  program 
required  voluntary  enrollment  in  every  case. 

To  assure  that  no  one  was  disadvantaged  by  lack  of  information  or 
lack  of  opportunity  to  enroll,  the  Social  Security  Administration 
mounted  a  public  information  campaign  through  all  available  media, 
followed  up  by  direct  contact  and,  where  necessary,  recontact  with 
virtually  all  of  the  19  million  people  aged  65  or  over  in  the  Nation. 

Of  the  19.1  million  people  who  would  be  65  by  July  1,  1966,  15y2 
million  were  reached  through  social  security  and  railroad  retirement 
cash  benefit  rolls,  1  million  were  reached  through  the  State  welfare 
rolls,  1  million  through  Internal  Revenue  Service  records  and  300,000 
through  the  civil  service  retirement  benefit  rolls.  The  remaining  aged 
were  reached  through  a  variety  of  approaches  such  as  mailing  of  in- 
formation about  the  program  to  the  administrators  of  homes  for  the 
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aged  and  skilled  nursing  homes,  and  special  projects  such  as  "Medicare 
Alert,"  under  which  older  people  were  employed  to  help  inform  the 
aged  who  were  homebound  or  for  other  reasons  were  especially  diffi- 
cult to  reach.  Throughout  this  effort,  excellent  cooperation  was  ob- 
tained from  television  and  radio  stations,  the  press,  employers,  unions, 
senior  citizen  organizations,  insurance  companies,  Blue  Cross  and  Blue 
Shield  organizations,  and  various  citizen  groups. 

By  July  1,  1966,  entitlement  to  hospital  insurance  had  been  estab- 
lished for  18.9  million  people — almost  all  those  potentially  entitled. 
Over  90  percent  of  those  potentially  entitled — 17.6  million  people — 
had  been  signed  up  for  the  medical  insurance  coverage. 

Bringing  providers  of  service  into  the  program 

Another  major  task  involved  in  implementing  the  medicare  program 
was  informing  hospitals,  extended  care  facilities,  home  health  agen- 
cies, and  independent  laboratories  of  the  conditions  under  which  their 
services  might  be  covered  under  the  program  and  establishing  whether 
institutions  wishing  to  participate  met  these  conditions.  The  law  pro- 
vides that  hospitals  which  meet  the  accreditation  standards  of  the 
Joint  Commission  on  Accreditation  of  Hospitals  are  automatically 
eligible  to  participate,  provided  they  have  established  the  utilization 
review  procedures  required  under  the  law  and  are  in  compliance  with 
title  VI  of  the  Civil  Eights  Act.  However,  the  4,000  hospitals  not 
accredited  by  the  JCAH,  the  nearly  6,000  institutions  applying  to  be 
designated  as  extended  care  facilities,  the  more  than  1,300  home  health 
agencies,  and  the  nearly  3,000  independent  laboratories  wishing  to 
provide  covered  services  under  the  program  had  to  be  surveyed  to 
determine  whether  they  were  in  compliance  with  the  conditions  set 
forth  in  the  statute  and  the  health  and  safety  conditions  promulgated 
by  the  Secretary.  This  huge  task  was  accomplished  through  a  coopera- 
tive effort  involving  State  agencies  in  every  jurisdiction — which  per- 
formed the  actual  survey  of  health  facilities  and  certified  to  their 
compliance  with  the  conditions  of  participation — and  the  U.S.  Public 
Health  Service,  which  worked  with  the  Social  Security  Administra- 
tion in  developing  the  conditions  of  participation  in  the  program  and 
determining  compliance  with  the  civil  rights  requirements. 

By  July  1,  1966,  6,200  hospitals,  representing  about  97  percent  of 
the  short-term  general  hospital  beds  in  the  country,  were  participating 
in  the  program,  having  met  both  the  quality  standards  for  participa- 
tion and  those  of  title  VI  of  the  Civil  Rights  Act.  After  an  intensive 
drive  to  stimulate  the  establishment  of  new  home  health  agencies 
and  the  expansion  and  strengthening  of  existing  ones,  1,200  1  agencies 
were  able  to  qualify  to  participate  by  July  1  when  the  program  became 
operational.  By  January  1,  1967,  when  extended  care  benefits  first 
became  payable,  2,800  extended  care  facilities,  representing  about 
210,000  beds,  had  qualified  for  participation  in  the  program.  The  serv- 
ices of  independent  laboratories  were  covered  under  interim  guide- 
lines until  December  16,  1966,  at  which  time  the  final  conditions  for 
coverage  of  such  services  became  effective.  By  that  date,  some  2,100 
laboratories  had  been  approved  for  coverage. 


1  Does  not  count  some  250  subunlts  of  7  State  health  departments.  When  the  program 
began,  only  the  7  departments  were  certified  ;  the  Individual  subunlts  were  later  certified 
to  participate  as  separate  agencies. 
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Efforts  to  assist  health  facilities  to  eliminate  deficiencies  and  to  bring 
additional  facilities  into  compliance  with  the  civil  rights  requirements 
are  continuing,  particularly  in  areas  where  there  are  shortages  of 
participating  facilities.  By  January  31,  1968,  6,862  hospitals,  4,421 
extended  care  facilities,  1,898  home  health  agencies,  and  2,406  inde- 
pendent laboratories  were  participating  in  the  program. 

Contracting  with  insurance  organizations 

While  providers  were  being  brought  into  the  program  and  entitle- 
ment to  benefits  was  being  established,  arrangements  were  being 
made — as  provided  by  law — with  insurance  organizations  to  handle 
the  processing  of  claims  and  certain  other  administrative  functions 
under  the  medicare  program.  Hospitals,  extended  care  facilities,  and 
home  health  agencies,  working  through  their  associations  or  groups, 
have  the  right  to  nominate  the  fiscal  intermediaries  through  which 
they  are  reimbursed,  or  they  may  elect  to  obtain  reimbursement  di- 
rectly from  the  Social  Security  Administration.  Under  the  medical 
insurance  part  of  the  program,  the  Government  selects  carrier  organi- 
zations to  perform  the  major  administrative  functions  connected  with 
the  payment  of  bills  from  physicians  and  suppliers  of  other  types  of 
covered  services  or  equipment. 

Many  organizations  were  nominated  to  serve  as  intermediaries. 
Their  capacity  to  do  the  job  had  to  be  evaluated  in  the  light  of  criteria 
developed  by  the  Social  Security  Administration.  A  similar  evaluation 
procedure  had  to  be  followed  in  selecting  from  among  the  large  num- 
ber of  organizations  which  sought  to  serve  as  carriers.  By  July  1, 1966, 
agreements  had  been  executed  with  the  Blue  Cross  Association  (acting 
as  prime  contractor  on  behalf  of  74  individual  Blue  Cross  plans),  as 
well  as  with  nine  commercial  insurance  companies,  two  independent 
plans,  and  one  State  agency,  to  act  as  fiscal  intermediaries  for  pro- 
viders under  the  hospital  insurance  part  of  the  program. 

To  act  as  carriers  for  the  medical  insurance  part  of  the  program,  33 
Blue  Shield  plans,  15  commercial  insurance  companies,  one  independ- 
ent health  insurance  plan,  and  one  State  welfare  department  were 
selected.  Special  contractual  arrangements  were  also  made  with  a 
number  of  group  practice  prepayment  plans. 

The  Social  Security  Administration  prepared  manuals,  guidelines, 
and  other  instructional  and  training  material  covering  (1)  the  policies 
and  procedures  to  be  followed  by  the  intermediaries  and  carriers  in 
carrying  out  their  functions,  and  (2)  the  administrative  activities — 
such  as  budgeting,  procurement,  and  reporting — which  they  would  be 
required  to  carry  out.  In  addition,  the  Administration  provided  these 
organizations  with  assistance,  as  needed,  in  tooling  up  for  their  new 
operations. 

Intradepartmental  administrative  response 

Planning  within  the  Department  to  accommodate  the  new  respon- 
sibilities to  be  assumed  under  the  1965  amendments  began  before  enact- 
ment of  the  medicare  law.  While  areas  involving  standards  for  pro- 
fessional personnel  and  institutions  and  civil  rights  requirements  were 
assigned  to  the  Public  Health  Service  and  certain  consulting  respon- 
sibilities were  assigned  to  the  Welfare  Administration,2  the  respon- 
sibilities for  organizational  and  systems  development  and  for  imple- 

3  Now  assigned  to  the  Social  and  Rehabilitation  Service. 


6 


mentation  of  all  aspects  of  medicare  were  assigned  to  the  Social  Secu- 
rity Administration.  Partly  in  response  to  new  workloads  under  medi- 
care, and  partly  in  response  to  expanded  workloads  under  the  cash 
benefits  program,  the  Social  Security  Administration  had  opened 
some  100  new  social  security  offices  throughout  the  country  and  had 
increased  its  staff  by  5,000  people  before  July  1,  1966,  when  medicare 
became  operative,  and  by  an  additional  4,000  people  in  the  first  year 
of  operation.  The  Bureau  of  Health  Insurance,  which  was  organized 
within  the  Social  Security  Administration  to  assume  primary  re- 
sponsibility for  medicare  administration,  had  600  people  on  duty  by 
the  time  the  program  became  operative  and  added  300  more  by  the 
end  of  the  first  year  of  operation. 

At  the  same  time,  the  Social  Security  Administration's  data  proc- 
essing systems  for  the  health  insurance  program  were  being  designed ; 
and  well  before  July  1,  1966,  the  systems  were  ready  to  operate.  These 
systems  were  set  up  centrally  under  both  parts  of  the  health  insurance 
program  so  that  information  would  be  readily  available  to  inter- 
mediaries and  carriers  wherever  the  beneficiary  received  services.  In- 
cluded are  systems  for  maintaining  the  individual  enrollee's  eligibility 
status,  his  medical  insurance  premium  account,  utilization  records  and 
deductible  status,  as  well  as  systems  for  recording  the  participation 
of  providers  of  services  and  independent  laboratories.  The  intermedi- 
aries and  carriers  quickly  developed  claims  processing  operations 
which  tied  in  with  the  Social  Security  Administration's  system.  An 
extensive  statistical  program  was  also  developed  to  provide  the  infor- 
mation needed  for  evaluating  the  new  health  insurance  program. 

In  consultation  with  representatives  of  providers  of  health  services, 
professional  groups,  and  the  insurance  industry,  billing  and  reporting 
forms  were  developed  and  procedures  formulated  with  a  view  to  ease 
of  understanding  and  use.  For  the  most  part,  the  forms  were  less  com- 
plex than  those  used  in  other  major  public  and  private  plans.  How- 
ever, certain  provisions  of  the  medicare  law  required  somewhat  differ- 
ent information  than  that  required  by  private  insurers.  When  the  pro- 
gram was  initiated,  immediate  attention  was  given  to  the  problems 
created  by  these  differences,  and  a  combination  of  informational  activi- 
ties and  form  modifications  was  quickly  employed  where  necessary. 
Analysis  and  reappraisal  of  forms  and  procedures  to  improve  and 
simplify  design  is  a  continuing  activity. 

Developing  policy  for  the  administration  of  the  program 

It  was  recognized  that  implementation  of  the  statutory  provisions 
of  medicare  would  have  important  effects  on  the  health  care  industry, 
welfare  programs,  and  private  insurance  systems.  For  this  reason,  as 
well  as  to  assure  sound  administration,  elaborations  of  the  statutory 
provisions  through  the  development  of  program  policies  were  made 
only  after  full  consultation  with  appropriate  professional  groups  and 
associations  throughout  the  country. 

As  the  first  step,  the  staff  of  the  Department  of  Health,  Education, 
and  Welfare  engaged  in  an  intensive  study  of  important  policy  areas. 
Then  there  was  extensive  consultation  on  all  important  policy  issues 
with  many  professional  groups,  with  outside  consultants,  and  with 
groups  representing  employees  contributing  to  the  program.  The 
American  Hospital  Association  and  the  American  Medical  Associa- 
tion, for  example,  each  established  special  committees  to  work  directly 
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with  the  Government  on  policy  matters.  A  number  of  technical  work 
groups  were  convened,  representing  in  each  case  the  appropriate  pro- 
fessional and  institutional  groups  m  the  health  care  industry.  These 
technical  groups  helped  develop  and  refine  positions  and  alternatives 
in  the  most  critical  areas  of  policy  development.  The  recommenda- 
tions of  these  groups  were  fully  considered  in  policy  formulation  and 
the  preparation  of  regulations. 

All  of  this  activity  was  preliminary  to  consideration  of  proposed 
policy  and  administrative  processes  by  the  Health  Insurance  Benefits 
Advisory  Council.  As  provided  under  the  medicare  law,  the  Council 
is  made  up  of  experts  in  the  delivery  and  financing  of  health  care  and 
representatives  of  the  general  public.  Under  the  chairmanship  of 
Kermit  Gordon,  the  Council  reviewed  all  significant  policies  and  pro- 
cedures for  the  administration  of  the  program.3 

IMPACT 

(JULY  1,  1966-JUNE  30,  1967) 

The  extensive  planning  and  consultation  in  preparation  for  program 
operation  were  rewarded  in  the  months  that  followed  July  1, 1966,  as  it 
became  apparent  that,  although  almost  unprecedented  in  magnitude  as 
a  peacetime  undertaking  and  although  many  aspects  of  its  coverage 
and  administration  were  new  and  untried,  the  program  was  working 
well.  Some  idea  of  the  magnitude  of  medicare's  operations  in  its  first 
full  year  is  indicated  in  the  table  on  the  inside  cover  of  this  report, 
which  shows  benefits  paid  and  the  number  of  people  and  institutions 
participating,  and  in  charts  below,  which  show  the  proportions  of  the 
expenditures  for  hospital  and  physicians'  services  for  the  aged  met 
through  the  program. 

During  the  first  year  of  operation,  the  older  people  of  the  Nation 
received  from  15  to  20  percent  more  inpatient  hospital  services  than 
in  previous  years;  and  they  received  these  services  without  the  over- 
crowding of  facilities  which  some  people  had  predicted.  The  lives  of 
many  elderly  people  have  been  improved,  and  often  prolonged,  because 
of  these  services.  Almost  as  important,  many  who  would  have  received 
hospital  care  as  charity  patients,  received  such  care  instead  as  private 
patients  and  on  the  orders  of  their  own  private  physicians.  For  many, 
the  choice  of  health  services  has  been  broadened  for  the  first  time  to 
include  the  full  range  of  quality  health  care  available  in  the  com- 
munity. 

The  program  has  made  available  insured  alternatives  to  hospital 
care ;  that  is,  hospital  outpatient  services  when  appropriate  for  diag- 
nosis or  treatment ;  posthospital  extended  care  when  further  hospitali- 
zation is  not  the  most  appropriate  level  of  care ;  home  health  care  when 
that  is  the  most  appropriate  medical  response;  and  the  coverage  of 
physicians'  services  for  home  and  office  visits  as  well  as  in  an  institu- 
tion. Through  the  breadth  of  its  coverage,  medicare  has  facilitated  the 
physician's  choice  of  the  most  appropriate  level  of  care  for  the  medi- 
care patient. 

In  addition,  all  older  people  covered  by  the  program  have  the  secu- 
rity that  comes  from  knowing  that  serious  illness  is  much  less  likely  to 
be  a  major  financial  problem  for  them  or  require  them  to  seek  financial 


3  A  list  of  Council  members  appears  In  app.  A,  exhibit  3. 
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Figure  l~Expenditures  for  Hospital  Care  for  the  Aged,  by  Source  of  Funds, 
Fiscal  Year  1967 

TOTAL  EXPENDITURES  -  $4,188,000,000 


Figure  2-Expenditures  for  Physicians'  Services  for  the  Aged,  by  Source 
of  Funds,  Fiscal  Year  1967 

TOTAL  EXPENDITURES  -  $1,602,000,000 


help  from  their  children.  This  is  particularly  true  for  the  older  people 
who  had  no  health  insurance  prior  to  medicare,  but  is  also  true  of  the 
large  number  of  aged  people  who  had  some  insurance  but  much  less 
comprehensive  protection  than  is  provided  by  the  medicare  program. 

Another  accomplishment  of  medicare — one  which  affects  not  only 
the  elderly,  but  patients  of  all  ages — was  the  upgrading  of  health  care 
that  took  place  as  the  result  of  the  quality  standards  established  under 
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medicare.  A  substantial  upgrading  has  already  taken  place  in  many 
institutions  and  independent  laboratories,  and  further  upgrading  is 
underway  in  many  facilities  as  a  condition  of  continued  participation 
in  the  program.  Moreover,  the  requirement  of  conformity  with  title  VI 
of  the  Civil  Rights  Act  of  1964  by  participating  institutions  has  re- 
sulted, in  many  communities,  in  minority  group  access  to  high  quality 
care  for  the  first  time. 

PROGRAM  EVALUATION  AND  SIMPLIFICATION 

Program  evaluation  and  simplification  were  carried  out  on  an  on- 
going basis  throughout  the  period  of  preparation  and  initial  opera- 
tion. Many  problems  were  anticipated  and  avoided;  other  problems 
were  revealed  by  initial  operations  and  were  met  by  policy  or  admin- 
istrative changes  and  in  some  instances  by  changes  in  the  law. 

A  major  goal  of  program  administration  has  been  to  reimburse  pro- 
viders currently  to  avoid  the  serious  financial  problems  they  would 
face  if  working  capital  were  tied  up  in  medicare  accounts  receivable. 
Months  before  the  program  went  into  effect,  the  preparation  of  pro- 
cedures designed  to  assure  timely  payment  to  providers  was  well 
underway.  These  procedures  are  being  continually  reviewed  and  modi- 
fied in  the  light  of  program  experience. 

Under  procedures  in  effect  from  the  start  of  program  operations, 
interim  payments  approximating  a  provider's  actual  costs  are  made 
by  intermediaries  at  least  monthly,  and  in  most  cases  weekly,  as  bills 
for  covered  services  are  submitted.  In  addition  to  the  basic  procedure 
of  making  interim  reimbursement  after  bills  have  been  submitted, 
payments  may  also  be  made,  upon  request  by  the  provider,  on  a  basis 
designed  to  reimburse  currently  for  services  furnished  to  beneficiaries. 

In  the  early  months  of  operation,  some  hospitals  experienced  finan- 
cial difficulty  because  they  were  unable  to  complete  their  medicare 
billings  promptly,  or  because  intermediaries  were  unable  to  pay  the 
bills  as  quickly  as  desired.  Intermediaries  were  authorized  to  make 
accelerated  payments  on  account  if  the  provider  was  able  to  demon- 
strate that  its  working  capital  position  was  being  impaired  as  a  result 
of  billing  or  processing  delays  and  that  it  would  have  difficulty  in 
meeting  current  financial  obligations.  In  addition  to  these  procedures, 
the  Social  Security  Administration  made  available  an  entirely  new 
approach  to  interim  reimbursement  for  hospital  services  in  January 
1968.  This  new  approach  should  not  only  reduce  the  amount  of  paper- 
work to  a  minimum  and  assure  a  steady  flow  of  funds  to  hospitals 
under  medicare,  but  also,  perhaps,  become  a  prototype  for  payment 
procedures  under  other  large-scale  hospital  insurance  operations.  The 
new  interim  payment  procedure  provides  fixed  periodic  interim  pay- 
ments based  on  the  hospital's  prior  medicare  cost  experience,  adjusted 
for  changes  in  medicare  utilization,  price  and  wage  levels,  new  or 
expanded  services,  and  other  significant  factors.  Final  settlement  will 
be  made  at  the  end  of  the  accounting  year,  based  on  actual  costs. 

In  adopting  its  policies  and  procedures  with  respect  to  outpatient 
hospital  services,  the  Social  Security  Administration  made  every  effort 
to  simplify  the  distinctions  that  had  to  be  made  because  of  the  split 
coverage  of  such  services  under  the  two  parts  of  the  program.  How- 
ever, the  administrative  costs  and  difficulties  encountered  by  hospitals 
in  preparing  outpatient  bills  was  disproportionate  to  the  small  bills 
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involved.  In  addition,  hospitals  were  often  unable  to  determine  the 
patient's  deductible  status  at  the  time  the  service  was  rendered  and, 
once  the  patient  had  left  the  hospital,  it  was  difficult  to  collect  the 
small  amounts  due.  In  response  to  these  problems,  the  Department 
sought,  and  the  Congress  enacted  under  the  1967  amendments,  a  change 
in  the  law  consolidating  all  coverage  of  outpatient  hospital  services 
under  the  medical  insurance  part  of  the  program  and  eliminating  the 
special  $20  outpatient  diagnostic  deductible.4'This  change,  along  with 
an  additional  provision  of  the  1967  amendments  allowing  hospitals  to 
collect  from  medicare  patients  the  full  amount  of  patient  charges  of 
$50  or  less,  will  simplify  the  hospitals'  billing  procedures,  and  facili- 
tate beneficiary  understanding  of  the  program. 

The  Department  developed  comprehensive  principles  for  the  reim- 
bursement of  hospital-based  physicians  in  consultation  with  all 
interested  parties  and  the  Health  Insurance  Benefits  Advisory  Coun- 
cil. Copies  of  these  principles  were  distributed  to  intermediaries,  car- 
riers, hospitals,  and  professional  groups,  and — after  taking  account 
of  pertinent  comments — they  were  published  as  final  regulations  on 
October  18,  1966.  The  regulations  are  designed  to  be  responsive  to,  but 
not  interfere  with,  the  arrangements  adopted  by  hospitals  and  hos- 
pital-based physicians.  However,  the  regulations  required  agreement 
between  hospitals  and  physicians  for  the  identification  of  compensa- 
tion to  the  physician  for  services  to  individual  patients  as  a  basis  for 
the  reasonable  charge  determinations  to  be  made  under  the  law.  By 
the  end  of  the  first  year  of  operation,  acceptable  agreements  had  been 
reached  by  most  participating  hospitals  and  the  hospital-based  physi- 
cians. Nevertheless,  throughout  the  first  year  of  operation,  continuing 
difficulty  was  experienced  with  the  split  billing  required  under  medi- 
care for  services  of  radiologists  and  pathologists  that  normally  would 
have  been  billed  by  hospitals  on  a  consolidated  basis.  To  permit  ad- 
ministrative simplification  of  the  reimbursement  procedures  involved, 
and  to  bring  medicare  coverage  into  line  with  the  coverage  provided 
under  most  other  health  insurance  programs,  the  1967  amendments 
to  the  Social  Security  Act  eliminated  the  medical  insurance  deductible 
and  coinsurance  amounts  for  certain  inpatient  radiological  and  patho- 
logical services. 

Difficulties  of  another  kind  were  encountered  with  the  requirement 
that  a  physician  certify  to  the  need  for  outpatient  hospital  services  or 
inpatient  hospital  admission.  While  the  procedures  adopted  for  such 
certifications  applied  the  legislative  requirement  as  flexibly  and  simply 
as  possible,  and  the  vast  majority  of  hospitals  and  physicians  offered 
no  objections  to  the  implementation  of  such  procedures,  there  were 
physicians  who  considered  these  procedures  unnecessary  and  objec- 
tionable on  the  ground  that  the  act  of  admitting  a  patient  to  a  hospital 
was  almost  always  an  adequate  indication  of  the  need  for  admission. 
Experience  in  the  first  year  of  operation  indicated  that  physician 
certifications  of  the  need  for  outpatient  hospital  services  or  of  the  need 
for  inpatient  hospital  services  at  the  time  of  admission  were  of  little 
practical  value  in  avoiding  unneeded  utilization.  Consequently,  as  part 
of  the  1967  amendments,  the  Congress  enacted  a  change  in  the  law 
eliminating  the  requirements  for  physician  certification  of  the  need 


4  For  the  effective  date  and  other  details  of  this  provision  and  the  other  principal  provi- 
sions of  the  1967  amendments,  see  app.  E. 
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for  most  outpatient  hospital  services  and  for  physician  certification  at 
the  time  of  admission  of  the  need  for  inpatient  services  in  hospitals 
other  than  psychiatric  and  tuberculosis  hospitals.  (The  requirement, 
for  certification  of  medical  necessity  at  the  time  of  admission  was  re- 
tained for  psychiatric  hospitals,  tuberculosis  hospitals,  and  extended 
care  facilities,  and  at  the  initiation  of  home  health  services  since 
special  conditions,  as  well  as  the  specific  need  for  the  services  pro- 
vided by  these  institutions  and  agencies,  are  attached  to  payment  for 
their  services.) 

Also  related  to  the  objectives  of  avoiding  payment  for  unneeded 
care  is  another  provision  to  which  considerable  attention  has  been 
given :  utilization  review.  This  requirement  for  participation  in  the 
program  applies  to  both  hospitals  and  extended  care  facilities.  It  is 
intended  to  promote  the  most  efficient  use  of  available  services  and 
facilities  through  (1)  the  review  of  admissions,  length  of  stay,  and 
the  professional  services  furnished,  on  a  sample  or  other  basis,  and 
(2)  the  review  of  each  case  of  extended  duration.  This  review  is  con- 
ducted by  a  staff  committee  of  the  institution  or  an  outside  group, 
whose  membership  includes  at  least  two  physicians  (and  may  include 
other  professional  personnel).  Since  the  health  care  professions  had 
recognized  for  some  time  the  need  for  mechanisms  which  would  assure 
quality  care  of  patients  and  sound  utilization  of  institutional  facilities 
and  professional  services,  the  concept  of  utilization  review  as  a  func- 
tion of  the  medical  community  had  been  receiving  increasingly  wide- 
spread support.  Before  medicare,  however,  only  about  1,000  nospitals 
had  utilization  review  committees.  Now,  all  of  the  almost  7,000  hos- 
pitals and  4,500  extended  care  facilities  participating  in  the  program 
have  utilization  review  committees.  Much  remains  to  be  done,  how- 
ever, to  assure  the  proper  functioning  of  these  committees,  and  this 
is  an  area  that  will  need  constant  attention  in  the  years  ahead. 

During  the  first  year  of  operation,  there  were  261^  million  bills 
submitted  for  physicians'  and  other  medical  services  under  the  medical 
insurance  program.  To  meet  the  difficulties  experienced  in  many  parts 
of  the  country  in  coping  with  the  resulting  workloads,  the  Social 
Security  Administration  worked  closely  with  the  carrier  organizations 
in  training  personnel,  developing  electronic  processing  capability,  and 
in  refining  administrative  procedures  and  processes.  These  efforts  re- 
duced the  carriers'  average  pending  workloads  from  a  peak  equivalent 
of  7.9  weeks'  work  on  hand  at  the  end  of  August  1966  to  2.7  weeks' 
work  by  the  end  of  June  1967. 

At  the  same  time,  intensive  efforts  were  made  to  improve  coordina- 
tion between  medicare  and  medicaid  programs  by  furnishing  medicare 
claims  information  to  the  State  plans  administering  medicaid  pro- 
grams under  title  XIX  of  the  Social  Security  Act,  and  through  the 
development  of  common  claims  forms,  cost  report  forms,  and  audits. 

Careful  evaluation  was  made  from  the  outset  of  program  operations 
of  the  effects  of  the  provision  of  law  requiring  the  patient  to  pay 
medical  bills  before  claiming  payment  under  the  program  if  the  phy- 
sician or  supplier  would  not  accept  an  assignment  of  benefits.  Where 
physicians  were  unwilling  to  accept  assignments,  many  beneficiaries 
experienced  financial  hardships  in  paying  medical  expenses  from  their 
limited  funds,  and  some  even  had  to  borrow  to  do  so.  The  Department 
sought  legislation  to  relieve  these  hardships  and  relief  was  granted 
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by  the  Congress  under  the  1967  amendments  by  a  provision  permitting 
payment  to  a  beneficiary  under  the  medical  insurance  program  based 
on  unpaid  and  unassigned  bills  for  medical  services. 

The  responses  described  above  are  illustrative  of  the  administrative 
and  legislative  actions  that  have  been  taken  to  improve  the  program, 
simplify  its  administration,  and  meet  specific  problems  as  experience 
developed  during  implementation  and  initial  operations.  This  work 
is  continuing. 

LOOKING  FORWARD 

While  the  medicare  program  has  been  successfully  launched  and  sub- 
stantial progress  has  been  made  in  meeting  initial  operating  problems, 
much  remains  to  be  accomplished.  For  example : 

A  continuing  effort  will  be  needed  to  improve  beneficiary  under- 
standing of  the  program. 

The  utilization  review  committees  that  have  been  established  by 
hospitals  and  extended  care  facilities  to  meet  the  requirements 
of  medicare  must  be  brought  to  their  potential  level  of  effective- 
ness in  assuring  appropriate  utilization  of  health  facilities. 

Intermediary  and  carrier  claims  processes  will  require  careful 
attention  to  assure  that  adequate  safeguards  exist  to  prevent 
improper  payment  under  the  program  and  to  assure  that  the 
amounts  paid  are  reasonable. 

Efforts  must  continue  to  assure  that  providers  maintain  and 
continue  to  upgrade  the  quality  of  their  facilities  in  line  with  the 
conditions  of  participation  in  medicare  and  that  the  conditions 
themselves  remain  responsive  to  contemporary  standards  in  the 
health  care  field. 

Provider  compliance  with  the  Civil  Eights  Act  and  intermedi- 
ary and  carrier  compliance  with  equal  employment  opportunity 
requirements  must  be  enforced  with  unceasing  vigor. 
Aside  from  its  own  policies  and  procedures,  medicare  will  continue 
to  be  affected  by  trends  in  the  delivery  and  financing  of  health  care. 
For  example,  the  rising  cost  and  utilization  of  medical  care  were  major 
factors  underlying  the  increase  in  medical  insurance  premium  rates 
that  went  into  effect  in  April  1968,5  and  the  increase  in  the  cost  of 
inpatient  hospital  services  from  1966  to  1967  will  determine  the  hos- 
pital insurance  deductible  and  coinsurance  amounts  that  will  be  pro- 
mulgated for  1969. 

Although  medicare  did  not  create  the  problems  of  rising  cost  and 
the  other  fundamental  problems  that  have  existed  in  the  delivery  and 
financing  of  health  care  for  many  years,  it  has  helped  bring  them  to 
public  attention,  and  the  Department  is  very  much  involved  in  the 
general  responsibility  to  contribute  to  their  solutions.  Intensive  efforts 
are  underway  in  many  segments  of  the  Federal  Government,  State 
governments,  and  by  private  organizations  and  experts  to  find  new 
and  better  approaches  in  the  development  of  high  quality  health  man- 
power and  facilities,  the  effective  and  efficient  use  of  health  resources, 
and  the  equitable  and  economical  financing  of  all  forms  of  health  care. 

The  Department  is  giving  its  full  support  to  these  efforts.  One  of 
the  steps  the  Department  is  taking  is  to  review  carefully  the  experi- 


For  the  actuarial  assumptions  and  bases  for  this  rate  increase,  see  app.  F. 
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ence  with  medicare  cost  reimbursement  to  hospitals  and  other  health 
care  institutions,  and  medicare  payments  to  physicians  and  other  sup- 
pliers of  medical  services,  with  a  view  to  making  or  recommending 
such  administrative  or  legislative  changes  as  seem  warranted  by  de- 
veloping experience.  In  support  of  this  review,  and  in  accordance  with 
the  provisions  of  the  1967  amendments  to  the  Social  Security  Act,  the 
Department  will  engage  in  experiments  with  various  methods  of  reim- 
bursement to  institutions  and  payment  to  physicians  providing  serv- 
ices covered  under  medicare,  medicaid,  and  the  maternal  and  child 
health  programs  to  develop  additional  incentives  to  efficiency  and  econ- 
omy while  supporting  or  improving  the  quality  of  the  services. 

The  Department  has  placed  high  priority  on  meeting  the  problems 
of  inadequate  health  manpower  and  facilities,  and  rising  hospital  and 
medical  costs.  Medicare  will  play  an  important  role  in  the  overall 
effort  to  develop  and  support  promising  approaches.  However,  the 
ultimate  resolution  of  the  problems  faced  in  providing  and  financing 
health  care  will  require  a  cooperative  effort  involving  Government 
and  community  action  at  all  levels  and  every  component  of  the  health 
care  field. 


CHAPTER  II 


Organization  for  Administration 


Overall  responsibility  for  administration  of  the  medicare  program 
is  vested  by  law  in  the  Secretary  of  Health,  Education,  and  Welfare. 
The  statute  also  provides  for  participation  in  the  administration  of  the 
program  by  private  organizations  and  by  public  agencies  at  the  State 
level.  In  addition,  the  Secretary,  in  developing  administrative  policies 


affected  by  the  program  and  of  other  individuals  who  are  experts  in 
the  delivery  and  financing  of  health  care. 

Within  the  Department  of  Health,  Education,  and  Welfare,  the 
Secretary  delegated  major  policy  and  administrative  responsibilities 
to  the  Social  Security  Administration,  certain  responsibilities  in  the 
areas  of  implementation  of  title  VI  of  the  Civil  Rights  Act  of  1964 
and  of  professional  standards  to  the  Public  Health  Service,1  and  cer- 
tain consultative  responsibilities  concerning  the  interrelationships  of 
the  health  insurance  program,  public  assistance,  and  State  medical 
assistance  programs  to  the  Welfare  Administration  (now  to  the  Social 
and  Rehabilitation  Service) . 

Role  of  the  Social  Security  Administration 

Under  its  delegated  responsibility  for  the  formulation  of  policy  and 
the  general  management  of  the  health  insurance  "program,  the  Social 
Security  Administration  negotiates  and  administers  agreements  with 
the  intermediaries  and  carriers  which  perform  the  payment  function; 
with  the  State  agencies  which  certify  health  facilities  for  participation 
in  the  program;  and  with  hospitals  and  other  institutions  which  pro- 
vide services  for  which  the  program  makes  reimbursement.  The  Ad- 
ministration also  develops  the  principles  for  the  reimbursement  of 
institutions  and  agencies  which  provide  services  covered  by  the  pro- 
gram; participates  with  the  Public  Health  Service  in  the  formulation 
of  the  conditions  of  participation;  formulates  medicare  regulations; 
develops  program  policy  and  procedural  instructions;  performs  the 
recordkeeping  and  data  processing  functions  required  for  administra- 
tion of  the  program ;  collects  and  analyzes  a  variety  of  cost  and  utiliza- 
tion data ;  and  prepares  estimates  of  future  program  costs.2 

Within  the  Administration,  the  Bureau  of  Health  Insurance — estab- 
lished shortly  after  the  enactment  of  the  program — has  primary  re- 
sponsibility for  the  formulation  of  policies  and  procedures  and  for  the 
overall  administration  of  the  health  insurance  program.3 

In  addition  to  the  Bureau  of  Health  Insurance,  many  other  Admin- 
istration components  have  substantial  program  responsibilities.  The 

1  Responsibility  for  establishing  compliance  of  providers  with  title  VI  of  the  Civil  Rights 
Act  has  since  b»en  assumed  by  the  DHEW  Office  of  Civil  Rights. 

2  A  chart  showing  the  organization  of  the  Social  Security  Administration  appears  in 
app.  A,  exhibit  1. 

3  A  chart  showing  the  organization  of  the  Bureau  of  Health  Insurance  appears  in  app.  A, 
exhibit  2. 
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Administration's  field  organization — composed  of  the  various  regional 
offices,  district  and  branch  offices,  and  contact  stations  throughout  the 
country — carries  out  enrollment  activities  and  serves  as  a  continuing 
source  of  basic  program  information  and  direct  service  to  beneficiaries 
and  to  the  general  public. 

A  Division  of  Health  Insurance  Studies  has  been  established  in  the 
Administration's  Office  of  Research  and  Statistics  to  collect  data  on 
program  operations  and  to  carry  out  analytical  studies  designed  to 
evaluate  the  program  and  measure  its  performance. 

The  Office  of  the  Actuary  has  responsibility  for  the  actuarial  evalua- 
tion of  the  hospital  insurance  and  medical  insurance  programs,  in- 
cluding the  preparation  of  the  actuarial  estimates  used  in  setting  the 
medical  insurance  premium  and  hospital  insurance  deductible  and 
coinsurance  amounts.4 

The  Office  of  Information,  which  has  primary  responsibility  for 
developing  and  coordinating  the  Administration's  informational  ac- 
tivities, prepares  exhibits,  films,  visual  aids,  booklets,  and  other  infor- 
mational materials  required  to  inform  the  public  as  well  as  special 
professional  audiences  of  their  rights  and  responsibilities  under  the 
program.5 

The  Bureau  of  Data  Processing  and  Accounts  expanded  its  elec- 
tronic data  processing  capabilities  to  maintain  the  millions  of  records 
on  beneficiary  eligibility,  utilization  of  covered  services,  and  deduct- 
ible status  for  the  health  insurance  program.  The  Bureau  also  sends 
premium  notices  to,  and  maintains  records  on  the  payment  of  medical 
insurance  premiums  by,  the  approximately  2y2  million  enrollees  who 
make  direct  payments  or  for  whom  premium  payment  is  made 
through  private  retirement  groups  or  similar  organizations. 

An  insurance  compliance  staff  was  established  in  the  Office  of  Ad- 
ministration of  the  Social  Security  Administration  to  assure  that 
insurance  companies,  Blue  Cross  and  Blue  Shield  plans,  and  other 
organizations  performing  on  insurance  contracts  with  the  Federal 
Government — including  the  fiscal  intermediaries  and  carriers  assist- 
ing in  the  administration  of  medicare — fully  comply  with  the  equal 
employment  opportunity  requirements  of  Executive  Order  11246.  Since 
the  Social  Security  Administration's  equal  employment  opportunity 
activities  got  underway,  substantial  progress  has  been  made  by  the  in- 
surance industry.  Between  December  1965  and  November  1967,  total 
employment  of  medicare  carriers  and  intermediaries  increased  by  11.9 
percent,  of  which  nearly  35  percent  represented  hirings  of  members 
of  minority  groups.  Perhaps  more  important  in  the  long  run,  there 
have  been  significant  changes  in  attitudes,  promotional  policies,  and 
other  personnel  practices  which  are  certain  to  result  in  continuing  im- 
provement. Examples  include  the  abolition  of  tests  which  previously 
barred  minority  group  members  from  employment,  and  an  uptrend  in 
hiring  of  minority  group  employees  for  white  collar,  technical,  and 
sales  positions. 

*  The  actuarial  assumptions  and  bases  employed  In  arriving  at  the  medical  insurance 
premium  for  the  period  April  1,  1968,  through  June  30,  1969,  are  set  out  in  app.  F.  The 
first  annual  promulgation  of  the  hospital  insurance  deductible  is  to  be  made  between  July  1 
and  October  1,  1968,  and  will  be  effective  for  calendar  year  1969. 

6  A  list  of  selected  informational  publications  on  medicare  appears  in  app.  G. 
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Role  of  the  Public  Health  Service 

Within  the  Public  Health  Service,  the  Division  of  Medical  Care  Ad- 
ministration provides  primary  support  for  professional  health  aspects 
of  the  medicare  program,  calling  on  other  units  of  the  Service  for 
special  consultation  as  needed.  The  ongoing  activities  of  the  Division 
of  Medical  Care  Administration  which  are  directly  related  to  medicare 
include:  Participating  with  the  Social  Security  Administration  in 
formulating  the  conditions  of  participation  for  providers  of  services, 
developing  policies  on  the  role  of  State  agencies,  providing  assistance 
to  the  State  agencies  in  carrying  out  their  medicare  responsibilities, 
supporting  and  evaluating  experimental  approaches  to  utilization  re- 
view, and  providing  professional  advice  on  the  many  technical  and 
medical  questions  that  arise. 

Other  activities  of  the  Public  Health  Service,  such  as  its  participa- 
tion in  the  assessment  of  the  adequacy  of  existing  health  resources 
and  in  the  development  of  additional  needed  resources,  although  not 
specifically  related  to  the  implementation  of  medicare,  are  of  great 
importance  to  the  success  of  the  program.  In  addition,  the  Public 
Health  Service  had  the  lead  responsibility  for  establishing  the  com- 
pliance of  providers  with  title  VI  of  the  Civil  Rights  Act 6 — an  effort 
that  initially  involved  heavy  staff  commitments  by  both  the  Public 
Health  Service  and  the  Social  Security  Administration. 

Role  of  the  Social  and  Rehabilitation  Service 

The  Social  and  Rehabilitation  Service  collaborates  with  the  Social 
Security  Administration  and  the  Public  Health  Service  in  those  as- 
pects of  program  planning,  coordination,  and  evaluation  involving 
the  interrelationships  of  the  health  insurance  program  with  public 
assistance  and  State  medical  assistance  programs.  In  addition,  the 
Social  and  Rehabilitation  Service  provides  consultation  and  general 
and  technical  assistance  to  State  agencies  administering  medical  as- 
sistance programs  and  coordinates  these  plans  with  medicare. 

Health  Insurance  Benefits  Advisory  Council 

The  law  provides  for  the  establishment  of  a  Health  Insurance  Bene- 
fits Advisory  Council  to  advise  the  Secretary  on  matters  of  general  pol- 
icy in  the  administration  of  the  health  insurance  program.7  The  initial 
appointments  to  the  Council,  which,  as  required  by  law,  included  lead- 
ers in  the  health  care  field  and  representatives  of  the  general  public, 
were  announced  by  President  Johnson  on  November  11,  1965.  Kermit 
Gordon,  former  Director  of  the  Bureau  of  the  Budget  and  now  Presi- 
dent of  the  Brookings  Institution,  was  named  chairman.8 

From  its  establishment  through  June  30,  1967,  the  Council  met  16 
times,  usually  for  periods  of  2  to  3  days,  to  consider  and  offer  recom- 
mendations on  all  major  aspects  of  medicare  administration.  In  all, 
the  Council  adopted  resolutions  constituting  formal  advice  to  the  Sec- 
retary on  more  than  100  policy  issues,  including  the  conditions  of  par- 

6  Responsibility  for  establishing  compliance  of  providers  with  title  VI  of  the  Civil  Rights 
Act  has  since  been  assumed  by  the  DHEW  Office  of  Civil  Rights. 

7  The  Social  Security  Amendments  of  1967  increased  the  membership  of  the  Council  from 
16  to  19  members  and  broadened  the  scope  of  the  Council's  responsibility  to  include  study 
of  the  utilization  of  hospital  and  other  medical  care  and  services  for  which  payment  may  be 
ma  die  under  title  XVIII  with  a  view  to  recommending  any  changes  which  may  seem 
desirable  in  the  way  in  which  such  care  and  services  are  utilized,  in  the  administration 
of  the  programs  established  by  title  XVIII,  or  in  the  provisions  of  title  XVIII. 

8  Council  members  as  of  June  30,  1967,  and  as  of  the  date  of  this  report,  are  listed  in 
app.  A,  exhibit  3. 
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ticipation  for  hospitals,  extended  care  facilities,  home  health  agencies, 
and  independent  laboratories ;  the  principles  of  reimbursement  for  pro- 
vider costs  and  for  physicians'  services ;  and  on  the  policies  governing 
physician  certification  and  recertification  of  the  need  for  medical  serv- 
ices. Virtually  all  of  the  Council's  recommendations  are  embodied  in 
existing  policy  and  regulations.  There  were  few  instances  in  which 
there  was  any  significant  difference  between  recommendations  of  the 
Council  and  the  policies  adopted,  and  there  was  no  instance  in  which 
the  policies  adopted  were  unacceptable  to  the  Council.  In  addition,  the 
Council  has  made  numerous  decisions  constituting  informal  advice  to 
the  staff  in  developing  policy  and  regulations  and  requests  for  staff 
development  or  research  on  alternative  policies  for  consideration. 

Other  consultation 

In  addition  to  the  Health  Insurance  Benefits  Advisory  Council,  the 
Administration  established  nine  technical  work  groups.  These  groups 
included  representatives  of  medical  associations,  hospital  associations, 
nursing  associations,  dental  associations,  nursing  home  associations, 
commercial  insurance  companies,  Blue  Cross,  Blue  Shield,  public 
health  organizations,  specialty  organizations,  as  well  as  consumers, 
independent  experts,  and  others.  The  groups  studied  and  offered  rec- 
ommendations on  such  issues  as  the  conditions  of  participation,  the 
requirements  for  physician  certification  and  recertification  of  the  need 
for  services,  and  the  principles  of  reimbursement  for  provider  costs. 
Their  recommendations  were  considered  in  the  formulation  of  the  pro- 
gram policies  and  regulations  submitted  to  the  Health  Insurance 
Benefits  Advisory  Council.  Intermediary  and  carrier  consultation 
groups  were  also  established  to  allow  a  continuous  flow  of  information 
on  claims  payment  procedures  and  to  facilitate  the  resolution  of  diffi- 
culties encountered  by  the  intermediaries  and  carriers  in  the  perform- 
ance of  their  duties. 

Role  of  the  State  agencies 

The  law  requires  that,  wherever  possible,  the  Secretary  use  the  serv- 
ices of  appropriate  State  or  local  health  agencies  or  other  appropriate 
State  or  local  agencies  in  determining  whether  providers  of  medical 
services  and  independent  laboratories  meet  the  conditions  for  partici- 
pation in  the  medicare  program.  Shortly  after  enactment,  upon  invita- 
tion from  the  Secretary,  the  Governor  or  Chief  Executive  of  all  55 
jurisdictions  (including  the  District  of  Columbia,  Puerto  Rico,  the 
Virgin  Islands,  Guam,  and  America  Samoa)  had  designated  agen- 
cies— in  most  instances  State  health  agencies — to  perform  this  func- 
tion, and  agreements  were  negotiated  with  all  of  the  States  by  the  end 
of  January  1966.9 

In  carrying  out  their  responsibilities  under  the  health  insurance 
program,  the  State  agencies  conduct,  field  surveys  of  institutions  and 
agencies  to  determine  the  extent  to  which  these  facilities  meet  the 
applicable  conditions  of  participation,  undertake  periodic  resurveys 
of  participating  facilities  to  determine  whether  they  continue  to  meet 
such  conditions,  provide  consultative  services  to  facilities  experiencing 
difficulties  in  meeting  the  participation  requirements,10  identify  non- 

"  A  list  of  participating  State  agencies  appears  in  appendix  A„  exhibit  4. 

10  The  consultative  function  Is  now  fully  financed  by  medicare.  However,  under  the  1967 
amendments,  it  will  be  financed  instead  from  Federal  and  State  matching  funds  under  the 
medicaid  program  beginning  July  1,  1969. 
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participating  hospitals  which  can  be  reimbursed  under  the  program 
for  emergency  services,  and  coordinate  activities  under  the  health  in- 
surance program  with  activities  conducted  under  medical  assistance 
programs.  The  State  agencies  are  reimbursed  for  the  costs  of  activities 
they  perform  in  the  program  including  related  costs  of  administrative 
overhead  and  staff. 

Role  of  the  intermediaries 

Under  the  medicare  law,  hospitals,  extended  care  facilities,  and 
home  health  agencies  participating  in  the  program  may  deal  either 
through  a  fiscal  intermediary  of  their  choice  for  reimbursement  of  the 
costs  of  services  rendered  to  medicare  beneficiaries  or  directly  with 
the  Government.  The  Secretary  is  authorized  to  enter  into  agreements 
under  which  the  intermediary  assumes  responsibility  for  determining 
the  reasonable  costs  of  services  provided  to  beneficiaries  and  reim- 
burses the  providers  for  these  costs  on  behalf  of  the  program.  In  addi- 
tion, the  agreements  authorize  the  intermediary  to  provide  consulta- 
tive services  to  providers,  make  audits  of  provider  records,  and  per- 
form related  functions. 

To  be  selected  as  a  fiscal  intermediary,  an  organization  must  first  be 
nominated  by  an  association  or  group  of  providers.  Then  the  Social 
Security  Administration  must  determine  that  the  selection  of  the  nom- 
inee is  consistent  with  effective  and  efficient  administration.  Hospitals 
and  other  providers  of  services  may  choose  a  fiscal  intermediary  other 
than  their  group  or  association  nominee  under  certain  circumstances, 
or  deal  directly  with  the  Social  Security  Administration.  In  evalu- 
ating intermediaries  nominated  by  providers  the  Social  Security  Ad- 
ministration considered  the  organization's  size,  experience,  demon- 
strated capability  and  capacity  for  paying  claims,  the  effectiveness 
of  its  ongoing  professional  and  institutional  relationships,  and  its  com- 
pliance with  the  equal  employment  opportunity  requirements  of  Exec- 
utive Order  No.  11246.  An  additional  consideration  in  the  selection  of 
intermediaries  was  the  need  to  provide,  through  the  participation  of 
a  variety  of  health  insurance  organizations,  a  basis  for  the  comparison 
of  relative  performances  in  accordance  with  the  intent  of  Congress. 

Twenty  agencies  and  organizations  were  nominated  by  provider 
associations  or  groups  of  hospitals.  The  American  Hospital  Associa- 
tion, representing  about  85  percent  of  the  Nation's  hospitals,  nominated 
the  Blue  Cross  Association  as  the  intermediary  for  its  member  hospi- 
tals. By  July  1,  1966,  when  the  program  went  into  operation,  agree- 
ments with  the  Blue  Cross  Association  and  12  commercial  health 
insurers  had  been  established.11 

The  same  procedure  was  followed  in  the  selection  of  intermediaries 
for  extended  care  facilities  and  home  health  agencies.  Except  for  var- 
iations in  geographic  locations  and  the  addition  of  one  commercial 
health  insurer — in  the  case  of  extended  care  facilities — and  one  State 
department  of  health — in  the  cases  of  home  health  agencies — interme- 
diaries were  the  same  as  those  chosen  by  hospitals  across  the  Nation. 
By  J anuary  1, 1967,  all  of  the  extended  care  facility  intermediaries  had 
signed  agreements  and  were  ready  to  accept  claims.12 


11 A  list  of  all  hospital  Intermediaries,  together  with  their  service  areas,  appears  in 
appendix  A,  exhibit  5. 

12  A  list  of  all  extended  care  facility  and  home  health  agency  intermediaries  and  their 
respective  service  areas  appears  in  appendix  A,  exhibit  5. 
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Role  of  the  carriers 

The  Secretary  is  required  by  law  to  contract  with  organizations  en- 
gaged in  providing,  paying  for,  or  reimbursing  the  cost  of,  health 
services  under  group  insurance  policies  to  serve  as  carriers  under  the 
medical  insurance  program.  Under  the  terms  of  these  contracts,  car- 
riers are  required  to  determine  the  amounts  to  be  paid  to  physicians  and 
to  suppliers  for  services  rendered  under  the  program  and  to  make  pay- 
ments for  such  services  on  behalf  of  the  program,  to  assist  in  the 
application  of  safeguards  against  the  unnecessary  utilization  of  serv- 
ices, and  to  serve  as  a  channel  of  communication  for  information  re- 
lating to  the  administration  of  the  program. 

In  the  selection  of  carriers,  consideration  was  given  to  such  matters 
as  the  organization's  financial  responsibility  and  experience ;  its  capac- 
ity to  absorb  the  additional  workload  that  would  accrue  from  the  med- 
icare program;  its  ability  to  maintain  effective  professional  relations 
within  its  service  area;  its  compliance  with  the  equal  employment 
opportunity  requirements  of  Executive  Order  No.  -11246 ;  and  the  need 
to  provide,  through  the  participation  of  a  variety  of  health  insurance 
organizations,  a  basis  for  the  comparison  of  relative  performance. 
Organizations  wishing  to  serve  as  carriers  were  asked  to  indicate  their 
willingness  to  do  so  in  writing  along  with  a  statement  of  their  qualifi- 
cations. Approximately  140  such  organizations  submitted  proposals. 
Following  intensive  review  of  the  qualifications  of  potential  carriers, 
which  included  onsite  reviews  of  their  operations  by  staff  of  the  Social 
Security  Administration,  33  Blue  Shield  plans,  15  insurance  com- 
panies, and  one  independent  health  insurer  were  selected  to  serve  as 
carriers.13 

Supervision  of  intermediary  and  carrier  performance 

Shortly  after  the  selections  of  carriers  and  intermediaries  were  com- 
pleted, the  Administration  began  the  dissemination  of  manuals  and 
other  instructional  materials  to  assist  them  in  discharging  their  pro- 
gram responsibilities.  Training  sessions,  including  a  series  of  technical 
workshops  for  carrier  and  intermediary  staffs,  were  conducted 
throughout  the  country.  Budgets  were  set  up,  funds  were  allocated  to 
finance  their  medicare  operations,  and  the  procurement  of  needed 
equipment  and  space  was  closely  monitored  by  the  Administration  to 
assure  that  by  July  1,  1966,  intermediaries  and  carriers  would  be  as 
prepared  as  possible  to  perform  the  functions  assigned  to  them. 

F inancial  management. — Intermediaries  and  carriers  operate  under 
cost  contracts  with  the  Government  under  which  they  are  expected  to 
have  neither  profit  nor  loss  as  a  result  of  their  medicare  operations. 
Guidelines  were  issued  to  enable  intermediaries  and  carriers  to  deter- 
mine what  costs  are  reimbursable  if  incurred  in  the  performance  of 
medicare  responsibilities.  Two  means  of  controlling  carrier  financial 
activities  were  instituted — a  budget  system  and  a  cost  reporting  system. 

Under  the  budget  system,  annual  and  quarterly  claims  workload 
estimates  form  the  core  of  the  budgeting  process.  In  addition  to  the 
costs  involved  in  claims  processing,  intermediaries  and  carriers  have 
costs  related  to  their  other  responsibilities  which  do  not  lend  them- 
selves so  readily  to  precise  measurement,  These  include  provider  and 


13  A  list  of  all  carriers  for  the  medical  insurance  program  appears  in  appendix  A 
exhibit  6. 
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professional  relations,  utilization  review,  beneficiary  services,  and, 
most  important  from  a  cost  standpoint,  audits  of  providers.  Provider 
audits  are  generally  done  by  independent  accounting  firms  under  sub- 
contract with  the  intermediaries. 

Intermediaries  and  carriers  are  required  to  submit  detailed  justifi- 
cations with  their  annual  budget  estimates  which  sufficiently  explain 
the  proposed  use  of  funds  requested.  Items  of  possible  expenditure 
must  be  explained  fully  and  are  considered  in  light  of  estimated  work- 
loads and  productivity. 

When  budget  analysis  is  completed,  intermediaries  and  carriers  are 
granted  annual  budget  approvals  which  are  apportioned  on  a  quarterly 
basis.  They  are  required  to  plan  their  operations  within  these  annual 
and  quarterly  allocations  and  are  not  permitted  to  incur  expenses  in 
excess  of  them  without  written  authorization. 

Under  the  cost  reporting  system,  each  intermediary  and  carrier  is 
required  to  submit  quarterly  cost  statements  and  final  annual  cost  re- 
ports based  on  its  accounting  year.  The  quarterly  reports  reflect  actual 
administrative  costs  distributed  functionally.  In  addition,  they  report 
total  benefits  paid  and  workloads  processed  during  the  period.  These 
are  reviewed  in  relation  to  such  factors  as  manpower  use,  productivity, 
cost  per  claim,  and  the  ratio  of  administrative  costs  to  benefit  pay- 
ments. Significant  deviations  of  incurred  cost  from  the  approved 
budget  must  be  explained. 

Final  cost  reports  form  the  basis  for  audit  and  final  cost  settlement 
each  year  and  are,  therefore,  submitted  in  greater  detail.  All  of  the 
information  contained  in  the  quarterly  reports  is  included  in  these  an- 
nual reports  and,  in  addition,  a  detailed  justification  of  proposed  ex- 
penditures much  like  that  required  for  budget  estimates  must  be  sub- 
mitted. All  pertinent  information  which  has  been  accumulated  about 
each  intermediary  and  carrier  becomes  part  of  the  contract  reporting 
and  monitoring  system  used  to  coordinate  the  entire  system. 

Contract  reporting  and  monitoring  system. — The  various  workload 
and  financial  reports  which  intermediaries  and  carriers  are  required 
to  submit  for  a  reporting  period  permit  the  evaluation  of  their  opera- 
tions and  cost  required  for  those  operations.  Workload  reports  reflect 
not  only  the  quantity  of  work  being  done  but  also  the  timeliness  of 
performance.  Quantity  of  production  is  measured  in  terms  of  units 
received  and  units  cleared.  Currency  of  performance  is  measured  in 
terms  of  claims  awaiting  action  and  the  time  required  to  complete 
them.  Promptness  is  also  measured  in  terms  of  the  number  and  pro- 
portion of  cases  awaiting  action  for  an  atypical  period  (e.g.,  over  30 
days)  in  relation  to  total  pending.  Complexity  of  workload  is  indi- 
cated by  the  distribution  of  claims  by  type,  and  the  number  of  cases 
which  must  be  returned  for  additional  information  or  documentation 
before  payment  may  be  made.  The  monitoring  system  provides  perti- 
nent data  for  each  intermediary  and  carrier  and  permits  the  computa- 
tion of  national  averages  for  comparison  purposes.  When  significant 
disparities  between  individual  performance  and  national  averages  are 
identified,  necessary  corrective  action  is  undertaken. 

Audits  of  intermediaries  and  carriers. — The  DHEW  Audit  Agency 
examines  intermediary  and  carrier  medicare  operations.  Although  the 
primary  purpose  of  the  audits  conducted  by  the  audit  agency  is  to 
review  and  approve  administrative  costs,  the  scope  of  these  audits 
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is  not  limited  to  financial  considerations.  In  addition  to  verifying 
financial  transactions,  auditors  verify  that  funds  were  spent  according 
to  law,  regulations,  and  procedures,  and  they  consider  whether  policies, 
plans,  and  procedures  are  adequate  for  effective  operations. 

Contract  performance  review. — Teams  from  the  Social  Security 
Administration  visit  intermediaries  and  carriers  to  review  their  per- 
formance. The  review  team  spends  3  to  5  days  with  the  intermediary 
or  carrier,  observing  and  analyzing  operating  procedures,  examining 
records,  and  interviewing  personnel  at  all  levels.  The  teams  make  a 
detailed  examination  of  organization  for  performance  of  medicare 
functions,  staffing  of  medicare  positions,  personnel,  and  management 
practices,  and  claims  processing  techniques.  The  team  also  assesses  the 
effectiveness  of  the  application  of  reimbursement  principles,  profes- 
sional relations,  beneficiary  services,  training,  as  well  as  the  adequacy 
of  space  and  equipment.  Other  aspects  of  performance  are  also  in- 
cluded as  may  be  considered  appropriate  in  the  particular  situation. 

Establishing  the  claims  process 

A  major  task  in  implementing  the  medicare  program  was  the  estab- 
lishment of  a  nationwide  system  for  obtaining  uniform  and  reliable 
program  information  from  organizations  and  individuals — providers, 
physicians,  suppliers,  intermediaries,  and  carriers — with  widely  dif- 
fering recordkeeping  systems  and  reporting  capabilities.  Such  a  sys- 
tem is  basic  to  sound  claims  administration  and  management  of  the 
program  and  had  to  be  operative  at  the  outset  of  program  operations. 
Design  of  the  claims  process  for  the  health  insurance  program  was 
begun  before  the  medicare  legislation  was  enacted.  Methods  and  forms 
utilized  by  other  programs  were  scrutinized  for  possible  adaptation 
to  medicare's  needs.  For  example,  the  medical  insurance  claims  form 
(Form  SSA-1490,  Request  for  Payment)  was  developed  after  exten- 
sive consultation  with  representatives  of  the  health  insurance  industry 
and  the  medical  profession. 

Each  step  in  the  claims  process  was  considered,  researched,  and 
analyzed  with  the  help  of  representatives  of  the  health  professions 
and  insurers  and  individual  experts  both  in  and  out  of  Government. 
The  planning  and  consultation  required  for  developing  the  claims 
review,  data  processing,  and  recordkeeping  systems  went  into  full- 
scale  operation  after  enactment.  As  a  result  of  these  efforts,  when  medi- 
care went  into  effect,  the  program  was  prepared  to  receive,  record,  and 
adjudicate  claims  and  to  make  benefit  payments. 

The  systems  for  recording  and  updating  each  health  insurance  ben- 
eficiary's eligibility  status,  his  medical  insurance  premium  account, 
his  utilization  of  covered  services,  and  his  deductible  status,  as  well  as 
systems  for  recording  the  participation  of  institutional  providers  of 
services  and  independent  laboratories,  were  set  up  centrally  within  the 
Social  Security  Administration.  One  of  the  important  issues  consid- 
ered during  the  preliminary  consultation  with  various  groups  on  the 
basic  design  of  the  claims  processing  and  recordkeeping  systems  was 
whether  the  medicare  eligibility  records  should  be  maintained  cen- 
trally or  on  a  decentralized  basis  by  the  fiscal  intermediaries  and  the 
carriers.  The  existence,  predating  medicare,  of  a  master  eligibility 
record  on  all  social  security  beneficiaries  and  the  Administration's 
ready  access— through  the  premium  collection  process,  long-estab- 
lished beneficiary  reporting  procedures  and  the  ongoing  enrollment 
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process — to  information  on  accretions  to,  and  deletions  from,  the  elig- 
ibility records  were  persuasive  arguments  for  a  centralized  system. 
Moreover,  the  maintenance  of  such  records  by  individual  intermedi- 
aries and  carriers  would  have  required  the  development  of  a  system  of 
communications  among  them  to  disseminate  eligibility  information 
that  would  have  substantially  increased  administrative  costs. 

The  master  eligibility  record  maintained  at  social  security  head- 
quarters in  Baltimore  indicates  whether  aged  individuals  are  entitled 
to  hospital  insurance  benefits,  to  medical  insurance  benefits,  or  to  both. 
The  master  eligibility  file  was  established  by  combining  data  from  the 
preexisting  social  security  and  railroad  retirement  beneficiary  records 
with  the  records  obtained  from  applications  of  uninsured  people  ap- 
plying to  establish  eligibility  under  the  health  insurance  program. 
The  same  sources  are  used  to  keep  the  eligibility  records  current — 
to  add  those  reaching  65,  and  drop  those  who  die  or  (in  the  case  of 
the  medical  insurance  program)  who  withdraw.  The  record  also  con- 
tains information  on  the  extent  to  which  individuals  have  used  the 
benefits  available  in  each  spell  of  illness  (now  generally  referred  to 
as  a  benefit  period)  and  on  how  much  of  the  $50  medical  insurance 
deductible  has  been  met. 

Each  time  a  medicare  beneficiary  is  admitted  to  a  participating  hos- 
pital or  extended  care  facility,  or  begins  a  plan  of  care  from  a  home 
health  agency,  the  intermediary  receives  an  admission  or  start-of-care 
notice.  The  intermediary  sends  identifying  information  and  the  date 
of  admission  or  start  of  care  to  the  Social  Security  Administration's 
central  record  system,  which  replies  giving  the  patient's  entitlement 
and  deductible  status,  and  remaining  eligibility  for  benefits.  The  inter- 
mediary then  advises  the  provider  of  the  patient's  eligibility  for 
further  benefits  and  his  deductible  status.  Admission  and  start-of-care 
notices  are  sent  to  the  Social  Security  Administration  by  teletype  or, 
in  some  instances,  on  magnetic  tape,  or  by  direct  magnetic-tape  to 
magnetic-tape  transmission  over  high-speed  wires.  Replies  can  usually 
be  sent  to  the  intermediary  on  the  second  working  day  after  a  request 
for  eligibility  information  has  been  made. 

During  the  course  of  treatment,  or  after  the  beneficiary  is  discharged 
from  the  hospital  or  extended  care  facility  or  completes  a  course  of 
home  health  treatments,  the  provider  submits  either  an  interim  or  final 
bill  to  the  intermediary  for  payment,  subject  to  final  settlement  at  the 
end  of  the  accounting  period.  Utilization  data  are  forwarded  to  the 
Social  Security  Administration  so  that  the  central  records  may  be  up- 
dated to  provide  accurate  information  in  replying  to  subsequent 
notices  of  admission  or  starts  of  home  health  care. 

Claims  for  payment  of  medical  insurance  benefits  are  submitted  to 
the  carrier  by  the  beneficiary,  or  by  the  physician  or  supplier  if  they 
have  agreed  to  accept  an  assignment  of  benefits.  The  carrier  teletypes 
essential  identifying  information  and  the  amount  determined  to  be 
the  reasonable  charge  for  the  services  to  the  Social  Security  Adminis- 
tration. When  the  Administration  receives  the  message,  it  informs  the 
carrier  of  the  amount  of  the  deductible  remaining  to  be  satisfied  and 
updates  the  deductible  records.  (Once  a  carrier  has  been  advised  that 
the  deductible  has  been  met,  no  further  query  on  that  beneficiary  need 
be  made  for  the  remainder  of  that  calendar  year.)  The  carrier  then 
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makes  the  appropriate  payment  to  the  patient,  or  physician  or  sup- 
plier. A  record  of  the  payment  is  sent  to  the  Social  Security 
Administration. 

As  a  byproduct  of  the  claims  process,  data  are  gathered  which  per- 
mit careful  evaluation  of  the  operations  and  impact  of  medicare. 
Before  being  finally  adopted,  medicare's  statistical  program  was  re- 
viewed by  a  special  Advisory  Committee  on  Health  Insurance  Benefits 
Research  and  Statistics,  composed  of  people  prominent  in  the  fields  of 
health  and  medical  research  and  statistics. 

Coordination  of  medicare  and  State  medical  assistance  programs 

The  intent  and  language  of  the  medicare  law  and  the  principles  of 
sound  administration  require  coordination  of  medicare  and  State  medi- 
cal assistance  programs  and  the  adoption  of  complementary  procedures 
wherever  it  is  practical. 

Most  State  welfare  agencies  need  medicare  billing  information  to 
determine  the  liability  of  welfare  programs  to  medical  vendors  for 
services  they  provide  to  medicare  beneficiaries  who  are  also  assistance 
recipients.  The  specific  information  needed  is  dependent  upon  the 
characteristics  and  provisions  of  the  particular  State  medical  assist- 
ance program.  All  State  medical  assistance  programs  participate  to 
some  extent  in  the  payment  of  some  combination  of  medicare  deducti- 
bles, coinsurance  amounts,  or  health  care  expenses  not  covered  by 
medicare. 

To  facilitate  welfare  medical  payments  which  supplement  medicare 
coverage,  a  claims  process  was  adopted  which  called  for  the  flow  of 
claims  from  the  provider,  physician,  or  other  supplier  to  the  medicare 
intermediary  or  carrier,  and  from  there  to  the  medical  assistance 
agency.  Even  closer  coordination  can  be  achieved  where  the  same 
organization  serves  in  an  administrative  capacity  for  both  programs. 
For  the  most  part,  mutually  satisfactory  arrangements  have  been 
reached  between  the  intermediaries  and  the  State  agencies,  but  some 
difficulties  have  occurred  in  arranging  for  coordinated  payment  for 
services  covered  under  the  medical  insurance  program  and  State  medi- 
cal assistance  programs.  Procedures  have  been  developed  to  overcome 
these  and  other  administrative  problems  involving  coordination  of 
medicare  and  medical  assistance  programs.  For  example,  common 
medicare  and  medical  assistance  claims  forms  have  been  developed, 
common  carriers  for  both  the  medicare  and  medical  assistance  pro- 
grams are  authorized  to  issue  combined  checks  covering  payment  under 
both  programs,  and  common  provider  cost  report  forms  and  audits  are 
under  development. 

Medical  insurance  enrollment  and  premium  payments  for  assist- 
ance recipients  under  agreements  with  States  are  discussed  in  the 
following  chapter. 


CHAPTER  III 


Establishing  Beneficiary  Entitlement 

In  implementing  the  medicare  program,  an  intensive  effort  was  made 
to  assure  that  everyone  potentially  eligible  for  benefits  was  informed 
of  his  rights  under  the  program  and  of  the  action  necessary  on  his  part 
to  obtain  the  protection  it  offers.  Hospital  insurance  protection  is  pro- 
vided for  people  aged  65  and  over  who  are  entitled  to  monthly  social 
security  or  railroad  retirement  benefits.  In  addition,  people  now  65 
or  over  who  are  not  insured  under  either  the  social  security  or  the  rail- 
road retirement  programs  are  eligible  for  hospital  insurance  benefits 
under  special  transitional  provisions  of  the  law.1  Voluntary  supple- 
mentary medical  insurance  protection  is  available  to  virtually  all 
people  65  and  over,  provided  they  enroll  in  this  part  of  the  program 
and  pay  the  required  premiums. 

To  inform  people  65  or  over  of  their  right  to  enroll  for  medical  in- 
surance protection  and  to  inform  the  314  million  people  who  were  not 
on  the  social  security  or  railroad  retirement  benefit  rolls  of  their  need 
to  apply  to  establish  entitlement  for  hospital  insurance,  a  public  in- 
formation campaign  was  mounted,  followed  up  by  direct  contact  and, 
when  necessary,  recontact,  with  virtually  all  of  the  19  million  people 
aged  65  or  over  in  the  country.  This  was  a  matter  of  considerable 
urgency  since  the  original  enrollment  period  under  the  medical  insur- 
ance program  was  scheduled  to  end  on  March  31, 1966,2  for  people  who 
would  be  65  before  January  1,  1966 ;  those  who  did  not  sign  up  by  the 
deadline  would  not,  under  the  original  law,  have  another  opportunity 
to  enroll  until  2  years  later  and  would  be  required  to  pay  higher 
monthly  premiums. 

Initial  enrollment  activities 

Before  expiration  of  the  March  31  deadline,  the  Social  Security  Ad- 
ministration had  reached,  with  information  and  application  forms, 
just  about  all  of  the  19.1  million  people  who  would  be  65  or  over  on 
July  1,  1966.  In  the  fall  of  1965,  an  application  for  medical  insurance 
protection,  prepunched  and  preprinted  with  the  individual's  name 
and  social  security  account  number,  was  mailed,  together  with  an  in- 
formational pamphlet,  to  the  15y2  million  people  on  the  social  security 
and  railroad  retirement  benefit  rolls,  who  were  automatically  covered 
for  hospital  insurance  but  had  to  apply  for  medical  insurance  coverage. 
Returns  came  in  from  over  two-thirds  of  this  group  on  the  first  mail- 
ing, with  9  out  of  10  electing  to  enroll  for  medical  insurance  coverage. 
This  initial  contact  was  followed  by  subsequent  mailings  to  inform 
those  who  had  not  responded  and  those  who  had  declined  enrollment 
that  they  could  enroll  as  late  as  March  31.  Personal  contacts  were  made 

1  The  1967  amendments  to  these  provisions  are  outlined  in  app.  E. 
3  Public  Law  89-384  extended  this  deadline  to  May  31, 1966. 
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where  necessary  through  social  security  district  offices  and  by  older 
people  hired  for  this  purpose  by  the  Office  of  Economic  Opportunity. 

The  314  million  people  65  and  over  who  were  not  receiving  social 
security  or  railroad  retirement  benefits  had  to  file  for  both  hospital 
insurance  and  medical  insurance  protection.  Somewhat  over  a  million 
people  in  this  group  were  reached  individually  through  joint  projects 
with  State  and  local  welfare  agencies.  With  the  cooperation  of  the 
Internal  Revenue  Service,  a  simplified  punchcard  application  was 
mailed  to  another  million  people  over  65  who  were  not  beneficiaries. 
The  majority  of  those  who  received  this  mailing  were  insured  under 
social  security  but  were  not  eligible  to  receive  cash  benefits  because 
they  were  still  working  full  time.  They  were  entitled  to  medicare, 
however,  even  though  they  continued  to  work. 

The  Civil  Service  Commission  and  the  Social  Security  Administra- 
tion mailed  information  to  the  300,000  civil  service  annuitants  over 
65  who  were  not  social  security  beneficiaries.  This  group  is  eligible 
for  medical  insurance  protection  and  some  are  entitled  to  hospital 
insurance  protection  as  well. 

In  addition  to  the  various  projects  resulting  in  direct  contact  with 
most  people  65  or  over,  the  Social  Security  Administration  mailed 
information  about  the  program  to  the  administrators  of  homes  for 
the  aged  and  skilled  nursing  homes,  indicating  that  social  security  dis- 
trict office  personnel  would  be  glad  to  go  to  these  homes  to  take  appli- 
cations from  their  residents.  Excellent  cooperation  was  also  obtained 
from  television  and  radio  stations,  the  press,  employers,  unions,  senior 
citizen  organizations,  insurance  companies,  Blue  Cross  and  Blue  Shield 
organizations,  and  various  citizen  groups.  Hundreds  of  meetings  were 
held  with  the  cooperation  of  mayors  and  other  local  officials  and 
organizations  and,  as  a  result,  hundreds  of  thousands  of  people  who 
would  not  otherwise  have  been  reached  were  brought  in  contact  with 
social  security  representatives. 

The  Office  of  Economic  Opportunity,  in  a  special  project  called 
"Medicare  Alert,"  approved  grants  to  463  community  action  programs 
throughout  the  Nation  to  employ  older  people  on  a  part-time  basis 
to  help  contact  those  among  the  aged  who  were  most  difficult  to  reach. 
The  Medicare  Alert  projects  worked  closely  with  the  social  security 
district  offices  in  their  respective  service  areas.  Community  meetings 
and  programs  of  direct  personal  contacts  were  organized  to  be  sure 
that  the  hard-to-reach  groups  in  the  community—particularly  the  un- 
educated and  foreign-language  groups — were  given  an  opportunity  to 
make  an  informed  decision  about  enrolling. 

Assistance  was  received  from  many  other  Government  agencies  in- 
cluding the  Post  Office  Department — which  made  special  efforts  in 
behalf  of  the  medicare  enrollment  operation  even  during  the  1966 
Christmas  rush — and  the  Department  of  Agriculture — which  helped 
reach  people  in  rural  areas,  and,  through  rangers  in  its  Forest  Serv- 
ice, helped  reach  people  in  remote  areas.  And,  to  stress  the  importance 
of  signing  up  for  medical  insurance,  the  President  proclaimed  the 
month  of  March  1966  as  National  Medicare  Enrollment  Month. 

About  88  percent,  or  16.8  million,  of  the  19.1  million  people  who 
would  be  eligible  for  medical  insurance  coverage  on  July  1  had  en- 
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rolled  by  March  31.  When  the  extended  deadline  was  reached  on 
May  31,  17.2  million  (90  percent)  had  enrolled. 

By  July  1, 1966,  when  the  health  insurance  program  went  into  effect, 
18.9  million  people  had  established  entitlement  under  the  hospital 
insurance  program  and  17.6  million,  92  percent  of  those  eligible,  were 
enrolled  in  the  medical  insurance  program.3 

Ongoing  enrollment  activities 

Every  month  about  120,000  people  reach  age  65  and  are  offered  the 
opportunity  to  enroll  in  the  medical  insurance  program.  About  half 
of  them  are  already  on  the  social  security  cash  benefit  rolls.  These  ben- 
eficiaries are  identified  electronically  as  they  enter  their  enrollment 
period  and  are  advised  by  mail  of  their  right  to  enroll  in  the  medical 
insurance  program.  In  addition  to  those  who  may  enroll  upon  attain- 
ment of  age  65,  there  is  an  annual  general  enrollment  period  (from 
January  1  through  March  31) 4  for  certain  people  who  either  could 
have  enrolled  previously  and  did  not,  or  who  previously  disenrolled. 

A  number  of  the  methods  devised  during  the  initial  enrollment  pe- 
riod to  identify  potential  beneficiaries  who  were  not  entitled  to 
monthly  benefits  are  now  being  used  on  an  ongoing  basis.  From  com- 
bined social  security  and  Internal  Revenue  Service  sources,  about 
30,000  people  who  are  not  eligible  for  cash  benefits  can  be  identified 
each  month  as  they  enter  their  enrollment  period.  Programs  have  also 
been  established  with  hundreds  of  large  institutions  and  employers 
throughout  the  country  through  which  people  are  identified  as  they 
reach  65.  In  addition,  public  information  messages  emphasize  the  im- 
portance of  the  decision  on  enrollment  for  those  approaching  age  65. 

By  July  1,  1967,  19.4  million  people  were  entitled  to  hospital  insur- 
ance benefits  and  17.9  million  people,  92  percent  of  those  eligible,  were 
enrolled  in  the  medical  insurance  program.  In  the  6-month  enrollment 
period  from  October  1,  1967,  through  March  31,  1968,  some  700,000 
people  were  added  to  the  medical  insurance  rolls  in  addition  to  those 
who  enrolled  as  they  reached  age  65.  About  19.4  million  people  are  cur- 
rently entitled  to  hospital  insurance  benefits,  with  95  percent  of  those 
eligible  enrolled  for  medical  insurance  protection. 

Medical  insurance  premium  payments 

The  medical  insurance  program  is  financed  through  monthly  pre- 
miums paid  by  those  who  enroll  in  the  program ;  equivalent  matching 
payments  are  made  from  the  general  revenues  of  the  Federal  Gov- 
ernment. The  premium  rate  through  March  1968  was  $3  per  month.5 

The  premiums  of  people  receiving  social  security  cash  benefits  or 
railroad  retirement  or  Federal  civil  service  annuities  are  deducted 
from  their  monthly  benefit  checks.  People  not  receiving  monthly  ben- 
efits are  billed  quarterly  for  premiums  by  the  Social  Security  Admin- 
istration or  Railroad  Retirement  Board.  Premiums  may  be  paid  for 


3  A  State  and  regional  distribution  of  enrollments  as  of  July  1,  1966,  and  July  1,  1967, 
appears  in  app.  B,  exhibits  1  and  2,  respectively. 

4  Prior  to  the  enactment  of  the  1967  amendments,  general  enrollment  periods  were  to 
occur  in  the  last  3  months  of  each  odd-numbered  year. 

6  On  December  30,  1967,  the  Secretary  announced  a  $1  increase  to  $4  per  month,  begin- 
ning April,  1968.  For  a  statement  of  the  actuarial  assumptions  and  bases  employed  in 
arriving  at  the  amount  of  the  new  premium  rate,  see  app.  F. 
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as  long  as  a  year  in  advance,  and  for  individuals  financially  unable  to 
make  quarterly  payments,  arrangements  can  be  made  for  monthly 
payments. 

The  Social  Security  Administration  now  has  group  billing  arrange- 
ments with  approximately  125  organizations  to  pay  premiums  on  be- 
half of  groups  of  enrollees.  The  primary  advantage  of  these  group 
premium  payment  arrangements  is  that  they  make  possible  better  inte- 
gration of  the  group  medical  insurance  plans  with  medicare.  Some 
organizations  are  required  by  collective  bargaining  contracts  to  pay 
premiums  for  members  of  the  group ;  others  provide  medical  care  for 
their  members  and  use  medical  insurance  reimbursement  to  reduce  the 
cost  of  such  care  to  their  members. 

Enrollment  and  premium  payment  under  State  agreements 

Under  the  medicare  law,  States  were  permitted  to  enter  into  agree- 
ments with  the  Secretary,  based  on  a  request  made  before  January  1, 
1968,  to  buy  in — that  is,  to  enroll  and  pay  the  medical  insurance  pre- 
miums— for  public  assistance  recipients  aged  65  or  over  who  were 
receiving  money  payments  under  an  approved  public  assistance  plan.6 
The  State  may  limit  the  agreement  to  cover  only  individuals  who  are 
not  entitled  to  social  security  or  railroad  retirement  benefits  or  it  may 
include  those  entitled  to  such  benefits  as  well  as  those  who  are  not. 

As  of  June  30,  1967,  25  States  had  signed  agreements  enrolling 
approximately  1  million  public  assistance  money  payment  recipients 
in  the  medical  insurance  program.7  Largely  as  a  result  of  a  provision 
in  the  law  requiring  States  that  buy  in  to  make  available  to  all  public 
assistance  recipients  at  least  the  same  benefits  as  are  covered  under 
the  medical  insurance  program,8  a  number  of  States  decided  instead 
to  pay  cash  assistance  recipients  an  additional  $3  monthly  to  cover 
the  premium.  Undoubtedly,  many  people  would  have  been  unable  to 
afford  their  medical  insurance  protection  without  the  action  of  the 
States  that  "bought  in"  or  assisted  welfare  recipients  in  paying  the 
required  premiums. 

Before  entering  into  a  buy-in  agreement,  the  States  screened  their 
records  to  determine  the  correct  social  security  numbers  for  public 
assistance  recipents  who  were  to  be  included  under  the  agreements. 
They  also  determined  if  those  recipients  had  previously  enrolled  for 
medical  insurance  or  were  eligible  for  monthly  social  security  or  rail- 
road retirement  benefits.  The  initial  buy-in  enrollment  files  were  then 
furnished  to  the  Social  Security  Administration  before  the  effective 
date  of  the  agreement.  Accretions  and  deletions  to  this  file  are  reported 
to  the  Administration  monthly.  A  major  task  stemming  from  buy-in 
agreements  is  to  assure  that  premiums  are  not  deducted  from  the  social 
security  or  railroad  retirement  benefits  of  people  covered  by  these 
agreements.  Social  security  or  railroad  retirement  beneficiaries  who 
are  dropped  from  buy-in  agreements  have  3  months  after  such  action 
in  which  to  withdraw  from  medical  insurance  enrollment.  If  they  do 
not  withdraw,  premium  amounts  are  deducted  from  their  monthly 
cash  benefit  payments. 

6  Under  the  1967  amendments,  the  Jan.  1,  1968,  deadline  waa  changed  to  Jan.  1„  1970, 
and  States  may  also  buy  in  for  all  aped  people  eligible  to  receive  medical  assistance  under 
an  npproved  title  XIX  plan. 

7  A  list  of  these  States  and  the  estimated  number  of  recipients  for  whom  they  were 
paying  medical  Insurance  premiums  appears  in  app.  B,  exhibit  3. 

8  Repealed  by  the  1967  amendments. 
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Enrollment  withdrawals 

Eelatively  few  people  have  expressed  regrets  about  having  enrolled 
in  the  medical  insurance  program  or  any  desire  to  withdraw  from  the 
program.  People  whose  premiums  are  deducted  from  social  security, 
railroad  retirement,  or  Federal  civil  service  retirement  benefit  checks — 
the  vast  majority  of  enrollees —  had  their  first  opportunity  to  with- 
draw from  the  program  during  the  6-month  general  enrollment  period 
that  began  on  October  1,  1967.9  There  were  only  about  35,000  disen- 
rollments 10  in  the  general  enrollment  period — a  minor  fraction  of  1 
percent  of  those  who  could  disenroll — and,  as  previously  noted,  during 
the  same  period  an  additional  700,000  people  who  had  failed  to  take 
advantage  of  their  first  opportunity  to  enroll  enrolled  in  the  program. 

In  the  first  year  of  the  program,  a  monthly  average  of  1.7  million 
people  were  billed  directly  for  their  premiums.  (The  aggregate  num- 
ber was  higher  because  of  additions  to  and  deletions  from  the  direct- 
billing  lists  from  month  to  month.)  During  the  year,  there  were 
170,000  terminations  for  nonpayment  of  premiums.  However,  not  all 
of  these  terminations  can  be  ascribed  to  dissatisfaction  with  the  pro- 
gram. Terminations  of  enrollment  for  nonpayment  of  premiums  also 
were  due  to  inability  to  afford  the  premiums ;  some  people  in  this  cate- 
gory were  later  reenrolled  when  their  State  public  assistance  programs 
entered  into  buy-in  agreements  for  welfare  recipients. 

8  Under  the  1967  amendments,  beneficiaries  may  give  notice  of  withdrawal  at  any  time, 
effective  with  the  close  of  the  following  calendar  quarter. 

10  Excludes  about  5,000  disenrollments  of  foreign  residents  who  had  enrolled  erroneously. 


CHAPTER  IV 

Providers  of  Services 

In  establishing  health  and  safety  standards  for  participating  pro- 
viders under  the  provisions  of  the  law  and  in  applying  these  standards, 
the  Department  took  into  account  both  the  nature  and  extent  of  health 
services  available  to  beneficiaries  in  various  parts  of  the  country  and 
the  need  to  support  contemporary  standards  of  quality  and  provide 
maximum  impetus  to  the  upgrading  of  these  standards.  Excessively 
high  standards  would  limit  beneficiary  access  to  needed  care.  How- 
ever, relatively  low  standards  could  not  have  been  accepted  under  a 
program  of  so  vast  a  scope  as  medicare  without  undesirable  effects  on 
the  quality  of  health  services  provided  to  people  of  all  ages  throughout 
the  country. 

Conditions  of  participation 

The  formulation  of  the  conditions  of  participation  for  hospitals, 
extended  care  facilities,  home  health  agencies,  and  independent  labora- 
tories was  begun  by  a  joint  task  force  drawn  from  the  Public  Health 
Service,  the  Social  Security  Administration,  and  the  Social  and  Re- 
habilitation Service  (formerly  the  Welfare  Administration).  This 
task  force  studied  State  licensing  requirements  for  health  institutions 
and,  where  they  existed,  standards  in  use  by  national  organizations 
such  as  the  American  Hospital  Association,  Joint  Commission  on  Ac- 
creditation of  Hospitals,  American  Osteopathic  Association,  and  the 
National  Council  for  the  Accreditation  of  Nursing  Homes.  The  task 
force  consulted  with  organizations  and  experts  in  medicine,  nursing, 
and  related  fields. 

Based  on  its  own  studies  and  consultation  with  interested  organiza- 
tions, the  task  force  developed  draft  conditions  of  participation  for 
hospitals,  extended  care  facilities,  home  health  agencies,  and  for  the 
coverage  of  the  services  of  independent  laboratories,  and  submitted 
each  set  of  draft  conditions  to  a  special  work  group  of  non-government 
consultants  convened  to  offer  expert  advice.  The  consultant  work 
groups  included  representatives  of  the  American  Medical  Association, 
the  American  Hospital  Association,  the  American  Nurses'  Association, 
the  American  Nursing  Home  Association,  Blue  Cross  and  other  in- 
surers, the  Joint  Commission  on  Accreditation  of  Hospitals,  State 
health  and  welfare  administrators,  and  directors  of  various  extended 
care  facilities  and  hospitals.  The  comments  of  these  groups  were  re- 
viewed by  the  task  force  and  carefully  considered  in  the  preparation  of 
the  draft  conditions  of  participation  which  were  submitted  to  the 
Health  Insurance  Benefits  Advisory  Council  for  review. 

Following  review  and  approval  by  the  Health  Insurance  Benefits 
Advisory  Council,  the  draft  conditions  were  published  in  booklet  form 
and  distributed  to  all  institutions  identified  as  possible  participants 
and  to  the  State  agencies  which  would  survey  facilities  applying  to 


(31) 


32 


determine  if  they  met  the  conditions  of  participation.  The  release  of 
the  draft  conditions  permitted  institutions  wishing  to  participate  to 
consider  whether  changes  would  have  to  be  made  in  their  physical 
plants,  staffing  patterns,  and  so  forth,  in  order  to  participate. 

Proposed  regulations  incorporating  the  conditions  of  participation 
for  hospitals  were  published  in  the  Federal  Register  on  February  15, 
1966,  and  for  home  health  agencies  and  extended  care  facilities  on 
May  14,  1966.  Proposed  regulations  covering  conditions  for  coverage 
of  independent  laboratories'  services  were  published  on  June  22, 1966. 

Comments  were  made  by  many  interested  organizations,  institutions, 
and  individuals.  Many  of  the  suggestions  went  to  very  basic  questions 
which  required  thorough  analysis  before  they  could  be  properly  re- 
solved. In  many  instances,  a  series  of  communications  with  the  com- 
mentators was  required  to  satisfactorily  resolve  the  issues  raised.  A 
number  of  meetings  were  also  held  with  representatives  of  the  health 
care  industry  to  discuss  these  issues.  Every  effort  was  made  to  give  full 
and  careful  consideration  to  all  comments. 

The  conditions  of  participation  for  hospitals  were  published  as  final 
regulations  on  October  18,  1966.  The  conditions  for  coverage  of  serv- 
ices of  independent  laboratories  were  published  as  final  regulations  on 
December  16,  1966.  The  conditions  of  participation  for  extended  care 
facilities — whose  services  were  covered  starting  January  1,  1967 — 
were  published  as  final  regulations  on  October  28, 1967.  The  conditions 
of  participation  for  home  health  agencies  will  be  published  as  final 
regulations  in  the  near  future.  These  regulations  are  based  on  careful 
evaluation  and  reevaluation  by  all  interested  parties  and  represent  the 
best  professional  and  administrative  judgments  about  the  conditions 
that  should  appropriately  be  required  of  institutions  seeking  to  par- 
ticipate in  the  medicare  program. 

Certification  as  providers 

Health  facilities  are  certified  to  participate  in  medicare  if  they  are 
in  "substantial  compliance"  with  the  conditions  of  participation — that 
is,  if  they  can  be  found  to  meet  all  of  the  specific  statutory  require- 
ments, and  if  they  are  operating  in  accordance  with  all  other  health 
and  safety  conditions  of  participation  without  any  serious  deficiencies. 
Hospitals  accredited  by  the  Joint  Commission  on  Accreditation  of 
Hospitals  or  the  American  Osteopathic  Association  are  deemed  to  meet 
all  of  the  conditions  of  participation,  except  for  the  utilization  review 
requirement.1  Hospitals  not  so  accredited,  extended  care  facilities, 
home  health  agencies,  and  independent  laboratories  must  be  found  to 
meet  the  conditions  by  the  State  agencies  that  survey  such  facilities  on 
behalf  of  the  program. 

Providers  of  services  which  have  deficiencies  in  one  or  more  of  the 
conditions  of  participation  may  nevertheless  be  found  to  be  in  substan- 
tial compliance  if  the  deficiency  (1)  does  not  involve  failure  to  meet  a 
specific  statutory  requirement,  (2)  does  not  interfere  with  adequate 
patient  care,  (3)  does  not  represent  a  hazard  to  patient  health  or 
safety,  and  (4)  is  one  which  the  institution  is  making  reasonable  plans 

1  By  statute,  a  hospital  accredited  by  the  JCAH  is  automatically  eligible  to  participate 
if  it  meets  the  utilization  review  requirement.  The  law  also  provides  that,  if  the  Secretary 
finds  that  accredlitaition  by  the  American  Osteopathic  Association  or  any  other  national 
accreditation  body  gives  reasonable  assurance  that  any  or  all  of  the  conditions  of  partici- 
pation are  met,  he  may  treat  any  institution  or  agency  so  accredited  as  meeting  those  con- 
ditions of  participation.  The  Secretary  has,  by  regulation,  recognized  the  AOA  accredita- 
tion program  for  hospitals  surveyed  after  March  1966,  or  under  hew  standards  which 
the  AOA  released  in  November  1965. 
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and  efforts  to  correct.  Consultative  services  are  made  available  by  the 
State  agencies  to  help  providers  complete  their  plans  for  correcting 
all  deficiencies. 

The  regulations  provide  that  the  initial  certifications  of  hospitals  and 
home  health  agencies  found  to  be  in  substantial  compliance  are  for  a 
period  of  2  years.  If  deficiencies  in  one  or  more  of  the  conditions  are 
found  on  initial  survey,  a  resurvey  must  be  made  by  the  State  agency 
within  18  months,  or  earlier,  depending  on  the  nature  of  the  deficien- 
cies. The  regulations  provide  that  extended  care  facilities  and  inde- 
pendent laboratories  must  be  recertified  after  a  period  of  1  year,  or, 
if  deficiencies  were  detected  on  the  initial  survey,  within  9  months. 

If  a  provider  is  surveyed  or  resurveyed  and  is  determined  not 
to  be  in  compliance,  or  no  longer  in  compliance  with  the  conditions 
of  participation,  the  State  agency  will  inform  the  Social  Security 
Administration  of  this  fact.  The  Social  Security  Administration,  in 
turn,  will  act  on  the  State  agency's  finding — terminating  the  pro- 
vider's contract,  if  appropriate.  If  the  provider  disagrees  with  the 
Administration's  decision,  it  may  request  a  review  of  the  decision, 
and  will  be  afforded  an  administrative  review  of  the  determination 
by  the  Social  Security  Administration. 

Where  denial  of  participation  to  providers  would  seriously  limit 
the  access  of  beneficiaries  to  needed  services  because  of  such  factors  as 
isolated  location  or  the  absence  of  sufficient  facilities  in  an  area,  the 
institution  may,  upon  recommendation  of  the  State  agency,  be  ap- 
proved as  a  provider  of  services.  Such  approvals  are  granted  only 
where  the  institution  has  no  deficiencies  which  would  jeopardize  the 
health  and  safety  of  patients  and  is  making  the  best  use  of  existing 
resources  to  improve  its  services.  Such  special  certification  was  not 
extended  to  tuberculosis  or  psychiatric  hospitals  or  to  independent 
laboratories.2 

Hospitals  and  home  health  agencies  with  these  special  certifications 
are  resurveyed  within  12  months,  or  sooner  if  the  State  agency  be- 
lieves it  appropriate.  If,  on  resurvey,  it  is  determined  that  the  pro- 
vider has  not  corrected  serious  deficiencies  and  that  the  factor  of 
limited  access  no  longer  applies,  the  provider's  participation  is  ter- 
minated. Most  of  the  institutions  which  were  granted  such  special 
certifications  have  been  cooperating  with  State  agencies  to  effect  needed 
improvements  in  their  services  and  have  made  considerable  progress 
toward  eliminating  the  problems  which  stood  in  the  way  of  their  being 
found  in  substantial  compliance  with  the  conditions  of  participation. 

Certification  of  hospitals 

The  process  of  bringing  hospitals  into  the  program  began  with  the 
mailing  of  a  general  informational  pamphlet  and  a  question  and 
answer  booklet  to  10,000  institutions.  By  January  1966  the  State  agen- 
cies had  narrowed  the  number  of  institutions  which  might  meet  the 
statutory  definition  of  a  hospital  to  about  8,000  institutions.  In  Febru- 
ary, applications  were  sent  through  the  State  agencies  to  these  8,000 
institutions  for  their  use  in  requesting  participation  In  the  hospital 
insurance  part  of  the  program.  Over  90  percent  of  these  institutions 
applied  for  participation  and  the  State  agencies,  working  closely 

2  For  discussion  of  the  conditions  under  which  extended  care  facilities  were  granted 
conditional  certification,  see  pp.  34  and  35. 
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with  the  social  security  regional  offices  and  the  Public  Health  Service, 
began  the  intensive  effort  that  was  required  to  determine  hospital  elig- 
ibility for  participation  in  the  program.  This  involved  reviewing  ap- 
plications, conducting  onsite  surveys,  and  consulting  with  many  insti- 
tutions to  help  them  take  corrective  action  necessary  to  meet  the  condi- 
tions of  participation.  It  also  required  the  evaluation  of  more  than 
7,000  utilization  review  plans  submitted  by  hospitals,  including  the 
approximately  3,800  hospitals  accredited  by  either  the  Joint  Com- 
mission on  Accreditation  of  Hospitals  or  the  American  Osteopathic 
Association. 

By  July  1, 1966,  over  6,200  hospitals  had  been  certified  as  eligible  to 
participate  in  the  program.  By  the  end  of  the  first  year  of  operations, 
an  additional  600  hospitals  had  been  certified  to  participate  in  the 
program,  bringing  the  total  to  well  over  6,800  hospitals,  representing 
approximately  1.2  million  beds.  While  the  6,400  participating  general 
hospitals  constitute  about  93  percent  of  the  total,  their  811,000  beds  are 
only  69  percent  of  the  total  in  hospitals  certified  to  participate  in 
medicare.  The  other  7  percent  of  the  participating  hospitals  are  psychi- 
atric and  tuberculosis  institutions,  having  a  combined  total  of  346,000 
beds.3  Approximately  2,400  hospitals  were  certified  with  deficiencies ; 
of  these,  about  600  were  granted  speciaf  certification  to  assure  bene- 
ficiary access  and  require  special  attention  by  the  State  agencies  to 
insure  that  the  hospitals  correct  deficiencies. 

As  of  July  31,  1967,  an  additional  260  hospitals,  though  not  par- 
ticipating in  the  program  on  a  regular  basis,  met  special  requirements 
for  coverage  of  emergency  services. 

Certification  of  extended  care  facilities 

To  assure  that  interested  institutions  would  have  an  opportunity 
to  qualify  for  participation  by  the  January  1967  effective  date  for  the 
coverage  of  extended  care  services,  State  agencies  mailed  applications 
to  over  13,000  nursing  homes  in  mid- 1966.  They  began  immediately  to 
make  followup  contact  to  provide  advice  and  assistance  to  facilities 
which  needed  help  in  meeting  the  conditions  of  participation.  By  De- 
cember 1966,  nearly  6,000  facilities  had  filed  applications,  onsite  sur- 
veys were  being  completed,  and  the  other  steps  in  the  certification 
process  were  well  underway. 

Many  nursing  homes  had  to  make  substantial  changes  and  improve- 
ments in  order  to  be  in  position  to  provide  the  relatively  intensive, 
short-term  services  covered  under  medicare.  Most  nursing  homes,  for 
example,  had  to  develop  written  patient  care  policies ;  almost  all  had 
to  negotiate  transfer  agreements  with  hospitals  and  to  develop  utiliza- 
tion review  plans.  Frequently,  these  facilities  also  lacked  professional 
direction  of  one  or  more  of  the  services  offered  by  the  institution,  and 
arrangements  had  to  be  made  for  regular  consultation  by  qualified 
dietitians,  pharmacists,  social  workers,  and  others.  The  shortage  of 
nursing  personnel  posed  problems  for  many  institutions.  For  that 
reason,  the  guidelines  for  certification  permitted,  in  some  instances, 
temporary  conditional  certification  of  facilities  which  were  found  to 
be  deficient  in  meeting  the  requirement  that  they  have  at  least  one 

3  A  table  showing  the  number  of  participating  hospitals  and  beds  In  each  State  appears 
In  app.  C,  exhibit  1. 
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registered  professional  nurse  or  qualified  licensed  practical  nurse  (a 
graduate  of  a  State-approved  school  of  practical  nursing)  on  duty  at 
all  times  and  in  charge  of  nursing  activities  during  each  tour  of 
duty.4 

By  January  1,  1967,  when  the  extended  care  benefit  provisions  went 
into  effect,  approximately  2,800  facilities  were  in  substantial  com- 
pliance with  the  conditions  of  participation ;  and  over  the  Nation  the 
number  of  participating  extended  care  facilities  was  reasonably  ade- 
quate. However,  there  were  States  and  geographical  areas  within 
States  where  extended  care  beds  were  in  short  supply.  State  agencies 
turned  their  attention  to  identifying  areas  with  such  shortages  and 
assisting  institutions  which  had  the  potential  for  meeting  medicare 
standards  to  upgrade  their  facilities  and  services.  By  July  31,  1967, 
as  a  result  of  the  assistance  provided  by  the  State  agencies,  an  addi- 
tional 1,400  facilities  had  been  approved  for  participation.  This 
brought  the  total  number  of  participating  extended  care  facilities  to 
4,160.5 

Certification  of  home  health  agencies 

In  1965,  when  the  medicare  law  was  enacted,  it  seemed  unlikely 
that  the  existing  home  health  services  in  the  country  would  be  adequate 
to  assure  the  availability  of  covered  services.  Agencies  providing 
nursing  service  in  the  home  were  concentrated  in  large  metropolitan 
areas,  and  a  large  number  of  these  were  not  providing  one  therapeutic 
service  in  addition  to  nursing,  as  required  by  the  medicine  law. 

Assisted  by  Public  Health  Service  special  grant  funds  and  consulta- 
tion, State  health  departments  launched  an  intensive  drive  to  stimu- 
late the  establishment  of  new  agencies  and  the  expansion  and  strength- 
ening of  existing  ones.  Through  this  effort,  approximately  1,200  agen- 
cies were  able  to  qualify  for  participation  by  July  1,  1966.  Continued 
efforts  by  State  agencies  after  July  1  led  to  the  certification  of  some 
700  additional  agencies6  by  July  31,  1967,  bringing  the  total  to  1,849, 
about  60  to  65  percent  of  which  are  subdivisions  of  local  public  health 
departments.7  Some  areas  are  still  not  served  by  a  participating  home 
health  agency.  Available  home  health  services  have  been  underutilized 
in  other  areas  and,  in  those  areas,  participating  agencies  have  experi- 
enced financial  difficulties.  State  agencies  and  the  Department  of 
Health,  Education,  and  Welfare  have  assisted  such  agencies  financially 
and  by  disseminating  information  on  the  availability  of  their  services. 

Certification  of  independent  laboratories 

The  proposed  regulations  embodying  the  conditions  for  coverage  of 
the  services  of  independent  laboratories  were  published  on  June  22, 
1966.  However,  it  was  not  considered  desirable  to  finally  certify  labora- 
tories until  the  regulations  had  been  issued.  Therefore,  an  interim 
arrangement  was  established  to  permit  payment  for  services  rendered 

4  Such  conditional  certification  of  extended  care  facilities  expired  on  Apr.  1,  1968.  Of 
the  250  facilities  granted  such  conditional  certification,  over  200  now  meet  the  require- 
ments for  regular  certification  ;  others  have  withdrawn  as  providers  or  have  had  their 
participation  terminated. 

6  A  table  showing  the  distribution  of  participating  extended  care  facilities  by  State, 
appears  in  app.  C,  exhibit  2. 

6  Includes  some  250  subunits  of  seven  State  health  departments  which  had  not  previously 
been  certified  as  separate  agencies. 

7  A  table  showing  the  distribution  of  participating  home  health  agencies,  by  State, 
appears  in  app.  C,  exhibit  2. 
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until  May  15, 1967,  by  apparently  qualified  laboratories.  When  formal 
certification  activities  began  in  December  1966,  State  agencies  had  to 
survey  more  than  2,700  laboratories  which  had  submitted  applications. 
By  July  1967,  almost  2,400  of  these  had  been  approved  for  partici- 
pation.8 

Following  completion  of  most  of  the  initial  certifications,  State 
agencies,  along  with  the  Social  Security  Administration  and  the  Na- 
tional Communicable  Disease  Center  of  the  Public  Health  Service, 
began  addressing  themselves  to  the  question  of  the  eligibility  of  the 
approximately  400  laboratories  whose  directors  did  not  have  the  edu- 
cational requirements  specified  in  the  regulations.  Under  the  regula- 
tions, these  laboratories  had  an  interim  approval  until  July  31,  1967. 
After  that  date,  they  could  qualify  only  by  substituting,  for  specified 
education  requirements,  successful  participation  by  the  director  in  a 
Public  Health  Service  approved  examination.  By  the  end  of  the  first 
year  of  operation,  these  examinations  were  being  administered 
throughout  the  country." 

Utilization  revi&w  of  hospital  and  extended  care  services 

The  purpose  of  medicare's  utilization  review  requirement  for  hos- 
pitals and  extended  care  facilities  is  to  promote  the  most  efficient  use 
of  available  services  and  facilities. 

To  participate  in  medicare,  a  hospital  or  extended  care  facility  must 
have  in  effect  a  utilization  review  plan  which  provides  for  (1)  the 
review,  on  a  sample  or  other  basis,  of  the  medical  necessity  for  inpa- 
tient admissions,  the  length  of  stay,  and  the  professional  services 
furnished  and  (2)  the  review  of  each  long- stay  case  (that  is,  a  case 
of  continuous  extended  duration)  within  a  week  of  the  last  day  of  the 
period  of  extended  duration  by  a  staff  committee  of  the  institution,  or 
an  outside  group,  whose  membership  includes  at  least  two  physicians 
and  may  include  other  professional  personnel. 

The  health  care  professions  had  recognized  for  some  time  the  need 
for  mechanisms  which  would  assure  quality  care  to  patients  through 
sound  utilization  of  institutional  facilities  and  professional  services. 
As  a  result,  the  concept  of  utilization  review  as  a  function  of  the 
professional  medical  community  has  received  increasingly  widespread 
support  over  the  years.  Before  medicare,  however,  only  about  1,000 
hospitals  had  utilization  review  committees.  Today,  all  of  the  almost 
7,000  hospitals  and  4,500  extended  care  facilities  participating  in  the 
program  have  utilization  review  committees. 

While  the  establishment  of  these  utilization  review  committees  is, 
in  itself,  an  important  impetus  to  efficient  and  appropriate  utilization 
of  health  facilities,  much  remains  to  be  done  in  assuring  that  the  full 
potential  of  utilization  review  is  realized.  Recognizing  the  inexper- 
ience of  many  providers  in  the  area  of  utilization  review,  the  Social 
Security  Administration  has  undertaken  a  number  of  projects  to  pro- 
mote understanding  of  the  objectives  of  utilization  review  and  uni- 
formity in  its  application.  Instructions  have  been  issued  to  all  State 
agencies  and  fiscal  intermediaries  outlining  their  respective  roles  in 

6  Their  distribution  by  State  is  reflected  in  app.  C.  exhibit  3. 

8  Regulations  provide  for  continued  approval  of  directors  who  lack  the  specified  educa- 
tional requirements,  based  upon  successful  participa/tion  by  their  laboratories  in  State- 
operated  or  State-approved  programs  of  proficiency  testing. 
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assessing  the  effectiveness  of  utilization  review  activities  in  partic- 
ipating providers.  In  April  1967,  officials  of  the  State  agencies  were 
brought  to  Baltimore  to  attend  a  conference,  part  of  which  was  devoted 
to  a  discussion  of  State  agency  utilization  review  activities.  Similiar 
discussions  were  held  with  hospital  insurance  intermediaries  at  Social 
Security  Administration  regional  offices  last  fall.  Since  that  time,  the 
Social  Security  Administration  has  continued  to  work  closely  with 
State  agencies  and  intermediaries  to  assure  effective  utilization  review 
in  participating  hospitals  and  extended  care  facilities.  As  part  of  this 
effort,  the  State  agencies  are  to  obtain  detailed  information  about  the 
composition  and  functioning  of  utilization  review  committees  and  the 
positive  effects  the  committees  have  on  utilization  of  services. 

Applicability  of  title  VI  of  the  Civil  Rights  Act 

In  addition  to  meeting  the  quality  standards  established  under  the 
health  insurance  legislation,  hospitals,  extended  care  facilities,  and 
home  health  agencies  wishing  to  participate  in  the  medicare  program 
must  be  in  compliance  with  title  VI  of  the  Civil  Rights  Act  of  1964. 
In  its  application  to  medicare,  the  Civil  Rights  Act  requires  that 
hospitals,  nursing  homes,  and  other  institutions  participating  in  the 
program  must  provide  access  to  their  services  and  facilities  without 
regard  to  the  race,  color,  or  national  origin  of  a  patient ;  that  ancillary 
services  and  facilities  be  equally  available  to  all  people,  and  that  the 
staff  be  recruited  and  employed  in  a  nondiscriminatory  manner.  To 
meet  these  requirements  of  law,  an  institution  must  engage  in  no  dis- 
crimination, separation,  or  other  distinction  on  the  basis  of  race,  color, 
or  national  origin  in  providing  services,  facilities,  or  any  other  activi- 
ties which  influence  the  admission,  care,  or  treatment  of  patients. 

Every  effort,  including  enlisting  the  aid  of  professional  groups  and 
other  organizations,  has  been  made  by  the  Department  of  Health,  Edu- 
cation, and  Welfare  to  secure  voluntary  compliance  of  institutions 
with  the  civil  rights  requirements.  Almost  all  of  the  hospitals  and  ex- 
tended care  facilities  which  applied  to  participate  are  now  in  com- 
pliance with  the  civil  rights  requirements.  As  of  July  31,  1967,  ap- 
proximately 55  hospitals  that  had  been  determined  to  meet  the  other 
conditions  of  participation  were  not  participating  because  they  did 
not  have  clearance  under  title  VI  of  the  Civil  Rights  Act.  Roughly 
100  additional  hospitals  that  probably  could  meet  medicare  standards 
had  not  applied  for  participation  due  to  the  civil  rights  requirements. 
By  June  30,  1967,  fewer  than  20  extended  care  facilities  that  had  sub- 
mitted complete  applications  to  participate  were  not  participating  in 
the  program  because  of  failure  to  comply  with  the  civil  rights  require- 
ments. Eighty  additional  facilities  had  not  yet  submitted  all  of  the 
information  asked  of  applying  institutions,  so  that  determinations  of 
their  civil  rights  status  were  still  pending. 

A  number  of  extended  care  facilities  meeting  the  conditions  of  par- 
ticipation have  not  applied  for  various  reasons.  In  some  cases,  they  are 
filled  and  have  long  waiting  lists  of  patients  seeking  admission  so 
that  there  is  little  inducement  for  them  to  participate  if  they  think 
reimbursement  under  medicare  is  more  restrictive  than  the  reimburse- 
ment they  might  otherwise  obtain.  And,  of  course,  still  other  potenti- 
ally eligible  extended  care  facilities  have  not  applied  because  of  reser- 
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vations  about  the  civil  rights  requirements.  Because  there  are  such 
varied  reasons  for  extended  care  facilities  not  having  applied  for 
participation  in  the  program,  it  is  difficult  to  determine  what  effect 
the  civil  rights  requirements  have  had  on  the  decision  of  otherwise 
eligible  facilities  to  decline  participation  in  the  medicare  program. 

There  have  been  no  indications  that  the  civil  rights  requirements  had 
a  significant  effect  on  the  participation  of  home  health  agencies  in 
the  medicare  program. 


CHAPTEK  V 


Hospital  Insurance  Operations 

Along  with  the  establishment  of  the  administrative  organization  for 
the  program,  the  beneficiary  rolls,  and  provider  participation,  the  prin- 
ciples of  reimbursement  for  provider  costs  were  formulated  and  a 
nationwide  system  for  the  payment  of  hospitals  and  other  providers 
was  designed  and  implemented.  As  with  many  other  aspects  of  pro- 
gram implementation,  the  experience  of  existing  public  and  private 
programs  could  be  used  as  a  basis  for  planning.  At  the  same  time,  there 
were  a  number  of  factors  arising  from  the  nature,  provisions  and  the 
very  scope  of  the  medicare  program  that  created  policy  and  adminis- 
trative problems  requiring  unique  solutions.  The  goals  sought  for  the 
reimbursement  system  were  (1)  that  the  intent  of  the  law  be  carried 
out  as  simply  and  efficiently  as  possible,  and  (2)  that  reimbursement 
be  equitable  for  beneficiaries,  providers,  and  the  social  security  con- 
tributors and  general  taxpayers  who  support  the  hospital  insurance 
program. 

Principles  of  reimbursement 

The  principles  of  reimbursement  for  provider  costs  are  designed  to 
assure  that  the  program  will  meet  all  of  the  costs,  but  only  the  costs,  of 
providing  covered  services  to  medicare  beneficiaries.  All  necessary  and 
proper  provider  expenses  related  to  the  care  furnished  beneficiaries 
are  recognized — including  educational  costs,  normal  standby  costs,  bad 
debts  arising  from  beneficiary  failure  to  meet  deductible  and  coinsur- 
ance amounts,  interest  on  borrowed  operational  funds  and  capital, 
straight  line  or  accelerated  depreciation  on  buildings  and  equipment, 
and  allowance  in  lieu  of  costs  not  otherwise  specifically  recognized  and, 
in  the  case  of  proprietary  institutions,  a  return  on  equity  capital.1  The 
methods  for  determining  the  share  of  allowable  costs  to  be  borne  by  the 
program  are  designed  to  provide  a  more  precise  apportionment  of 
costs  between  beneficiaries  and  nonbeneficiaries  than  could  be  obtained 
by  the  average  per  diem  cost  method  commonly  used  in  hospital  cost 
reimbursement.  This  is  in  line  with  the  statutory  directive  that  the  cost 
of  covered  services  to  beneficiaries  not  be  passed  on  to  nonbeneficiaries, 
nor  the  cost  of  services  to  nonbeneficiaries  borne  by  the  program. 

In  developing  the  medicare  reimbursement  principles — which,  to 
a  considerable  degree,  are  based  on  the  American  Hospital  Association 
principles  of  payment  for  hospital  care  as  they  existed  at  the  time  the 
law  was  enacted — the  Social  Security  Administration  conducted  an 
intensive  program  of  research  and  consultation  with  national  orga- 
nizations and  established  prepayment  organizations  which  had  de- 
veloped comparable  reimbursement  principles  in  the  past.  Those  con- 
sulted included  the  American  Hospital  Association,  the  Blue  Cross 

1  The  law  was  amended  to  provide  for  a  return  on  equity  capital  for  proprietary  institu- 
tions by  section  7  of  Public  Law  89-713,  enacted  November  2,  1966. 
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Association,  the  American  Medical  Association,  the  American  Associ- 
ation of  Hospital  Accountants,  individual  Blue  Cross  plans,  State  and 
Federal  agencies  which  purchase  health  services,  individual  hospital 
directors  and  comptrollers,  and  nationally  recognized  authorities  in 
the  field  of  health  care  costs.  No  aspect  of  the  program  was  more  care- 
fully considered  by  the  Administration  or  by  the  Health  Insurance 
Benefits  Advisory  Council,  which  endorsed  the  principles  at  each  stage 
of  development  and  promulgation.  And,  in  addition,  the  Senate  Com- 
mittee on  Finance  reviewed  the  proposed  principles  in  executive  ses- 
sion in  May  1966. 

Nonetheless,  the  principles  were  the  subject  of  intense  controversy 
throughout  their  development,  promulgation,  and  implementation.  On 
the  one  hand,  the  principles  were  criticized  by  some  as  overly  liberal 
in  allowing  depreciation  on  assets  financed  by  public  funds — an  allow- 
ance required  by  statutory  direction  that  medicare  meet  the  full  cost 
of  services  to  its  beneficiaries — and  in  providing  an  allowance  in  lieu 
of  specific  recognition  of  other  costs — an  allowance  considered  neces- 
sary in  view  of  the  lack  of  precision  in  hospital  cost  finding.  On  the 
other  hand,  the  principles  were  criticized  by  others  on  the  grounds 
that  they  make  insufficient  contribution  to  the  capital  needed  to  re- 
place, expand,  and  improve  health  facilities  and  because  they  do  not 
contribute  to  costs  of  services  provided  to  nonbeneficiaries  and  which 
are  not  fully  reimbursed. 

The  Department  is  concerned  by  the  unanswered  questions  in  hos- 
pital financing  that  are  the  underlying  basis  for  criticism  of  the  medi- 
care principles  of  reimbursement.  The  problems  faced  by  some  hos- 
pitals in  financing  needed  improvements  in  their  facilities  require 
solution.  The  question  of  how  these  needs  should  be  met  involves  the 
development  of  public  policy  regarding  the  respective  roles  of  the 
Federal  Government,  State  and  local  governments,  community  action, 
private  philanthropy  and  patient  income  in  hospital  financing,  and 
legislation  to  implement  this  policy.  Federal  support  may  be  furnished 
through  grant  or  loan  programs  or  through  programs  that  pay  for 
patient  care,  and  these  alternative  approaches  must  be  considered  in 
the  context  of  the  need  for  comprehensive  planning  to  improve  and 
expand  our  health  resources. 

The  Department  is  engaged  in  an  intensive  effort  to  find  solutions  to 
problems  in  the  delivery  and  financing  of  health  care  services  by  bring- 
ing leading  experts  in  the  health  care  field  together  to  exchange  views 
at  a  number  of  general  conferences,  and  to  develop  specific  recom- 
mendations through  special  advisory  groups.  One  example  is  the  Na- 
tional Advisory  Commission  on  Health  Facilities,  which  is  studying 
the  problem  of  meeting  and  financing  the  Nation's  long-  and  short- 
range  needs  for  hospitals  and  other  health  care  facilities. 

The  Department  is,  however,  especially  mindful  of  the  impact  that 
reimbursement  under  medicare  has  on  hospital  financing,  not  only 
because  payment  for  the  services  of  so  large  a  proportion  of  the  patient 
population  is  being  made  under  the  program,  but  also  through  the  in- 
fluence that  its  principles  of  reimbursement  will  have  on  the  reim- 
bursement approaches  adopted  by  other  public  and  private  programs. 
For  this  reason,  the  Department  is  conducting  a  careful  review  of  all 
aspects  of  medicare's  principles  of  reimbursement  in  light  of  the  im- 
pact of  medicare  on  the  financial  condition  of  hospitals. 
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At  the  same  time,  the  Department  is  giving  high  priority  to  the 
provision  of  the  1967  amendments  authorizing  experimentation  with 
various  methods  of  reimbursement  with  a  view  to  the  creation  of  addi- 
tional incentives  to  efficiency  and  economy  while  supporting  high- 
quality  services.  The  overall  objective  sought  by  this  review  and  ex- 
perimentation is  to  assure  that  the  health  care  paid  for  under  the 
program  will  be  of  high  quality,  be  provided  as  efficiently  and  eco- 
nomically as  possible,  and  be  paid  for  in  the  most  equitable  way  that 
can  be  devised. 

Provider  payment 

A  major  goal  of  program  administration  has  been  to  provide  in- 
terim reimbursement  to  providers  on  a  current  basis  to  avoid  the 
serious  financial  problems  that  providers  would  face  if  working  capi- 
tal were  tied  up  in  medicare  accounts  receivable.  Months  before  the 
program  went  into  effect,  procedures  were  being  designed  to  assure 
timely  payment  to  providers.  These  procedures  are  continually  re- 
viewed and  modified  in  the  light  of  program  experience. 

Under  the  procedures  in  effect  from  the  start  of  program  operations, 
interim  payments  approximating  a  provider's  actual  costs  are  made, 
at  least  monthly,  and  in  most  cases  weekly,  by  intermediaries  as  bills 
for  covered  services  are  submitted.  Intermediaries  make  appropriate 
adjustments  in  the  interim  rate  of  payment  and  lump-sum  payments 
to  bring  past  payments  in  line  with  costs  during  the  reporting  period. 
A  retroactive  adjustment  based  on  the  actual  costs  is  made  at  the  end 
of  the  provider's  reporting  period. 

In  addition  to  the  basic  procedure  of  making  interim  reimburse- 
ment after  bills  have  been  submitted,  payments  may  also  be  made, 
upon  request  by  the  provider,  to  reimburse  currently  as  services  are 
furnished  to  beneficiaries  prior  to  the  submission  of  bills.  The  amount 
of  payment  is  based  on  the  average  costs  incurred  by  the  provider  in 
rendering  covered  services  as  estimated  from  data  derived  from  pro- 
vider and  intermediary  records  and  adjusted  periodically  to  reflect  the 
provider's  most  current  experience  under  the  program. 

In  response  to  reports  that  some  hospitals  were  experiencing  finan- 
cial difficulty  because  medicare  billings  were  'being  delayed  for  various 
reasons,  intermediaries  are  authorized  to  make  accelerated  payments 
on  account  if  the  provider  is  able  to  demonstrate  that  its  working  cap- 
ital position  is  being  impaired  as  a  result  of  hospital  billing  or  inter- 
mediary processing  delays  and  that  it  would  have  difficulty  in  meeting 
current  financial  obligations.  The  amount  of  the  payment  is  a  per- 
centage of  the  cost  of  covered  services  rendered  to  beneficiaries  for 
which  billings  have  not  been  submitted  or  are  pending  in  the  inter- 
mediary's office,  less  the  applicable  deductibles  and  coinsurance 
amounts. 

In  addition  to  the  procedures  discussed  above,  the  Social  Security 
Administration  has  made  available  an  entirely  new  approach  to  interim 
reimbursement  for  hospital  services.  This  new  approach  will  not  only 
eliminate  the  need  for  itemization  of  charges  on  individual  bills  and 
assure  a  steady  flow  of  medicare  funds  to  hospitals,  but  may  also  be- 
come a  prototype  for  payment  procedures  under  other  large  scale 
hospital  and  insurance  operations.  The  new  interim  payment  pro- 
cedure provides  fixed  periodic  interim  payments  on  the  basis  of  the 
hospital's  medicare  cost  experience,  adjusted  for  changes  in  medicare 
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utilization,  price  and  wage  levels,  new  or  expanded  services,  and  other 
significant  factors  rather  than  on  the  basis  of  individual  bills.  Interim 
payments  under  this  procedure  are  generally  on  a  weekly  basis  and 
are  made  without  regard  to  medicare  utilization  during  the  particular 
payment  period.  The  hospital  is  required  to  submit  the  necessary 
utilization  information  and  interim  payments  are,  of  course,  subject 
to  adjustment  based  on  actual  costs  during  the  reporting  period. 

Claims  experience 

During  the  first  year  of  medicare,  over  $2.5  billion  was  paid  out 
under  the  hospital  insurance  program.  (This  amounted  to  $132  per 
covered  individual.)  The  $2.5  billion  represents  amounts  drawn  from 
the  Federal  Hospital  Insurance  Trust  Fund  for  hospital  insurance 
benefit  payments  in  the  year  ending  June  30,  1967,  and  does  not  in- 
clude amounts  withdrawn  later  for  services  rendered  through  that 
date. 

The  gradual  increase  in  monthly  benefit  payments — from  a  low  of 
$3.8  million  in  the  first  full  month  of  operations,  to  $210  million  in 
January  1967  and  $292.9  million  in  June  1967 — is  shown  in  the  follow- 
ing chart.2 
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Total  hospital  insurance  benefit  payments  during  fiscal  1967  ($2,508 
billion)3  exceeded  by  $170  million  the  $2,338  billion  in  benefits  esti- 
mated for  the  first  year  of  operation.  This  7  percent  difference  was 
caused  primarily  by  a  more  rapid  increase  in  hospital  costs  than  had 
been  anticipated  in  the  original  estimates.  However,  net  contribution 

2  A  distribution  of  total  hospital  insurance  benefit  payments,  by  State,  in  the  year  ending 
June  30,  1967,  appears  in  app.  D,  exhibit  1. 

3  Excludes  $17  million  of  intermediary  benefit  payments  in  fiscal  year  1967,  which  had 
not  cleared  through  the  Treasury  before  July  1,  1967. 
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income  of  $2,689  billion  was  $304  million  more  than  estimated  (due  to 
increases  in  earnings  greater  than  had  been  assumed).  As  a  result,  the 
excess  of  contributions  over  benefits  was  $134  million  more  than  ex- 
pected. The  trust  fund  ended  the  year  with  a  balance  of  $1.3  billion. 

Of  the  5.4  million  claims  approved  for  payment  under  the  hospital 
insurance  program  and  recorded  in  the  Social  Security  Administra- 
tion's records  for  the  year  ending  June  30,  1967,  85  percent  were  for 
inpatient  hospital  care,  6  percent  were  for  outpatient  hospital  diag- 
nostic services,  6  percent  were  for  extended  care  services  (which  had 
been  in  effect  only  for  the  last  half  of  the  fiscal  year) ,  and  3  percent 
were  for  posthospital  home  health  care.4  Average  reimbursement  per 
claim  was  also  greatest  for  hospital  inpatient  claims,  averaging  $485 
per  claim,  compared  to  $296  per  claim  for  posthospital  extended  care 
services,  $63  per  home  health  claim,  and  $12  per  outpatient  hospital 
diagnostic  claim.5 

Inpatient  hospital  services 

There  were  nearly  5  million  covered  hospital  admissions  under  med- 
icare from  July  1, 1966,  through  June  30,  1967.  An  estimated  1  million 
of  these  admissions  represent  second  or  subsequent  admissions  so  that 
about  4  million  medicare  beneficiaries — or  about  1  out  of  every  5  bene- 
ficiaries— received  covered  hospital  services  during  the  year.  There 
were  263  admissions  to  either  short-  or  long-term  hospitals  for  every 
1,000  people  covered.  The  distribution  of  hospital  admissions  by  State 
snowed  considerable  variation,  ranging  from  a  low  of  196  per  1,000 
people  covered  in  three  States — Delaware,  Maryland,  and  New  Jer- 
sey—to a  high  of  398  per  1,000  in  North  Dakota.  Admissions  were  low- 
est in  the  Middle  Atlantic  States  and  highest  in  the  Northwest.6 

Ninety-eight  percent  of  the  approved  inpatient  hospital  claims,  95 
percent  of  the  covered  days  of  inpatient  care,  and  98  percent  of  the 
amount  reimbursed  for  inpatient  hospital  care  were  for  the  care  of 
beneficiaries  in  short-term  hospitals.  Covered  days  of  hospital  care  per 
recorded  claim  averaged  13.4  days  in  all  hospitals,  13  days  in  short- 
term  hospitals,  and  36  days  in  long-term  hospitals.7  Beneficiaries  who 
received  covered  hospital  services  used  an  average  of  17  days  of  hospi- 
tal care  during  the  year. 

Payment  to  hospitals  for  inpatient  care  is  being  made  on  a  current 
basis.  During  the  first  year  of  the  program,  hospitals  were  paid  over 
$2.2  billion  for  inpatient  hospital  services.8  The  average  daily  hospital 
charge  for  total  recorded  approved  claims  for  the  first  year  was  $45 : 
$46  in  short-term  hospitals  and  $19  in  long-term  hospitals.9  These 
charges  do  not,  of  course,  represent  the  amounts  paid  by  the  program 
since  hospitals  are  reimbursed  for  the  reasonable  cost  of  services  they 
provide,  less  deductible  and  coinsurance  amounts. 

Data  from  a  number  of  sources  indicate  that  the  aged  are  now  re- 
ceiving more  inpatient  hospital  services  than  they  did  before  medicare. 

*  See  app.  D,  exhibit  2. 

s  Data  on  admissions  are  determined  from  the  inquiries  made  to  central  office  records 
regarding  the  entitlement  of  people  found  to  be  covered.  The  number  of  claims  exceeds  the 
number  of  admissions  because  more  than  1  claim  (for  instance,  for  interim  payments) 
sometimes  results  from  an  admission.  Figures  on  reimbursement  are  limited  to  amounts 
paid  to  providers  on  an  interim  basis.  Final  figures  cannot  be  determined  until  postaudit 
and  adjustment  have  been  made  and  recorded. 

9  See  app.  D,  exhibit  4. 

7  See  app.  D,  exhibit  3. 

8  See  app.  D,  exihlbit  2. 

9  See  app.  D,  exhibit  3. 
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Although  the  amount  of  this  increase  cannot  be  estimated  precisely, 
the  Administration's  projection  before  the  program  began  of  a  maxi- 
mum increase  of  20  percent  in  the  use  of  inpatient  hospital  services  by 
beneficiaries  appears  to  have  been  fairly  close.  There  have  been  iso- 
lated instances  of  hospital  crowding,  but  this  also  occurred  before 
medicare.  There  has  been  some  decline  in  the  use  of  hospitals  previ- 
ously devoted  to  indigent  patients  and  a  compensating  increase  in  the 
use  of  other  hospitals. 

Outpatient  hospital  diagnostic  services 

While  outpatient  hospital  therapeutic  services  are  covered  under 
the  medical  insurance  part  of  the  program,  outpatient  hospital  diag- 
nostic services  were  originally  covered  under  the  hospital  insurance 
part  of  the  program.10  The  program  paid  80  percent  of  the  reasonable 
cost  of  the  services  after  application  of  a  $20  deductible  for  each  20- 
day  diagnostic  study  period.  The  small  average  medicare  payment 
($12)  for  the  325,000  recorded  bills  11  probably  would  have  been  even 
less  if  some  hospitals  had  not  felt  that,  for  small  bills,  the  difficulty 
in  separating  charges  for  the  two  parts  of  the  -program  and  billing 
the  program  was  not  warranted  by  the  reimbursement  they  would 
receive.  Of  course,  the  $12  figure  does  not  reflect  the  total  protection 
given  by  this  benefit  since  amounts  not  paid  under  the  hospital  insur- 
ance program  were  credited  to  the  medical  insurance  deductible  and 
were  reimbursable  if  that  deductible  had  been  satisfied  for  the  year. 

Extended  care  services 

For  the  6-month  period  beginning  January  1,  1967,  when  coverage 
of  extended  care  services  began,  199,000  extended  care  facility  admis- 
sion notices  were  received  for  beneficiaries.  This  is  a  rate  of  about 
10.5  admissions  per  1,000  people  covered  during  the  6-month  period. 
In  that  period,  about  1  out  of  every  12  beneficiaries  admitted  to  a 
hospital  was  subsequently  admitted  to  an  extended  care  facility.  The 
total  of  318,000  claims  received  for  extended  care  services  during  the 
fiscal  year  included  many  partial  payments  for  patients  whose  stays 
were  continuing.  Admission  rates  ranged  from  lows  of  3.4  per  1,000 
people  covered  in  Wyoming  and  3.8  per  1,000  in  South  Dakota  and 
Mississippi  to  a  high  of  26.7  per  1,000  people  covered  in  the  State  of 
Washington.12  The  availability  of  beds  in  participating  facilities  is 
clearly  a  major  factor  in  extended  care  facility  admission  rates.  In 
Washington,  there  were  over  32  beds  for  every  1,000  people  covered 
by  the  program  compared  with  5  beds  per  1,000  for  South  Dakota, 
less  than  4  per  1,000  in  Mississippi,  and  11  beds  per  1,000  in  Wyoming, 
in  July  1967. 

Home  health  services 

The  Social  Security  Administration  received  about  228,000  home 
health  start-of-care  notices  by  June  30,  1967,  under  both  the  hospital 
and  medical  insurance  programs.  These  represented  about  12  notices 
per  1,000  people  covered  at  the  end  of  the  fiscal  year.  There  was  con- 
siderable variation  among  the  States,  ranging  from  just  over  3  notices 

10  Beginning  Apr.  1,  1968,  outpatient  hospital  diagnostic  services  are  covered  under  the 
medical  insurance,  rather  than  hospital  insurance,  part  of  the  program. 
u  See  app.  D,  exhibit  2. 
13  See  app.  D,  exhibit  4. 
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per  1,000  in  four  States  (Kentucky,  North  Carolina,  North  Dakota, 
and  South  Carolina)  to  about  36  in  Rhode  Island.13 

Fiscal  intermediary  performance  in  processing  hospital  insurance  bills 
As  was  expected,  the  receipt  of  medicare  hospital  bills  began  slowly 
in  July  1966,  when  only  109,300  bills  were  received,  but  rose  steadily 
and  sharply  throughout  the  fiscal  year.  During  January  1967,  inter- 
mediaries received  939,000  bills.  In  June  1967,  the  number  had  risen 
to  1,212,800 — almost  1.3  times  as  many  as  were  received  in  January  and 
more  than  11  times  the  number  received  during  the  first  month  of  the 
program. 

On  the  whole,  intermediary  processing  of  hospital  insurance  bills 
kept  pace  with  the  increase  in  receipts.  Until  December  1966,  the 
number  of  bills  cleared  lagged  behind  the  number  received,  though  not 
by  any  substantial  amount.  In  January  1967,  however,  the  processing 
rate  exceeded  receipts  for  the  first  time  and  remained  ahead  or  close 
to  the  break-even  point  for  the  rest  of  the  fiscal  year.  During  J une  1967, 
1,285,300  bills  were  cleared  compared  to  1,212,800  received.  The  re- 
sult of  the  improved  processing  rate  during  the  second  half  of  the 
year  was  a  gradual  reduction  of  the  number  of  pending  bills  (that  is, 
bills  received  but  not  yet  cleared),  so  that  by  the  fiscal  year's  end, 
only  352,800  bills  were  pending,  representing  approximately  1.2  weeks 
of  work.  The  building  up,  peaking,  and  relative  stabilization  of  fiscal 
intermediary  workloads  is  reflected  in  the  following  table : 

HOSPITAL  INSURANCE  INTERMEDIARY  WORKLOADS  (JULY  1966  TO  JUNE  1967) 


Month 


Bills  received    Bills  cleared    Bills  pending 


July  1966   109,300  60,000  49,300 

August  _    532,100  417,200  164,200 

September    638,400  551,400  251,200 

October     745,200  693,400  303,000 

November      784,900  746,900  341,000 

December       845,500  808,500  378,000 

January  1967   939,600  941,500  376,100 

February      973,000  945,400  403,700 

March....   1,164,800  1,172,200  396,300 

April        1,144,000  1,120,700  419,600 

May    1,274,500  1,268,800  425,300 

June....      1,212,800  1,285,300  352,800 


The  following  table  depicts  three  additional  indexes  of  intermediary 
performance  in  fiscal  year  1967 :  (1)  Ratio  of  bills  cleared  during  the 
month  to  bills  received  during  the  month;  (2)  the  number  of  weeks 
of  work  pending  at  the  end  of  each  month;  and  (3)  the  percentage 
of  total  bills  pending  which  were  pending  over  30  days  at  the  end  of 
each  month. 

13  See  app.  D,  exhibit  4. 
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PERFORMANCE  INDICATORS  FOR  HOSPITAL  INSURANCE  INTERMEDIARIES  (JULY  1966  TO  JUNE  1967) 


Ratio  of  Weeks  of  Percentage  of 

Month                                       clearances  work  pending  bills 

to  receipts  pending  pending  over 

(percent)  30  days 


July  1966      54.9  3.3   

August     78.4  1.8  5.9 

September  _   86.4  1.9  17.2 

October       93.0  1.7  18.2 

November   _    95.2  1.9  24.0 

December     95.6  2.0  27.7 

January  1967     100.2  1.7  23.8 

February     97.2  1.6  24.8 

March     100.6  1.6  19.4 

April    98.0  1.5  20.0 

May  _..     99.6  1.4  14.2 

June       106.0  1.2  12.3 


This  table  shows  that  almost  from  the  beginning,  fiscal  intermedi- 
aries were  able  to  handle  their  workloads  without  too  much  difficulty. 
From  the  second  month  of  the  program's  operation  they  had  2  weeks 
of  work  or  less  on  hand.  The  ratio  of  clearances  to  receipts  was  closely 
in  balance  after  the  third  month,  and  remained  close  to  100  percent 
for  the  rest  of  the  year. 

Since  billings  involving  inpatient  radiologists'  and  pathologists' 
services  and  outpatient  hospital  services  have  represented  a  substan- 
tial proportion  of  bills  pending  over  30  days,  the  percentage  of  bills 
pending  over  30  days  should  diminish  as  a  result  of  the  simplifications 
made  possible  by  the  1967  amendments.14 

Delays  in  submitting  bills  and  delays  in  receiving  payments  from 
some  intermediaries  resulted  in  a  shortage  of  operating  capital  for 
some  providers  early  in  the  program.  Accelerated  payments  on  ac- 
count (discussed  earlier  in  this  chapter)  were  quickly  made  and  allevi- 
ated much  of  this  problem.  In  addition,  action  was  taken  so  that  inter- 
mediaries made  interim  payments  at  more  frequent  intervals  than  they 
had  prior  to  medicare. 

Overall,  there  have  been  relatively  few  problems  in  the  query-re- 
sponse part  of  the  electronic  data  processing  system ;  that  is,  the  system 
through  which  providers  obtain  information  on  the  extent  to  which 
individual  patients  are  eligible  to  receive  services  covered  under  medi- 
care. There  have  been  few  mechanical  malfunctions  and  clerical  errors. 
Intermediaries  undertook  continuous  educational  efforts  with  pro- 
viders' billing  staffs  in  an  effort  to  reduce  errors  in  submitting  queries, 
and  these  efforts  were  very  effective. 

In  summation,  following  minor  operating  adjustments,  fiscal  inter- 
mediaries have  been  handling  their  medicare  workloads  quite  well. 
Many  have  shown  considerable  skill  in  early  detection  of  problems 
and  have  worked  well  with  providers  and  the  Government  to  find  and 
implement  solutions. 

Administrative  costs  of  intermediary  operations 

Data  derived  from  intermediary  cost  reports  reveal  that,  during  the 
first  year  of  program  operations,  the  ratio  of  intermediary  administra- 
tive costs  to  benefit  payments  was  reasonable,  despite  the  high  first-year 
expenses  incurred  in  recruiting  and  training  new  employees,  refining 


14  Discussed  In  chapter  I. 
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procedures  to  meet  medicare  requirements,  and  the  other  one-time  costs 
incident  to  establishment  of  the  claims  process.  By  December  31, 1966, 
intermediary  administrative  costs  were  1.5  percent  of  intermediary 
benefit  payments  and,  for  the  entire  fiscal  year,  intermediary  adminis- 
trative costs  were  1.3  percent  of  benefit  payments. 

There  were,  to  be  sure,  substantial  variations  in  the  ratio  of  admin- 
istrative costs  to  benefit  payments  among  intermediaries.  Some  of  the 
reasons  for  these  variations  were  differences  in  local  wage  scales  and 
the  technical  sophistication  of  the  organizations'  medicare  operations. 
Experience  to  date  indicates  that  greater  use  of  sophisticated  data 
processing  equipment  generally  produces  a  lower  ratio  of  administra- 
tive costs  to  benefit  payments.  Also,  the  type  of  bills  processed  affects 
the  ratio ;  for  example,  the  ratio  of  administrative  costs  to  benefit  pay- 
ments was  generally  higher  for  intermediaries  with  relatively  large 
extended  care  facility  workloads  and  for  those  servicing  areas  which 
include  large  outpatient  centers. 

Providers  dealing  with  the  Social  Security  Administration 

Hospitals  and  other  providers  of  services  which  do  not  wish  to  be 
served  by  a  fiscal  intermediary  may  deal  directly  with  the  Social 
Security  Administration.  Although  the  vast  majority  of  providers 
chose  to  use  intermediaries,  a  significant  number  chose  to  deal  directly 
with  the  Government.  As  of  June  30, 1967,  191  hospitals  with  175,000 
beds,  32  extended  care  facilities,  30  home  health  agencies,  and  27  group 
practice  prepayment  plans  had  elected  to  do  so ;  in  subsequent  months, 
29  additional  hospitals  were  added  to  the  roster  of  direct-dealing 
institutions.  The  intermediary  functions  for  all  direct-dealing  pro- 
viders are  performed  by  a  component  of  the  Bureau  of  Health  In- 
surance. 

During  the  first  year  of  operations,  notices  of  admission  from  di- 
rect-dealing hospitals  and  extended  care  facilities  and  start-of-care 
notices  from  home  health  agencies  averaged  about  3,000  per  week.  The 
number  of  bills  submitted  by  these  providers  increased  steadily  dur- 
ing the  year,  from  an  average  of  1,000  per  week  in  September  1966 
to  5,700  during  the  months  of  May  and  June  1967.  By  June  30,  1967, 
payments  of  approximately  $37.9  million  covering  approximately  116,- 
000  bills  had  been  made  to  direct-dealing  providers.  Current  financing 
payments  totaling  $1.9  million  were  made  during  the  same  period  to 
23  providers,  and  approximately  $285,000  was  paid  to  12  providers 
as  accelerated  payments  on  account.  In  addition,  under  the  medical 
insurance  program,  the  27  direct-dealing  group  practice  prepayment 
plans  received  $13.7  million  in  interim  payments  for  estimated  costs 
through  June  1967. 

Reimbursement  for  emergency  services 

Generally,  hospital  benefits  are  paid  only  for  care  furnished  to 
patients  by  hospitals  participating  in  the  program.  However,  the  law 
also  provides  for  the  payment  of  benefits,  subject  to  the  applicable 
deductible  and  coinsurance  amounts,  for  inpatient  hospital  services 
and  outpatient  hospital  diagnostic  services  furnished  to  patients  who 
are  brought  to  a  nonparticipating  hospital  in  an  emergency.15  To 

15  Emergency  services  are  outpatient  hospital  diagnostic  services  and  Inpatient  hospital 
services  which  are  necessary  to  prevent  the  death  or  serious  Impairment  of  the  health  of 
the  Individual  and  which,  because  of  the  threat  to  the  life  or  health  of  the  Individual, 
necessitate  the  use  of  the  most  accessible  hospital  available  which  is  equipped,  to  furnish 
such  services. 
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qualify  for  payment  for  emergency  services,  a  nonparticipating  hos- 
pital is  required  to  meet  certain  standards  specified  in  the  law  con- 
cerning clinical  records,  medical  staff  bylaws,  and  nursing  services.16 
In  addition,  the  hospital's  claim  for  payment  must  be  accompanied 
by  the  attending  physician's  statement  describing  the  nature  of  the 
emergency,  furnishing  relevant  clinical  information  about  the  pa- 
tient's condition,  and  certifying  that  the  services  rendered  were  re- 
quired as  emergency  services.  Claims  for  payment  for  emergency 
services  furnished  by  nonparticipating  hospitals  are  reviewed  in  the 
Social  Security  Administration  regional  offices,  with  necessary  pro- 
fessional consultation  provided  by  Public  Health  Service  regional 
medical  consultants.  These  claims  are  submitted  to  and  paid  by  an 
intermediary  designated  to  handle  emergency  claims  by  the  Social 
Security  Administration.  During  the  first  year  of  operations,  there 
were  20,610  emergency  admissions  to  nonparticipating  hospitals.17  Of 
the  19,229  bills  submitted  and  processed  for  these  services,  18,008  were 
allowed,  400  were  denied  in  part ;  and  821  denied  entirely. 

16  For  changes  in  the  law  with  respect  to  payment  for  services  in  nonparticipating 

hospitals,  see  app.  E. 

17  State-by-State  emergency  admission  figures  and  claims  data  are  in  app.  D,  exhibit  5. 
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Medical  Insurance  Operations 

The  medical  insurance  program  is  an  indemnity  program  designed 
to  reimburse  the  beneficiary,  or  pay  on  his  behalf,  reasonable  charges 
incurred  for  physicians'  services  and  certain  other  medical  services, 
and  the  reasonable  costs  for  certain  provider  services,  subject  to  ap- 
plicable deductible  and  coinsurance  amounts.1  Proper  payment  in- 
volves the  determination  that  the  service  for  which  a  charge  is  incurred 
is  covered  under  the  program  and  medically  necessary  and  that  the 
charge  (or  cost  where  applicable)  for  the  service  is  reasonable. 

The  statute  provides  for  the  use  of  private  insurance  carriers  in  the 
administration  of  this  part  of  the  program.  In  selecting  carriers  to  pay 
claims  on  behalf  of  the  program,  the  administration  considered  the 
experience  and  the  capability  of  the  applying  organization  to  admin- 
ister claims  under  the  program  and  the  need  to  provide  a  sufficient 
variety  of  organizations  to  afford  a  basis  for  comparison  of  perform- 
ance.2 

While  the  carrier  organizations  are  responsible  under  the  statute  and 
their  contracts  for  the  proper  payment  of  claims,  the  final  responsibil- 
ity for  the  proper  administration  of  the  program  rests  with  the  De- 
partment. To  carry  out  this  responsibility,  the  Department  has  issued 
regulations  and  guidelines  for  the  administration  of  medical  insurance 
claims  that  are  designed  to  assure  that  the  administration  of  the  pro- 
gram will  be  prudent,  economical,  and  consistent  with  the  statute  and 
the  intent  of  Congress.  In  addition,  the  Department  conducts  audits 
and  performance  reviews  to  assess  the  quality  of  carrier  performance. 

determination  of  reasonable  charges 

The  law  does  not  contemplate  establishment  of  a  general  fee  sched- 
ule applicable  to  all  physicians  and  suppliers  of  covered  medical  serv- 
ices nor  that  the  beneficiary's  income  will  be  taken  into  consideration  in 
determining  the  amount  of  the  payment  that  is  made  for  services 
furnished  to  him.  Rather,  the  law  calls  for  individual  determinations 
by  the  carrier  which  take  into  account  the  customary  charges  of  the 
physician,  and  the  prevailing  charges  in  the  locality  for  similar  serv- 
ices. In  addition,  carriers  are  required  to  assure  that  the  charges  deter- 
mined to  be  reasonable  for  medicare  beneficiaries  are  not  higher  than 
the  charges  applicable  for  comparable  services  under  comparable  cir- 
cumstances to  their  own  policyholders  and  subscribers.  In  effect,  pay- 
ment is  to  be  made  on  the  basis  of  the  lowest  of  the  following:  (1) 

1  Provider  services  paid  on  the  basis  of  reasonable  costs  include  up  to  100  home  health 
visits  in  addition  to,  and  without  the  prior  hospitalization  requirement  applicable  to,  the 
home  health  services  covered  under  the  hospital  insurance  part  of  the  program.  Provider 
services  also  include  other  medical  or  health  services  (other  than  physicians'  services 
unless  furnished  by  a  resident  or  an  intern  under  an  approved  training  program)  furnished 
by  or  through  a  hospital,  extended  care  facility,  or  home  health  agency. 

2  Organizations  serving  as  carriers  are  listed  in  app.  A,  exhibit  6. 

(49) 
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actual  charge  made  by  the  physician,  (3)  the  charge  he  customarily 
makes  for  similar  services,  (3)  the  prevailing  charges  in  the  locality 
for  similar  services,  or  (4)  the  charge  applicable  for  similar  services 
under  comparable  circumstances  under  the  carrier's  own  policies. 

To  provide  for  consistency  among  carriers  in  the  application  of  the 
reasonable  charge  criteria  in  the  statute  and  to  establish  the  standards 
against  which  carrier  performance  would  be  evaluated,  the  Depart- 
ment formulated  and  promulgated  guidelines  to  clarify  and  interpret 
the  reasonable  charge  criteria  set  forth  in  the  law,  and  to  suggest 
methods  for  implementing  these  criteria.  These  guidelines  were  sub- 
sequently published  as  proposed  regulations  in  the  Federal  Register  of 
February  8, 1967,  and  as  final  regulations  on  August  31, 1967. 

The  process  of  making  reasonable  charge  determinations  involves  a 
review  by  the  carrier  of  each  bill.  While  the  sequence  of  procedures 
followed  may  vary  from  carrier  to  carrier,  the  overall  process  in- 
volves checking  each  bill  against  data  previously  compiled  on  the 
physician's  customary  charges  and  the  prevailing  level  of  charges  in 
the  locality  in  which  the  physician  practices.  A  number  of  carriers 
have  already  computerized  or  are  in  the  process  of  computerizing  this 
phase  of  the  process.  Charges  for  services  involving  unusual  medical 
complications  or  which  otherwise  pose  special  questions  are  referred 
for  review  by  physicians  or  specially  trained  personnel  on  the  carrier's 
staff  and,  where  appropriate,  consultations  are  held  with  the  physician 
or  supplier  involved  and  medical  society  review  committees. 

MEDICAL  INSURANCE  COVERAGE  IN  THE  HOSPITAL  SETTING 

Some  of  the  most  complex  problems  in  the  administration  of  the 
program  resulted  from  the  need  to  identify  and  determine  the  reason- 
able charges  for  services  that,  while  rendered  in  a  hospital  setting,  are 
excluded  under  the  hospital  insurance  part  of  the  program  and  covered 
under  the  medical  insurance  part  of  the  program.  Such  services  in- 
clude all  physicians'  services  (except  for  the  services  of  residents  and 
interns  under  approved  training  programs)  and  outpatient  thera- 
peutic services.  (Outpatient  diagnostic  services  were  covered  until 
April  1,  1968  under  the  hospital  insurance  part  of  the  program).  To 
determine  the  respective  liabilities  of  the  two  parts  of  the  program 
and  to  determine  the  patient's  liabilities  under  the  differing  but  inter- 
acting deductible  and  coinsurance  provisions  of  the  two  parts  of  the 
program,  it  was  necessary  to  break  down  specific  services  into  com- 
ponents— identifiable  services  to  individual  patients  by  physicians  as 
opposed  to  supporting  hospital  services  and  outpatient  therapeutic 
services  as  opposed  to  outpatient  diagnostic  services — solely  for  medi- 
care purposes.  While  an  effort  was  made  to  apply  the  law  as  simply  as 
possible,  the  result  was  serious  recordkeeping  and  billing  problems  for 
hospitals  and  misunderstanding  among  beneficiaries.  To  alleviate  these 
difficulties,  the  Department  sought  changes  in  the  law  that  would  per- 
mit simplification  of  the  procedures  involved ;  such  changes  were  en- 
acted under  the  1967  amendments  to  the  Social  Security  Act. 

Hospital-based  physicians 

The  Department  developed  comprehensive  principles  for  the  reim- 
bursement of  hospital-based  physicians  in  consultation  with  all  inter- 
ested parties  and  the  Health  Insurance  Benefits  Advisory  Council. 
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These  principles  were  distributed  to  intermediaries,  carriers,  hospitals, 
and  professional  groups  in  January  1966,  published  as  proposed  regu- 
lations on  June  28,  1966,  and  as  final  regulations  on  October  18,  1966. 
The  regulations  are  designed  to  be  responsive  to,  but  not  interfere  with, 
the  arrangements  adopted  by  hospitals  and  hospital-based  physicians. 
However,  these  regulations  did  require  agreement  between  hospitals 
and  physicians  for  the  identification  of  compensation  to  the  physician 
for  services  to  individual  patients  as  a  basis  for  the  reasonable  charge 
determinations  to  be  made  under  the  law. 

By  the  end  of  the  1st  year  of  operation,  acceptable  agreements  had 
been  reached  by  most  participating  hospitals  and  the  hospital-based 
physicians.  Continuing  difficulty  was  nonetheless  experienced  through- 
out the  1st  year  of  operation  with  respect  to  the  split  billing  required 
under  medicare  for  radiologists'  and  pathologists'  services  that  would 
normally  be  billed  by  the  hospital  on  a  consolidated  basis.  To  permit 
administrative  simplification  and  to  bring  medicare  coverage  into  line 
with  most  other  health  insurance  programs,  the  1967  amendments  to 
the  Social  Security  Act  eliminated  the  medical  insurance  deductible 
and  coinsurance  amounts  with  respect  to  radiological  and  pathological 
services. 

Outpatient  services 

In  adopting  policies  and  procedures  the  Social  Security  Adminis- 
tration made  every  effort  to  simplify  the  distinctions  that  had  to  be 
made  between  identifiable  physicians'  services  to  individual  patients 
and  other  hospital  services,  and  between  diagnostic  services  and  thera- 
peutic services,  in  billing  for  outpatient  services  under  medicare.  How- 
ever, the  administrative  costs  and  difficulty  encountered  by  hospitals 
in  preparing  outpatient  bills  was  disproportionate  to  the  small  amounts 
involved.  In  addition,  hospitals  were  often  unable  to  determine  the 
patient's  deductible  status  at  the  time  the  service  was  rendered  and, 
once  the  patient  had  left  the  hospital  premises,  it  was  difficult  to  col- 
lect the  small  amounts  involved. 

In  response  to  these  problems,  the  Department  sought,  and  the  Con- 
gress enacted,  under  the  1967  amendments,  a  change  in  the  law  con- 
solidating all  coverage  of  outpatient  hospital  services  under  the  med- 
ical insurance  part  of  the  program  and  eliminating  the  $20  deductible 
for  outpatient  diagnostic  services.  This  change,  along  with  an  addi- 
tional provision  allowing  hospitals  to  bill  medicare  patients  directly 
for  small  outpatient  charges,  will  simplify  administration,  reduce  hos- 
pital recordkeeping  and  billing  problems,  and  facilitate  beneficiary 
understanding  of  the  program. 

Physicians'  services  rendered  in  a  teaching  setting 

Another  area  that  required  special  attention  was  payment  for  phy- 
sicians' services  rendered  in  a  teaching  setting.  Services  rendered  in 
a  teaching  setting  often  involve  both  the  services  of  residents  and 
interns  under  approved  graduate  medical  education  programs,  which 
are  covered  under  the  hospital  insurance  part  of  the  program  on  a 
cost  basis,  and  services  of  attending  physicians,  which  are  covered 
under  the  medical  insurance  part  of  the  program  on  a  charge  basis. 
The  Department  developed  and  promulgated  regulations  for  deter- 
mining reasonable  charges  in  a  teaching  setting  that  clarify  the  con- 
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ditions  under  which  payment  is  to  be  made  for  services  by  the  attend- 
ing physician.  These  regulations  specify  that  a  charge  should  be 
recognized  under  the  medical  insurance  program  for  the  services  of 
an  attending  physician  who  involves  residents  and  interns  in  the  care 
of  his  patient  only  if  his  services  to  the  patient  are  of  the  same  char- 
acter, in  terms  of  the  responsibilities  to  the  patient  that  are  assumed 
and  fulfilled,  as  the  services  he  renders  to  his  other  paying  patients. 

BILLING  PROCEDURES 

Under  the  law  as  originally  enacted,  and  during  the  1st  year  of  oper- 
ation, payment  for  the  services  of  physicians  and  suppliers  could  be 
made  in  one  of  two  ways.  Under  one  of  these  methods,  the  physician 
or  supplier  billed  the  patient  directly,  and,  after  having  paid  the  bill, 
the  patient  submitted  the  itemized  receipted  bill  to  the  carrier  for  pay- 
ment. Under  the  other  method,  the  physician  or  supplier  accepts  an 
assignment  of  the  patient's  claim  and  requests  payment  directly  from 
the  carrier.  In  accepting  an  assignment  under  the  program,  the  phy- 
sician or  supplier  agrees  to  accept  as  full  charge  for  the  services  the 
amount  that  the  carrier  determines  to  be  the  reasonable  charge,  and 
to  bill  the  patient  for  no  more  than  the  unmet  portion  of  the  annual 
$50  deductible  amount  plus  the  applicable  coinsurance  amount  (20 
percent  of  the  reasonable  charge) . 

In  the  year  ending  June  30,  1967,  nearly  54  percent  of  all  medical 
insurance  bills  were  paid  on  an  assignment  basis.  This  figure  includes 
the  bills  of  hospital-based  physicians,  who  are  usually  paid  under  the 
assignment  method.  Excluding  bills  of  hospital-based  physicians, 
nearly  46  percent  of  the  medical  insurance  bills  paid  in  the  1st  year  of 
the  program  were  paid  on  the  basis  of  assignments.  As  the  year  pro- 
gressed, there  was  a  decrease  in  the  proportion  of  physicians  provid- 
ing services  under  the  program  who  never  accepted  assignments,  and 
a  substantial  decrease  in  the  proportion  of  bills  paid  that  were  paid 
for  services  of  physicians  who  never  accepted  assignments.  Special 
tabulations  of  payment  records  received  and  processed  through  the 
middle  of  November  1966  indicated  that  about  58  percent  of  physicians 
providing  services  under  the  program  never  accepted  assignments,  and 
that  about  40  percent  of  the  bills  paid  were  for  services  of  physicians 
who  never  accepted  assignments.  Similar  tabulations  for  payment  rec- 
ords received  and  processed  through  February  1967  indicated  that 
about  54  percent  of  physicians  providing  services  under  the  program 
never  accepted  assignments  and  about  30  percent  of  the  bills  paid  were 
paid  for  services  of  physicians  who  never  accepted  assignments.  Sig- 
nificantly, the  proportion  of  bills  paid  by  assignment  varied  directly 
with  the  size  of  the  bill ;  that  is,  the  larger  the  bill,  the  greater  the 
probability  that  the  physician  would  accept  payment  on  an  assign- 
ment basis.  The  proportion  of  bills  paid  by  assignment  also  varied 
considerably  by  State. 

Although  many  physicians  were  accepting  assignments  at  least  part 
of  the  time,  there  were  instances  where  a  physician  preferred  not  to 
accept  assignment,  even  though  the  beneficiary  was  not  in  a  position  to 
pay  the  bill.  In  recognition  of  the  hardship  imposed  on  medicare  pa- 
tients or  their  families  in  such  cases,  the  1967  amendments  removed 
the  requirement  of  a  receipted  bill  as  a  basis  for  reimbursement  where 
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the  physician  is  unwilling  to  accept  assignment  of  medical  insurance 
benefits.  Thus,  payment  now  may  be  made  either  to  the  patient  on  the 
basis  of  an  itemized  bill — paid  or  unpaid — or  to  the  physician  under 
the  assignment  method. 

DETERMINATION  OF  COVERAGE  AND  APPROPRIATE  UTILIZATION  OF  SERVICES 

As  previously  mentioned,  the  determination  of  whether  the  service 
for  which  the  charge  is  rendered  is  covered  and  medically  necessary 
is  the  responsibility  of  the  carriers  under  the  provisions  of  the  law 
and  the  terms  of  their  contracts  with  the  Government.  To  carry  out  its 
basic  responsibility  for  the  overall  administration  of  the  program,  the 
Social  Security  Administration  has  issued  instructions  explaining  and 
interpreting  the  coverage  provisions  and  exclusions  set  forth  in  the 
law.  However,  the  application  of  the  criteria  involved  requires  judg- 
ment and  experience  in  dealing  with  the  medical  profession. 

The  carriers  have  been  required  to  develop  methods  for  identifying 
claims  involving  possible  unnecessary  utilization  of  services  and  to  re- 
solve these  claims  through  review  by  medical  consultants,  the  phy- 
sicians involved,  and,  where  appropriate,  local  medical  societies.  The 
effectiveness  of  these  methods  is  considered  in  audits  of  carrier 
operations. 

REIMBURSEMENT  OF  GROUP  PRACTICE  PREPAYMENT  PLANS 

Most  services  covered  by  the  medical  insurance  program  are  ren- 
dered on  a  fee-for-service  basis.  However,  services  furnished  under 
group  practice  prepayment  plans  are  normally  rendered  in  return  for 
predetermined  premium  payments.  In  recognition  of  the  need  for  spe- 
cial adaptation  of  the  medicare  payment  procedures  for  services  ren- 
dered by  group  practice  prepayment  plans,  the  law  provides  that  an 
organization  which  furnishes  medical  and  other  health  services  (or 
arranges  for  their  availability)  on  a  prepayment  basis,  may  elect  to  be 
paid  80  percent  of  the  reasonable  cost  of  services  in  lieu  of  80  percent 
of  the  reasonable  charge  for  such  services. 

Great  care  was  exercised  in  developing  and  refining  guidelines  for 
the  reimbursement  of  the  24  group  practice  prepayment  plans  that  are 
being  reimbursed  directly  by  the  Social  Security  Administration  on  a 
reasonable  cost  basis  and  the  42  group  practice  prepayment  plans  that 
are  reimbursed  through  carriers  on  a  reasonable  charge  basis.  This  in- 
cluded careful  and  ongoing  consultation  with  the  plans  themselves  to 
assure  that  the  methods  were  as  responsive  as  possible  to  the  variety 
of  group  practice  prepayment  plan  arrangements  in  existence  through- 
out the  country. 

In  spite  of  the  care  taken  in  developing  the  methods  for  reimbursing 
group  practice  prepayment  plans  and  the  continuing  efforts  to  refine 
and  adapt  these  methods  as  experience  developed,  it  has  not  been  pos- 
sible to  accommodate  all  of  the  plans  in  every  respect.  Many  plans  be- 
lieve that,  to  fully  realize  the  incentives  for  efficiency  and  economy  in 
the  utilization  of  health  care  services  under  their  methods  of  operation, 
medicare  would  have  to  reimburse  them  for  services  under  both  the 
hospital  and  medical  insurance  parts  of  the  program  on  the  basis  of 
prospectively  determined  capitation  payments,  rather  than  on  the  basis 
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of  the  cost  of  services  actually  rendered  to  medicare  beneficiaries. 
While  such  an  approach  is  not  possible  under  present  law,  the  Depart- 
ment is  giving  high  priority  to  testing  various  methods  of  reimbursing 
group  practice  prepayment  plans  under  the  authority  to  experiment 
with  alternative  bases  for  reimbursement  granted  by  the  1967  amend- 
ments to  the  Social  Security  Act. 

EXPERIENCE  UNDER  THE  MEDICAL  INSURANCE  PROGRAM 

During  the  first  year  of  the  program,  $664  million3  was  paid  in  sup- 
plementary medical  insurance  benefits.  Payments  began  at  a  relatively 
low  level  but  grew  steadily,  so  that  they  had  reached  $48.2  million  in 
December  1966,  and  more  than  double  that  amount,  $100.1  million,  in 
June  1967.  This  growth  in  benefit  payments  is  shown  in  the  following 
chart.4 

MEDICAL  INSURANCE  BENEFITS  PAID 
(Fiscal  1967) 


Benefits 
(in  mill  ions) 
$120  |  


JUL.     AUG.     SEP.     OCT.    NOV.     DEC.     JAN.    FEB.     MAR.     APR.    MAY  JUN. 


1966  1967 

A  total  of  10.2  million  medical  insurance  bills  were  approved  for 
payment  and  recorded  in  the  Social  Security  Administration's  records 
for  the  year  ending  June  30,  1967.5  Of  this  total,  86  percent  were  for 
physicians'  services,  8  percent  for  outpatient  hospital  therapeutic  serv- 
ices, and  the  remaining  6  percent  for  home  health,  independent  labora- 
tory, and  other  medical  services.  Total  reasonable  charges  for  the  10.2 
million  bills  amounted  to  $740  million.6 

Of  the  8.8  million  recorded  bills  for  physicians'  services,  18  percent 
were  for  surgical  and  82  percent  were  for  other  medical  bills.  Reason- 

3  Excludes  $5,000,000  of  carrier  benefit  payments  which  had  not  cleared  through  the 
Treasury  before  July  1,  1967. 

4  A  distribution  of  medical  insurance  benefit  payments,  by  State,  in  the  year  ending 
June  30,  1967,  appears  in  app.  D,  exhibit  1. 

6  Recorded  in  social  security  central  records  as  of  Mar.  8.  1968.  A  number  of  bills  for 
services  rendered  during  the  year  ending  June  30,  1967,  have  yet  to  be  recorded. 

8  The  program  pays  80  percent  of  the  reasonable  charges  for  covered  services  each  year 
after  the  beneficiary  has  incurred  $50  of  such  charges  during  the  year.  Also,  see  app.  D, 
exhibit  6. 
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able  charges  for  surgical  bills  amounted  to  $280  million  and  averaged 
$182  per  bill.  Reasonable  charges  for  other  medical  bills  amounted  to 
$415  million  and  averaged  $57  per  bill.7 

Use  of  current  medicare  survey  to  obtain  current  medical  insurance 
utilization  data 

Utilization  data  based  on  medical  insurance  claims  paid  and  re- 
corded cannot  provide  current  information  because  of  the  inherent 
lapse  of  time  between  the  incidence  and  reporting  of  covered  services. 
Physicians  may  put  off  sending  bills  to  patients.  Beneficiaries  are  in- 
structed to  accumulate  bills  until  charges  exceed  the  $50  deductible, 
and  some  hold  bills  until  after  the  close  of  the  year  in  which  the  services 
were  rendered.  Because  of  the  time  lapse,  it  was  anticipated  that  the 
data  derived  from  recorded  experience  would  be  inadequate  for  cur- 
rent needs. 

To  provide  current  information  on  the  incidence  of  covered  services 
under  the  medical  insurance  program  and  the  resulting  charges  in- 
curred against  the  Federal  supplementary  medical  insurance  trust 
fund,  the  current  medicare  survey  (CMS)  was  developed.  Data  are 
obtained  through  periodic  interviews  with  a  scientifically  selected 
sample  of  people  enrolled  in  the  medical  insurance  program.  The 
interviews  are  conducted  so  as  to  provide  these  data  about  3  months 
after  the  reference  period,  considerably  in  advance  of  the  time  ade- 
quate data  could  become  available  from  recorded  experience.8 

Current  medicare  survey  data  on  the  use  of,  and  charges  for, 
covered  medical  services  have  been  collected  for  the  first  12  months 
of  the  program's  operation.  Because  these  data  need  to  be  analyzed  on 
both  a  fiscal  and  calendar  year  basis,  they  are  divided  into  two  parts. 
The  first  covers  the  period  July  through  December  1966,  the  first  6 
months  the  program  was  in  effect.  The  second  covers  the  first  6  months 
of  calendar  year  1967 ;  the  two  periods  together  comprise  fiscal  year 
1967. 

Use  of  and  charges  for  medical  services 

Comparison  of  data  for  the  two  periods  indicates  no  startling  differ- 
ence in  use  of  services.  During  each  period,  about  12  million  people, 
or  two-thirds  of  all  medical  insurance  enrollees  exposed  to  risk,  used 
covered  medical  services.9  Among  the  group  using  covered  services, 
a  significantly  larger  proportion  used  sufficient  services  during  the 
second  6-month  period  to  meet  the  $50  deductible  requirement.  During 
the  first  6  months  the  program  was  in  effect,  approximately  4  million 

7  See  app.  D,  exhibit  7. 

8  The  CMS  design  calls  for  monthly  personal  interviews  of  nearly  4,000  people  selected 
from  the  primary  5-percent  statistical  sample  of  those  enrolled  in  the  medical  insurance 
program.  The  sample  represents  the  17,500,000  people  residing  in  the  50  States  and  the 
District  of  Columbia  who  were  enrolled  for  medical  insurance  benefits  as  of  July  1,  1966. 
People  selected  in  July  remained  in  the  sample  through  the  end  of  December  1966.  A 
second  sample  was  selected  for  interviews  starting  in  October  1966.  This  group  will  remain 
in  the  survey  for  15  months.  In  addition,  there  is  a  small  incremental  sample  representing 
people  who  "age  into"  the  universe  each  month.  Experienced  field  interviewers  contact 
beneficiaries  individually  to  obtain  information  about  the  use  of  medical  care  and  related 
services  during  the  preceding  month.  A  careful  editing  and  screening  process  identifies 
those  items  not  covered  by  the  program.  Charges  are  accumulated  so  that  the  total  covered 
charges  for  an  individual  may  be  located  along  a  continuum  from  any  point  below  the 
deductible  to  any  point  above. 

9  Population  at  risk  represents  people  enrolled  at  any  time  during  a  period  covered  by 
the  data.  If  the  period  is  1  month,  this  population  is  the  same  as  the  enrolled  population. 
If  the  period  is  2  or  more  months,  it  includes  those  who  may  have  been  enrolled  for  any 
part  of  the  period  ;  for  example,  people  reaching  age  65  and  enrolling  in  the  second  or 
later  months,  people  who  died  in  the  interval,  and  people  who  terminated  their  insurance 
at  any  time  during  the  period. 
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people,  or  about  34  percent  of  those  using  medical  services,  incurred 
charges  in  excess  of  $50.  By  contrast,  more  than  5  million  aged  per- 
sons, or  44  percent,  fell  into  this  category  during  the  6  months  ending 
June  1967. 10  This  increase  is  partly  due  to  the  effect  of  the  provision 
permitting  the  carryover  of  expenses  incurred  in  meeting  the  $50  de- 
ductible during  the  last  quarter  of  a  calendar  year  (October  to  Decem- 
ber) as  a  credit  toward  the  deductible  for  the  next  calendar  year.  It 
also  reflects  the  rise  in  medical  care  costs,  and  may  reflect  some  sea- 
sonal effects — possibly  greater  use  of  services  in  the  first  than  in  the 
second  half  of  the  calendar  year.  Thus,  a  significantly  higher  propor- 
tion of  patients  reached  the  $50  deductible  during  the  second  6-month 
period,  even  though  approximately  the  same  number  of  people  used 
covered  medical  services  during  the  two  periods. 

Average  charges  per  person  for  covered  services  increased  during 
the  second  6  months  of  the  program.  During  the  first  6  months,  charges 
averaged  $84 ;  during  the  second  6  months,  they  averaged  $87,  a  3.6- 
percent  increase.  For  people  who  had  not  met  the  deductible  by  the 
end  of  each  of  the  6-month  periods,  charges  averaged  less  than  $20. 
For  those  who  had  met  the  deductible,  average  aggregate  charges 
were  about  $200  for  the  latter  half  of  1966  and  $170  for  the  next  6- 
month  period.  This  drop  in  average  charges  for  the  latter  period 
among  people  who  had  met  the  deductible  probably  resulted  from 
the  carryover  provision,  which  permitted  them  to  meet  the  deductible 
for  1967  with  less  than  $50  in  charges  during  1967  whereas  the  mini- 
mum in  1966  was  $50. 

Use  of  and  charges  for  medical  sendees  among  the  aged  differed  to 
some  extent  by  age  and  sex.  The  proportion  of  enrollees  using  cov- 
ered medical  services  increased  with  age — from  66  percent  for  people 
aged  65  to  74  to  74  percent  for  people  aged  85  and  over.  A  somewhat 
larger  proportion  of  aged  women  used  medical  services  than  did  aged 
men — 71  and  62  percent,  respectively.11  In  addition,  average  charges 
increased  with  age — from  $83  per  enrollee  in  the  youngest  age  group 
to  $109  in  the  oldest  age  group.  Average  charges  for  women,  however 
were  lower.12 

The  proportion  of  enrollees  who  used  covered  medical  services  and 
met  the  $50  deductible  varied  by  region,  ranging  from  less  than  27 
percent  in  the  South  to  nearly  37  percent  in  the  West.  Average  charges 
also  varied  considerably  by  region — from  $80  per  enrollee  in  the  South 
to  $109  in  the  West.  This  difference  in  average  charge  was  apparently 
due  in  substantial  part  to  the  higher  proportions  of  beneficiaries  using 
services.  The  difference  in  charges  for  those  who  met  the  deductible  was 
much  smaller  proportionately,  $171  in  the  South  and  $184  in  the  West. 

Monthly  variations 

In  addition  to  the  cumulative  data  it  provides,  the  CMS  provides 
information  on  a  monthly  basis.  These  monthly  data  are  subject  to 
greater  sampling  variances  than  the  cumulative  data,  of  course,  but 
they  provide  an  insight  into  the  month-to-month  fluctuations  in  the  ex- 
tent of  medical  services  used  by  a  large  population  group.  During  each 
of  the  first  12  months  of  medicare,  about  one-third  of  the  medical  in- 
surance enrollees  used  covered  medical  services  under  the  program.  The 

10  See  app.  D,  exhibit  8. 

11  See  app.  D,  exhibit  9. 

12  See  app.  D,  exhibit  10. 
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proportion  ranged  from  a  low  of  30.4  percent  in  December  1966,  to  a 
high  of  35.1  percent  in  May  1967.  In  aggregate  terms,  the  number 
ranged  from  5.3  million  people  in  December  to  6.2  million  in  May.13 

The  effect  of  the  deductible  carryover  provision  may  be  seen  clearly 
by  comparing  the  number  and  proportion  of  people  who  used  services 
meeting  the  deductible  during  the  first  month  of  the  new  calendar 
year  (January  1967)  with  the  corresponding  figures  for  the  first 
month  of  medicare's  operation.  By  the  end  of  January  1967,  1.3  mil- 
lion people  had  met  the  deductible,  more  than  twice  the  number  who 
did  so  in  the  first  month  of  the  program. 

Since  the  proportion  using  covered  medical  services  did  not  vary 
substantially  and  the  rise  in  physicians'  charges  was  not  large  enough 
to  account  for  the  difference,  the  difference  oan  be  traced  to  the  effect 
of  the  carryover  provision. 

As  would  be  expected,  the  proportion  of  enrollees  using  medical  serv- 
ices who  met  the  $50  deductible  increased  significantly  as  the  year  pro- 
gressed. By  the  end  of  December  1966,  about  one-half  of  those  using 
services  had  met  the  deductible ;  the  proportion  had  increased  to  three- 
fifths  by  the  end  of  June  1967. 

CARRIER  PERFORMANCE  IN  PROCESSING  MEDICAL  INSURANCE  BILLS 

Receipt  of  medical  insurance  bills  began  slowly,  but  increased  dra- 
matically as  the  fiscal  year  progressed  and  more  and  more  beneficiaries 
met  the  $50  deductible  and  submitted  bills  for  payment.  At  first,  car- 
riers experienced  difficulty  in  processing  medical  insurance  claims  in 
the  quantities  in  which  they  were  received.  As  illustrated  by  the  follow- 
ing table,  clearances  fell  substantially  behind  receipts,  and  by  the  end 
of  January  1967,  an  accumulation  of  almost  2.8  million  bills  was  pend- 
ing disposition  in  carrier  offices  across  the  country. 

MEDICAL  INSURANCE  CARRIER  WORKLOADS  (JULY  1966  TO  JUNE  1967) 

Month  Bills  Bills  Bills  pending 

received  cleared  disposition 

July  1966    72,400  32,700  39,700 

August  _    640,700  250,300  430,100 

September    1,232,900  712,500  950,500 

October     1,647,100  1,036,600  1,561,000 

November     1,702,900  1,484,400  1,779,500 

December   2,356,800  1,918,600  2,217,700 

January  1967     2,968,600  2,388,000  2,798,300 

February       2,824,700  2,837,800  2,785,200 

March      3,251,700  3,424,700  2,612,200 

April      2,962,300  3,358,000  2,216,500 

May       3,298,900  3,522,000  1,993,400 

June        3,499,100  3,400,500  2,092,000 

Beginning  with  February  and  continuing  through  May  1967,  clear- 
ances exceeded  receipts.  By  June,  the  pending  load  had  been  reduced  by 
over  706,000  bills  from  the  maximum  reached  in  January,  and  the  num- 
ber of  weeks  of  work  on  hand  had  dropped  from  an  August  1966  high 
of  7.9  weeks  to  2.7  weeks  at  the  end  of  June.  Paralleling  this  improve- 
ment was  a  substantial  reduction  in  the  percentage  of  pending  bills 
which  were  pending  over  30  days;  these  dropped  from  a  November 
high  of  30.1  percent  to  15.2  percent  by  the  end  of  the  following  June. 

13  See  app.  D,  exhibit  11. 
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The  following  table  illustrates  these  changes. 

PERFORMANCE  INDICATORS  FOR  MEDICAL  INSURANCE  CARRIERS  (JULY  1966  TO  JUNE  1967) 


Month 


Ratio  of  Weeks  of  work  Percentage  of 

clearances  pending      pending  bills 

to  receipts  pending  over 

(percent)  30  days 


July,  1966       45.2  4.9 

August       39.1  7.9 

September      57.8  5.6 

October     62.9  6.3 

November   _  ..     87.2  5.0 

December   _     81.4  4.9 

January,  1967     80.4  4.9 

February        100.5  3.5 

March     105.3  3.3 

April        113.4  2.6 

May   _  _    106.8  2.5 

June        97.2  2.7 


3.5 
16.  5 
24.3 
30.1 
23.  4 
24.7 
22.9 
23.8 
21.2 
19.6 
15.2 


A  number  of  factors  caused  the  development  of  larger  than  desir- 
able backlogs  in  the  operations  of  several  carriers.  Coverage  of  physi- 
cians' services  in  their  offices  with  only  a  $50  deductible  was  relatively 
unusual  in  insurance,  and  the  processing  of  a  very  large  number  of 
small  bills  was  not  a  task  with  which  carriers  had  much  familiarity. 
Furthermore,  the  payment  of  bills  under  the  reasonable  charge  con- 
cept proved  to  be  more  complex  than  many  carriers  had  anticipated. 
Consequently,  initial  staffing  had  to  be  adjusted,  and  some  carriers  in 
tight  labor  areas  had  difficulty  in  recruiting  additional  staff. 

Some  carriers  encountered  difficulty  in  obtaining  equipment  and  in 
integrating  relatively  complex  program  requirements  with  other  EDP 
systems.  Furthermore,  many  incomplete  claims  were  submitted  during 
the  early  months  of  the  program's  operations,  and  had  to  be  returned 
for  additional  information.  The  majority  of  the  returned  claims  were 
those  sent  in  by  older  people  whose  physicians  chose  to  bill  them  di- 
rectly. Claims  sent  in  by  physicians  were  more  often  complete. 

A  wide  and  varied  range  of  actions  were  initiated  by  carriers  and 
the  Administration  to  simplify  operations,  overcome  operational  prob- 
lems, and  expedite  claims  processing.  Individual  arrangements  were 
made  between  almost  every  carrier  and  its  counterpart  Social  Security 
Administration  district  office  for  district  office  assistance  in  perfect- 
ing claims  which  contained  incomplete  or  incorrect  information.  The 
statistical  reporting  requirements  for  carriers  were  substantially  re- 
duced temporarily  to  free  their  staffs  for  the  more  critical  claims 
processing  activities.  Carriers  made  appropriate  use  of  overtime  where 
staffing  problems  existed.  And,  in  some  instances,  personnel  from 
Social  Security  Administration  district  offices,  payment  centers,  and 
central  office  were  detailed  to  carriers  for  brief  periods  to  help  meet 
emergency  situations. 

The  results  of  these  combined  efforts  were  reflected  in  the  dramatic 
increase  in  carrier  productivity  and  in  the  marked  decrease  in  the 
number  of  bills  pending.  Performance  indicators  reflected  a  remark- 
able improvement  in  carrier  claims  processing  by  the  end  of  the  first 
fiscal  year. 
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As  the  administrative  design  of  the  program  took  shape  it  was 
found,  as  had  been  anticipated,  that  there  was  no  industrywide  agree- 
ment on  the  approach  to  reasonable  charge  determinations  and  that 
many  carriers  would  need  to  modify  their  approach  to  charge  deter- 
minations considerably  to  meet  the  intent  of  the  medicare  law.  In  this 
climate  it  was  clear  that  uniform  application  of  the  reasonable  charge 
provisions  of  the  law  would  require  the  promulgation  of  guidelines 
interpreting  the  reasonable  charge  provisions  and  setting  forth  the 
standards  against  which  carrier  performance  would  be  judged.  And, 
as  noted  earlier,  such  guidelines  were  developed,  promulgated,  and 
finally  published  as  regulations. 

At  the  same  time,  it  was  recognized  that  simply  publishing  guide- 
lines setting  forth  the  intent  of  the  law  and  suggesting  methods  of 
implementation  would  not,  in  itself,  create  the  capacity  to  take  into 
account  the  physicians'  customary  charges  and  the  prevailing  charges 
in  the  locality  for  similar  services  where  neither  the  basic  data  nor 
the  systems  for  making  such  determinations  existed.  These  guidelines, 
however,  do  provide  common  understanding  of  the  data  and  systems 
that  are  required  for  acceptable  reasonable  charge  determinations 
under  the  medical  insurance  program  and  furnish  a  common  yardstick 
for  measuring  carrier  performance  of  this  function. 

The  Social  Security  Administration  has  worked  closely  with  car- 
riers in  their  efforts  to  refine  all  aspects  of  claims  processing,  includ- 
ing the  determination  of  reasonable  charges.  Moreover,  the  effective- 
ness with  which  customary  and  prevailing  charges  are  taken  into  ac- 
count in  making  reasonable  charge  determinations  has  been  given 
heavy  emphasis  in  carrier  performance  reviews.  Reviews  are  con- 
ducted at  the  actual  work  stations  to  ascertain  and  evaluate  the  guides 
and  screens  being  used  for  reasonable  charge,  coverage,  medical  neces- 
sity, and  appropriate  utilization  determinations.  Deficiencies  and 
necessary  corrective  actions  are  discussed  with  technical  staff  as  well  as 
top  management  and  followed  up  by  central  office  and  regional  office 
staff  of  the  Social  Security  Administration. 

Administrative  costs  of  carrier  operations 

Partly  because  the  flow  of  bills  to  the  medical  insurance  carriers 
started  at  a  relatively  slow  pace,  the  ratio  of  administrative  expenses 
to  benefit  payments  was  relatively  high  at  the  start  of  the  program. 
However,  with  the  flow  of  medical  insurance  claims  increased  and 
carrier  productivity  improved  as  employees  became  more  familiar 
with  medicare  requirements,  the  ratio  declined  from  16.4  percent  for 
the  6  months  ending  December  31,  1966,  to  11.1  percent  for  the  9 
months  ending  March  31,  1967;  and  for  the  entire  year  the  ratio  of 
carrier  administrative  costs  to  benefit  payments  was  9.4  percent. 

Despite  anticipated  increases  in  wages,  rents,  supplies,  and  other 
operating  costs,  the  ratio  of  costs  to  benefit  payments  is  expected  to  be 
lower  for  many  organizations  in  fiscal  year  1968  than  in  fiscal  year 
1967.  This  reduction  is  anticipated  as  a  result  of  improved  employee 
productivity,  increased  mechanization  of  the  claims  process,  and  the 
likelihood  of  a  relatively  stable  flow  of  medical  insurance  claims 
throughout  the  year. 
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Members  of  the  Health  Insurance  Benefits  Advisory  Council 
(As  of  June  30  1967) 

Kermit  Gordon,  Chairman,  president,  Brookings  Institution ;  former  Director  of 
the  Bureau  of  the  Budget. 

William  E.  Beaumont,  Jr.,  past  president  of  the  American  Nursing  Home  Asso- 
ciation ;  owner-administrator,  Beaumont  Nursing  Homes,  Little  Rock,  Ark. 

Bernard  Bucove,  M.D.,  director,  Washington  State  Health  Department;  past 
president,  Association  of  State  and  Territorial  Health  Officers. 

Kenneth  W.  Clement,  M.D.,  past  president,  National  Medical  Association ;  prac- 
ticing surgeon,  Cleveland,  Ohio. 

Dorothy  A.  Cornelius,  R.N.,  executive  director,  Ohio  State  Nurses  Association ; 
first  vice  president,  American  Nurses  Association. 

Nelson  H.  Cruikshank,  former  director,  Department  of  Social  Security,  AFL- 
CIO. 

C.  Manton  Eddy,  past  president,  Health  Insurance  Association  of  America,  direc- 
tor, Aetna  Insurance  Co. ;  director,  Connecticut  General  Life  Insurance  Co. 

Caldwell  B.  Esselstyn,  M.D.,  executive  director  of  the  Community  Health  Asso- 
ciation, Detroit,  Mich. ;  former  chairman  and  presently  a  member  of  the  board 
of  the  Group  Health  Association  of  America. 

Jose  A.  Garcia,  M.D.,  practicing  physician,  Corpus  Christi,  Tex. ;  former  vice 
president  general,  League  of  United  Latin-American  Citizens  (LULAC). 

The  Very  Reverend  Monsignor  Harrold  A.  Murray,  director,  Bureau  of  Health 
and  Hospitals,  United  States  Catholic  Conference. 

Russell  A.  Nelson,  M.D.,  president,  The  Johns  Hopkins  Hospital,  Baltimore,  Md. ; 
past  president,  American  Hospital  Association. 

Howard  P.  Rome,  M.D.,  councillor  and  past  president,  American  Psychiatric 
Association ;  senior  consultant  in  psychiatry,  Mayo  Clinic,  Rochester,  Minn. ; 
professor  of  psychiatry,  Mayo  Graduate  School  of  Medicine,  University  of 
Minnesota. 
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Samuel  E.  Sherman,  M.D.,  chairman,  Council  on  Legislative  Activities,  American 
Medical  Association ;  planning  officer,  Mount  Zion  Hospital,  San  Francisco, 
Calif. 

Nathan  J.  Stark,  group  vice  president  of  operations,  Hallmark  Cards ;  president, 

Kansas  City  General  Hospital  and  Medical  Center  Corp. 
Ray  E.  Trussell,  M.D.,  director,  School  of  Public  Health  and  Administrative 

Medicine,  Columbia  University ;  former  commissioner  of  hospitals  for  New 

York  City. 

Carroll  L.  Witten,  M.D.,  past  president,  American  Academy  of  General  Practice ; 
practicing  physician,  Louisville,  Ky. 

Members  of  the  Health  Insurance  Benefits  Advisory  Council 

(As  of  June  14,  1968) 

Charles  L.  Schultze,  Chairman,  professor  of  economics,  University  of  Maryland ; 
senior  fellow,  Brookings  Institution;  former  Director  of  the  Bureau  of  the 
Budget 

Bernard  Bucove,  M.D.,  Health  Services  Administrator  of  New  York  City  ;  former 
director,  Washington  State  Health  Department;  past  president  and  former 
member  of  the  executive  committee  of  the  Association  of  State  and  Territorial 
Health  Officers. 

Kenneth  W.  Clement,  M.D.,  past  president,  National  Medical  Association ; 

practicing  surgeon,  Cleveland,  Ohio. 
Nelson  H.  Cruikshank,  former  director,  Department  of  Social  Security,  AFL- 

CIO. 

Margaret  B.  Dolan,  professor  and  head,  Department  of  Public  Health  Nursing, 
University  of  North  Carolina  School  of  Public  Health ;  past  president  of  the 
American  Nurses'  Association. 

C.  Manton  Eddy,  past  president,  Health  Insurance  Association  of  America  ;  direc- 
tor, Aetna  Insurance  Co. ;  director,  Connecticut  General  Life  Insurance  Co. 

Caldwell  B.  Esselstyn,  M.D.,  associate  program  coordinator,  New  York  Metro- 
politan Regional  Medical  Program,  Associated  Medical  Schools  of  New  York ; 
former  chairman  and  presently  a  member  of  the  board  of  the  Group  Health 
Association  of  America ;  former  executive  director  of  the  Community  Health 
Association,  Detroit,  Mich. 

Merrill  O.  Hines,  M.D.,  medical  director  and  chairman  of  the  Board  of  Manage- 
ment, Ochsner  Clinic ;  professor  of  clinical  surgery,  Tulane  Medical  School. 

William  R.  Hutton,  executive  director  and  director  of  information,  National  Coun- 
cil of  Senior  Citizens,  Inc. ;  editor,  Senior  Citizens  News. 

The  Very  Reverend  Monsignor  Harrold  A.  Murray,  director,  Bureau  of  Health 
and  Hospitals,  United  States  Catholic  Conference. 

Russell  A.  Nelson,  M.D.,  president,  The  Johns  Hopkins  Hospital,  Baltimore,  Md. ; 
past  president,  American  Hospital  Association. 

Howard  P.  Rome,  M.D.,  senior  consultant  in  psychiatry,  Mayo  Clinic,  Rochester, 
Minn. ;  councillor  and  past  president,  American  Psychiatric  Association ;  pro- 
fessor of  psychiatry,  Mayo  Graduate  School  of  Medicine,  University  of  Minne- 
sota. 

Syble  H.  Scott,  practicing  attorney ;  nursing  home  operator ;  faculty  member, 

School  of  Continuing  Education,  University  of  Oklahoma. 
Samuel  R.  Sherman,  M.D.,  former  chairman,  Council  on  Legislative  Activities, 

American  Medical  Association ;  planning  officer,  Mount  Zion  Hospital,  San 

Francisco,  Calif. 

Herman  M.  Somers,  Ph.  D.,  professor  of  politics  and  public  affairs,  Princeton 
University ;  past  member  of  the  Advisory  Council  on  Social  Security ;  consul- 
tant to  many  governmental  and  private  agencies  in  the  fields  of  administration 
and  health  services. 

Nathan  J.  Stark,  group  vice  president  of  operations,  Hallmark  Cards ;  president, 
Kansas  City  General  Hospital  and  Medical  Center  Corp. 

Ray  E.  Trussell,  M.D.,  director,  School  of  Public  Health  and  Administrative  Medi- 
cine, Columbia  University ;  former  commissioner  of  hospitals  for  New  York 
City. 

Adolfo  Urrutia,  M.D.,  practicing  surgeon ;  past  president  of  staff,  Santa  Rosa 
Medical  Center,  San  Antonio,  Tex. ;  fellow  of  the  American  College  of  Surgeons. 

Carroll  L.  Witten,  M.D.,  past  president,  American  Academy  of  General  Practice ; 
practicing  physician,  Louisville,  Ky. 
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Exhibit  4 

State  Agencies  Administering  Provider  Certification 

Alabama  :  State  Department  of  Public  Health,  Montgomery,  Ala. 
Alaska  :  Alaska  Department  of  Health  and  Welfare,  Juneau,  Alaska. 
Arizona  :  State  Department  of  Health,  Phoenix,  Ariz. 
Arkansas :  State  Board  of  Health,  Little  Rock,  Ark. 
California  :  State  Department  of  Public  Health,  Berkeley,  Calif. 
Colorado :  State  Department  of  Public  Health,  Denver,  Colo. 
Connecticut :  State  Department  of  Health,  Hartford,  Conn. 
Delaware :  State  Board  of  Health,  Dover,  Del. 

District  of  Columbia  :  District  of  Columbia  Health  Department,  Washington,  D.C. 

Florida  :  State  Board  of  Health,  Jacksonville,  Fla. 

Georgia  :  Georgia  Department  of  Public  Health,  Atlanta,  Ga. 

Guam :  Department  of  Public  Health  and  Welfare,  Agana,  Guam. 

Hawaii :  Hawaii  Department  of  Health,  Honolulu,  Hawaii. 

Idaho :  Idaho  Department  of  Health,  Boise,  Idaho. 

Illinois :  Illinois  Department  of  Public  Health,  Springfield,  111. 

Indiana  :  State  Board  of  Health,  Indianapolis,  Ind. 

Iowa  :  State  Department  of  Health,  Des  Moines,  Iowa. 

Kansas:  State  Department  of  Health,  Topeka,  Kans. 

Kentucky :  Commonwealth  of  Kentucky  Department  of  Health,  Frankfort,  Ky. 

Louisiana  :  Louisiana  Department  of  Hospitals,  Baton  Rouge,  La. 

Maine :  Maine  Department  of  Health  and  Welfare,  Augusta,  Maine. 

Maryland  :  State  Department  of  Health,  Baltimore,  Md. 

Massachusetts :  Massachusetts  Department  of  Public  Health,  Boston,  Mass. 

Michigan  :  Michigan  Department  of  Health,  Lansing,  Mich. 

Minnesota  :  State  Department  of  Health,  Minneapolis,  Minn. 

Mississippi :  Mississippi  State  Board  of  Health,  Jackson,  Miss. 

Missouri :  Division  of  Health,  Jefferson  City,  Mo. 

Montana  :  State  Board  of  Health,  Helena,  Mont. 

Nebraska :  State  Department  of  Health,  Lincoln,  Neb. 

Nevada  :  Division  of  Health,  Carson  City,  Nev. 

New  Hampshire:  New  Hampshire  Division  of  Public  Health,  Concord,  N.H. 
New  Jersey  :  State  Department  of  Health,  Trenton,  N.J. 

New  Mexico :  New  Mexico  Department  of  Public  Health,  Sante  Fe,  N.  Mex. 

New  York :  New  York  State  Department  of  Health,  Albany,  N.Y. 

North  Carolina  :  State  Board  of  Health,  Raleigh,  N.C. 

North  Dakota  :  State  Department  of  Health,  Bismarck,  N.  Dak. 

Ohio :  Ohio  Department  of  Health,  Columbus,  Ohio. 

Oklahoma  :  State  Department  of  Health,  Oklahoma  City,  Okla. 

Oregon :  State  Board  of  Health,  Portland,  Oreg. 

Pennsylvania  :  Department  of  Health,  Harrisburg,  Pa. 

Puerto  Rico :  Puerto  Rico  Department  of  Health,  San  Juan,  P.R. 

Rhode  Island  (except  extended  care  facilities)  :  Rhode  Island  Department  of 

Health,  Providence,  R.I. 
Rhode  Island  (extended  care  facilities  only)  :  Rhode  Island  Department  of  Social 

Welfare,  Providence,  R.I. 
South  Carolina :  State  Board  of  Health,  Columbia,  S.C. 
South  Dakota  :  State  Department  of  Health,  Pierre,  S.  Dak. 
Tennessee:  Tennessee  Department  of  Public  Health,  Nashville,  Tenn. 
Texas :  State  Department  of  Health,  Austin,  Tex. 
Utah  :  State  Department  of  Health,  Salt  Lake  City,  Utah. 
Vermont :  Vermont  Department  of  Health,  Burlington,  Vt. 
Virgin  Islands  :  Virgin  Islands  Department  of  Health,  St.  Thomas,  V.I. 
Virginia  :  State  Department  of  Health,  Richmond,  Va. 
Washington :  State  Department  of  Health,  Olympia,  Wash. 
West  Virginia  :  State  Department  of  Health,  Charleston,  W.  Va. 
Wisconsin  :  State  Board  of  Health,  Madison,  Wis. 
Wyoming :  State  Department  of  Public  Health,  Cheyenne,  Wyo. 

Note. — The  government  of  American  Samoa,  the  sole  operator  of  medical  facilities  In 
that  territory,  has  appointed  an  administrative  officer  to  confer  with  DHEW  with  regard 
to  the  medicare  program. 
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Exhibit  5 

Intermediaries  for  Hospital  Insurance  Program  and  States  in  Which  They 

Service  Providers 

Aetna  Life  &  Casualty :  California,  Connecticut,  Florida,  Illinois,  Massachusetts, 
Nevada,  New  York,  Tennessee,  Virginia,  and  Washington. 

Blue  Cross  Association  (through  74  Blue  Cross  plans)  :  All  States  except  Hawaii 
and  Nevada  and  the  Virgin  Islands. 

Community  Health  Association  ( CHA )  :  Michigan. 

Cooperativa  de  Salud  de  Puerto  Rico  :  Puerto  Rico. 

Hamilton  Life  Insurance  Co.:  New  York  (extended  care  facilities  only)1 
Hawaii  Medical  Services  Association :  Hawaii. 
Inter-County  Hospitalization  Plan,  Inc. :  Pennsylvania. 

Kaiser  Foundation  Health  Plan,  Inc.:  California,  Hawaii,  and  Oregon  (Kaiser 

Foundation  providers  only). 
Mutual  of  Omaha :  Alabama,  California,  Colorado,  District  of  Columbia,  Idaho, 

Iowa,    Kansas,    Kentucky,    Maryland,    Minnesota,    Mississippi,  Missouri, 

Montana,  Nebraska,  Oklahoma,  Oregon,  South  Dakota,  Texas,  Virginia,  Virgin 

Islands,  Washington,  West  Virginia,  and  Wisconsin. 
Nationwide  Mutual  Insurance  Co. :  Ohio. 

New  York  State  Department  of  Health  :  New  York  (home  health  agencies  only). 
Prudential  Insurance  Co. :  New  Jersey. 

Travelers  Insurance  Co. :  California,  Connecticut,  Florida,  Georgia,  Maine,  Massa- 
chusetts, Michigan,  Minnesota,  New  Hampshire,  New  Mexico,  New  York, 
Pennsylvania,  Rhode  Island,  and  Vermont. 

1  Effective  May  1968,  Travelers  Insurance  Co.  became  the  Intermediary  for  New  York 
extended  care  facilities. 
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Carriers  for  Medical  Insurance  Program 

Alabama  :  Blue  Cross-Blue  Shield  of  Alabama.1 

Alaska  :  Aetna  Life  &  Casualty. 

Arizona :  Aetna  Life  &  Casualty. 

Arkansas :  Arkansas  Blue  Cross  &  Blue  Shield,  Inc.1 

California : 

California  Blue  Shield.1 

Occidental  Life  Insurance  Co.  of  California. 
Colorado :  Colorado  Medical  Service,  Inc.1 
Connecticut :  Connecticut  General  Life  Insurance  Co. 
Delaware :  Blue  Cross  &  Blue  Shield  of  Delaware,  Inc.1 
District  of  Columbia  :  Medical  Service  of  the  District  of  Columbia.1 
Florida  :  Blue  Shield  of  Florida,  Inc.1 
Georgia  :  John  Hancock  Mutual  Life  Insurance  Co. 
Hawaii :  Aetna  Life  &  Casualty. 

Idaho :  The  Equitable  Life  Assurance  Society  of  the  United  States. 
Illinois : 

Continental  Casualty  Co. 

Illinois  Medical  Service.1 
Indiana  :  Mutual  Medical  Insurance,  Inc.1 
Iowa  :  Iowa  Medical  Service.1 
Kansas :  Blue  Cross-Blue  Shield  of  Kansas.1 
Kentucky :  Metropolitan  Life  Insurance  Co. 
Louisiana  :  Pan-American  Life  Insurance  Co. 
Maine :  Union  Mutual  Life  Insurance  Co. 
Maryland :  Maryland  Medical  Service,  Inc.1 
Massachusetts.  Massachusetts  Medical  Service.1 
Michigan  :  Michigan  Medical  Service.1 
Minnesota : 

Blue  Shield  of  Minnesota.1 

The  Travelers  Insurance  Co. 
Mississippi :  The  Travelers  Insurance  Co. 
Missouri : 

General  American  Life  Insurance  Co. 

Surgical  Care,  Inc.1 
Montana  :  Montana  Physician's  Service.1 


Footnote  p.  66. 
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Nebraska a :  Mutual  of  Omaha  Insurance  Co. 
Nevada  :  Aetna  Life  &  Casualty. 

New  Hampshire :  New  Hampshire-Vermont  Physician  Service.1 

New  Jersey  :  The  Prudential  Insurance  Co.  of  America. 

New  Mexico :  The  Equitable  Life  Assurance  Society  of  the  United  States. 

New  York : 

Blue  Shield  of  Western  New  York,  Inc.1 

Genessee  Valley  Medical  Care.1 

Group  Health  Insurance,  Inc. 

Metropolitan  Life  Insurance  Co. 

United  Medical  Service,  Inc.1 
North  Carolina  :  Pilot  Life  Incurance  Co. 
North  Dakota  :  North  Dakota  Physicians  Service.1 
Ohio: 

Medical  Mutual  of  Cleveland,  Inc.1 

Nationwide  Mutual  Insurance  Co. 
Oklahoma  : "  Aetna  Life  and  Casualty. 
Oregon :  Aetna  Life  and  Casualty. 
Pennsylvania  :  Pennsylvania  Blue  Shield.1 
Puerto  Rico :  Seguros  de  Servicio  de  Salud  de  Puerto  Rico,  Inc. 
Rhode  Island :  Rhode  Island  Medical  Society  Physicians  Service.1 
South  Carolina :  Blue  Cross — Blue  Shield  of  South  Carolina.1 
South  Dakota :  South  Dakota  Blue  Shield.1 

Tennessee :  The  Equitable  Life  Assurance  Society  of  the  United  States. 
Texas :  Group  Medical  and  Surgical  Service.1 
Utah :  Medical  Service  Bureau.1 

Vermont :  New  Hampshire- Vermont  Physician  Service.1 
Virgin  Islands :  Mutual  of  Omaha  Insurance  Co. 
Virginia : 

Medical  Service  of  the  District  of  Columbia.1 

The  Travelers  Insurance  Co. 
Washington :  Washington  Physicians  Service.1 
West  Virginia  :  Nationwide  Mutual  Insurance  Co. 
Wisconsin : 

Medical  Society  of  Milwaukee  County.1 

Wisconsin  Physicians  Service.1 
Wyoming :  The  Equitable  Life  Assurance  Society  of  the  United  States. 

1  Blue  Shield  Plan. 

2  The  Nebraska  State  Department  of  Public  Welfare  was  among  the  initial  carrier  selec- 
tions. However,  the  agreement  was  terminated  by  mutual  consent  effective  May  5,  1967, 
following  a  request  by  the  Department  of  Public  Welfare. 

3  As  of  July  1,  1967,  the  Oklahoma  Department  of  Public  Welfare  assumed  the  carrier 
role  for  those  individuals  included  in  the  "buy-in"  agreement. 


Exhibit  7 

Group  Practice  Prepayment  Plans  Reimbursed  Directly  by  SSA  on 
Reasonable  Cost  Basis 

Atcheson,  Topeka,  and  Santa  Fe  Hospital  Association,  Topeka,  Kans. 
Boro  Medical  Center,  New  York,  N.Y. 
Community  Health  Association,  Detroit,  Mich. 
Community  Health  Foundation,  Cleveland,  Ohio 
Family  Health  Program  of  Southern  California,  Long  Beach,  Calif. 
Group  Health  Cooperative  of  Puget  Sound,  Seattle,  Wash. 
Group  Health  Plan,  Inc.,  St.  Paul,  Minn. 
Health  Insurance  Plan  of  Greater  New  York,  New  York,  N.Y. 
Kaiser  Foundation  Health  Plan,  Inc.,  Oakland,  Calif. 
Kansas  City  Southern  Employees  Hospital  Association,1  Kansas  City,  Mo. 
La  Societe  Francaise  de  Bienfaisance  Mutuelle,  San  Francisco,  Calif. 
Louisiana  and  Arkansas  Railway  Employees  Hospital  Association,1  Shreveport, 
La. 

Local  1205  Health  Center,  Brooklyn,  N.Y. 

Medical  Institute  of  Local  88,  St.  Louis,  Mo. 

NYSA-ILA  Coordinating  Committee,  New  York,  N.Y. 

NYSA-PWU  Welfare  Fund,  New  York,  N.Y. 

Philadelphia  AFL-CIO  Hospital  Association,  Philadelphia,  Pa. 
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Police  and  Firemen's  Medical  Association,  Philadelphia,  Pa. 
Santa  Fe  Coast  Lines  Hospital  Association,  Los  Angeles,  Calif. 
Southern  Pacific  Employees  Hospital  Association,  San  Francisco,  Calif. 
St.  Louis  Labor  Health  Institute,  St.  Louis,  Mo. 
St.  Louis  Southwestern  Railway  Hospital  Trust,2  Texarkana,  Ark. 
Union  Family  Medical  Fund  of  the  Hotel  Industry  of  NYC,  New  York,  N.Y. 
United  Mine  Workers  of  America  Retirement  and  Welfare  Fund,  Washington, 
D.C. 

Wabash  Memorial  Hospital  Association,  Decatur,  111. 
Western  Clinic,  Tacoma,  Wash. 

1  Plan  terminated  operations  on  Mar.  31,  1967. 

2  Effective  July  1,  1967,  this  plan  ceased  operations. 


Exhibit  8 

Group  Practice  Prepayment  Plans  Reimbursed  Through  Carriers  on 
Reasonable  Charge  Basis 

United  Medical  Service,  New  York,  N.Y. : 

Amalgamated  Laundry  Workers  Health  Center,  New  York,  N.Y. 
Building  Service  Employees  Local  32B,  New  York,  N.Y. 
Health  Center— Local  1111,  New  York,  N.Y. 

Provision  Salesmen  and  Distributors  Union  Welfare  Trust  Fund,  New  York, 
N.Y. 

Hebrew  Butcher  Workers  Union  Local  234,  New  York,  N.Y. 
Sidney  Hillman  Health  Center,  New  York,  N.Y. 

United  Wire  Metal  and  Machine  Health  and  Welfare  Fund,  New  York,  N.Y. 

Max  Bleicher,  M.D.,  Diagnostic  Clinic,  New  York,  N.Y. 
Group  Health  Insurance,  Inc.,  New  York,  N.Y. : 

Medical  and  Dental  Plan  of  the  Electrical  Manufacturing  and  Supply  In- 
dustry, Flushing,  N.Y. 
Blue  Cross  and  Blue  Shield  of  Delaware,  Inc.,  Wilmington,  Del. : 

Electra  Arms  Medical  Center,  Wilmington,  Del. 
Pennsylvania  Blue  Shield,  Camp  Hill,  Pa. : 

A.  F.  of  L.  Medical  Service  Plan  of  Philadelphia,  Philadelphia,  Pa. 

Sidney  Hillman  Medical  Center,  Philadelphia,  Pa. 
Medical  Service  of  the  District  of  Columbia,  Washington,  D.C. : 

Group  Health  Association,  Washington,  D.C. 
Seguros  de  Servicio  de  Salud  de  Puerto  Rico,  Hato  Rey,  P.R. : 

Association  de  Maestros  de  Puerto  Rico,  Hato  Rey,  P.R. 

Fondo  de  Bienestas  ILA-PRSSA,  San  Juan,  P.R. 
Blue  Shield  of  Florida,  Inc.,  Jacksonville,  Fla. : 

Centro  Espanol  de  Tampa,  Tampa,  Fla. 

Circulo  Cubano  de  Tampa,  Tampa,  Fla. 

La  Benefiea  Espanola,  Tampa,  Fla. 
Travelers  Insurance  Co.,  Hartford,  Conn. : 

Taborian  Hospital,  Mound  Bayou,  Miss. 
Illinois  Medical  Service,  Chicago,  111. : 

Civic  Medical  Center,  Chicago,  111. 

Medical  Center — Beef  Boners  and  Sausage  Makers,  Chicago,  111. 

Sidney  Hillman  Health  Center,  Chicago,  111. 

Union  Health  Service,  Inc.,  Chicago,  111. 
General  American  Life  Insurance  Co.,  St.  Louis,  Mo. : 

Transit  Services  Corporation  of  Metropolitan  St.  Louis,  St.  Louis,  Mo. 
South  Dakota  Medical  Service,  Inc.,  Sioux  Falls,  S.D. : 

Homestake  Mining  Co.,  Lead,  S.D. 
Pan  American  Life  Insurance  Co.,  New  Orleans,  La. : 

Stanocola  Medical  Clinic,  Baton  Rouge,  La. 
Colorado  Medical  Service,  Denver,  Colo. : 

Employees  Mutual  Aid  Association  of  Public  Service  Company  of  Colorado, 
Denver,  Colo. 
Aetna  Life  Insurance  Co.,  Phoenix,  Ariz. : 

Phelps  Dodge  Corporation  Hospital-Medical-Surgical  Plan,  Douglas,  Ariz. 
Occidental  Life  Insurance  Co.,  Los  Angeles,  Calif. : 

Ross  Loos  Medical  Group,  Los  Angeles,  Calif. 

Transportation  Hospital  Association,  Los  Angeles,  Calif. 
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"Washington  Physician  Service,  Seattle,  Wash. :  Community  Medical  Service, 

Inc.,  Seattle,  Wash. 
United  Medical  Service,  Inc.,  New  York,  N.Y. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  New 
York,  N.Y. 

Massachusetts  Medical  Service,  Boston,  Mass. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Boston, 
Mass. 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Fall 
River,  Mass. 
Prudential  Insurance  Co.,  Millville,  N.J. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union, 
Newark,  N.J. 
Pennsylvania  Blue  Shield,  Camp  Hill,  Pa. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Phil- 
adelphia, Pa. 

Tri  District  Health  Center,  International  Ladies'  Garment  Workers'  Union, 
Wilkes-Barre,  Pa. 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Allen- 
town,  Pa. 

Illinois  Medical  Service,  Chicago,  111. : 

Chicago  Health  Center,  International  Ladies'  Garment  Workers'  Union, 
Chicago,  111. 

Blue  Cross-Blue  Shield  of  Kansas,  Topeka,  Kans. : 

Kansas  City  Garment  Industry  Health  Center, -Kansas  City,  Kans. 

General  American  Life  Insurance  Co.,  St.  Louis,  Mo. : 
Garment  Industry  Health  Center,  St  Louis,  Mo. 

Occidental  Life  Insurance  Co.  of  California,  Los  Angeles,  Calif. : 

Union  Health  Center,  International  Ladies'  Garment  Workers'  Union,  Los 
Angeles,  Calif. 


Appendix  B.  Enrollment  foe  Hospital  and  Medical  Insurance 


Exhibit : 

1.  Enrollment  for  hospital  and  medical  insurance  by  type  of  entitle-  F&&e 

ment,  geographic  division,  and  State,  as  of  July  1,  1966   70 

2.  Enrollment  for  hospital  and  medical  insurance,  by  type  of  entitle- 

ment, geographic  division,  and  State,  as  of  July  1,  1967   72 

3.  States  with  "buy-in"  agreements  for  medical  insurance  coverage  of 

public  assistance  cash  recipients,  June  30,  1967   74 
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47,949 
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256,479 
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EXHIBIT  3 

STATES  WITH  "BUY-IN"  AGREEMENTS  FOR  MEDICAL  INSURANCE  COVERAGE  OF  PUBLIC  ASSISTANCE  CASH 

RECIPIENTS,  JUNE  30,  1967 


Estimated  coverage 


State 


Number  of 
enrollees 


Total   1,154,000 

Arizona      13,500 

Arkansas..    65,000 

California   311,000 

Colorado      42,000 

Connecticut   8,000 

Florida     79,000 

Indiana.. _    20,000 

Iowa    24,000 

Maine   11,500 

Massachusetts*  _   16,400 

Minnesota   27,500 

Montana   4,300 


Percent 
of  total 
enrollees 
in  State 


til 


State 


Estimated  coverage 


Number  of 
enrollees 


Percent 
of  total 
enrollees 
in  State 


Nebraska   13,000  8 

New  Hampshire   4,400  6 

New  Jersey    13,500  2 

New  York    68,000  4 

Oklahoma    81,500  31 

South  Carolina  __  23,000  14 

South  Dakota    5,600  8 

Tennessee   46,400  14 

Texas.   230,000  27 

Vermont     4,300  9 

Virginia.     11,000  4 

Wisconsin  2    8,000  2 

Wyoming   23,000  83 


1  Based  on  total  number  of  medical  insurance  enrollees  in  the  25  "buy-in"  States;  6  percent  of  all  medical  insurance 
enrollees  were  covered  under  buy-in  agreements  on  July  1,  1967. 

2  Buy-in  agreement  limited  to  assistance  recipients  not  entitled  to  social  security  or  railroad  retirement  cash  benefits. 


Appkndix  C.  Providers  of  Services 

Exhibit: 

1.  Table  1:  Number  of  participating  hospitals  and  number  of  adult 

beds  by  type  of  hospital,  geographic  division,  and  State,  July  Paee 
1967   75 

2.  Table  2:  Number  of  participating  extended  care  facilities  and  home 

health  agencies,  by  geographic  division  and  State,  July  1967   76 

3.  Table  3:  Number  of  participating  independent  laboratories,  by 

geographic  division  and  State,  July  1967   78 


EXHIBIT  1 

TABLE  1. — NUMBER  OF  PARTICIPATING  HOSPITALS,  ADULT  BEDS,  AND  BEDS  PER  1,000  HOSPITAL  INSURANCE 
ENROLLEES,  BY  TYPE  OF  HOSPITAL,  GEOGRAPHIC  DIVISION,  AND  STATE,  JULY  1967 


Total'  General  2  Psychiatric.  Tuberculosis 


Area  Beds  per 

Hos-  Beds  Hos-  Beds  1,000  en-  Hos-  Beds*  Hos-  Beds4 
pitals  pitals  rollees3    pitals  pitals 


Total    6,857     1,157,603     6,406     811,243        42.4       331     322,886       120  23,474 


New  England   383        86,755       344      59,320        47.8        31      26,285  8  1,150 


Maine  —   62  4,896  60  4,296  36.9  1  485  1  115 

New  Hampshire   35  3,140  33  2,658  34.3  1  400  1  82 

Vermont   25  3,738  22  1,813  37.9  2  1,850  1  75 

Massachusetts   189  47,941  169  35,477  57.0  16  11,886  4  578 

Rhode  Island   21  7,352  17  4,821  48.0  3  2,231  1  300 

Connecticut   51  19,688  43  10,255  37.4  8  9,433  0  0 


Middle  Atlantic    818       279,317       741     158,442        41.6        69    119,403         8  1,472 


New  York    405       156,888       366      79,844        41.7         34      76,322  5  722 

New  Jersey..   121         42,389       111      24,249        36.9  8      17,450  2  690 

Pennsylvania   292        80,040       264      54,349        44.1         27      25,631  1  60 


East  North  Central   1,169       221,075     1,047     163,385        44.1         74      50,272        48  7,418 


Ohio    266  48,085  230  41,093  42.5  19  4,782  17  2,210 

Indiana   138  24,401  124  17,840  37.2  9  5,969  5  592 

Illinois...    297  69,891  269  47,628  44.6  19  20,102  9  2,161 

Michigan   282  54,636  257  37,484  51.2  16  15,258  9  1,894 

Wisconsin    186  24,062  167  19,340  42.5  11  4,161  8  561 


West  North  Central   919       101,206       879      80,205        42.9        32      20,033         8  968 


Minnesota   197  25,348  186  18,590  46.7  7  6,414  4  344 

Iowa    146  14,223  141  13,495  38.8  4  472  1  256 

Missouri   171  28,623  161  22,345  41.3  10  6,278  0  0 

North  Dakota   63  5,327  61  3,552  54.7  2  1,775  0  0 

South  Dakota...   63  4,804  62  3,204  40.8  1  1,600  0  0 

Nebraska   109  7,598  105  6,887  38.6  3  581  1  130 

Kansas    170  15,283  163  12,132  46.8  5  2,913  2  23  8 


South  Atlantic   811       136,664       763    101,204        40.0        35     30,410        13  5,050 


Delaware.   9  2,764  7  1,588  37.8  1  1,001  1  175 

Maryland    61  23,553  50  11,960  45.2  10  11,193  1  400 

District  ot  Columbia...  15  12,017  13  5,312  78.7  2  6,705  0  0 

Virginia   106  14,530  102  13,895  41.6  2  181  2  454 

West  Virginia   86  9,668  80  8,377  43.8  5  901  1  390 

North  Carolina   150  21,388  144  17,641  46.7  2  2,253  4  1,494 

South  Carolina   71  12,440  68  7,000  39.7  3  5,440  0  0 

Georgia   136  14,165  131  13,275  39.4  4  209  1  681 

Florida     177  26,139  168  22,156  30.0  6  2,527  3  1,456 


East  South  Central   481        47,367       459     42,766        35.8         9       2,468        13  2,133 


Kentucky   132  13,791  120  10,956  33.7  5  1,894  7  941 

Tennessee   156  17,644  148  16,090  44.9  3  515  5  1,039 

Alabama   117  10,817  115  10,605  35.2  1  59  1  153 

Mississippi    76  5,115  76  5,115  24.2  0  0  0  0 


See  footnotes  at  end  of  table. 


(75) 
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EXHIBIT  1— Continued 

TABLE  1. — NUMBER  OF  PARTICIPATING  HOSPITALS,  ADULT  BEDS,  AND  BEDS  PER  1,000  HOSPITAL  I NfURANCE 
ENROLLEES,  BY  TYPE  OF  HOSPITAL,  GEOGRAPHIC  DIVISION,  AND  STATE,  JULY  1967— Continued 


Total 1  General  2  Psychiatric  Tuberculosis 


Area  Beds  per 

Hos-  Beds  Hos-  Beds  1,000  en-  Hos-  Beds*  Hos-  Beds* 
pitals  pitals  rollees3    pitals  pitals 


West  South  Central   919        88,394       899     71,317        42.5        15     14,659         5  2,418 


Arkansas   106  9,670  103  7,670  34.7  2  1,428  1  572 

Louisiana   109  13,818  106  12,409  44.0  3  1,409  0  0 

Oklahoma   150  15,024  147  10,056  36.2  3  4,968  0  0 

Texas   554  49,882  543  41,182  45.9  7  6,854  4  1,846 


Mountain    404        35,643       387      29,799        47.8        13       5,358  4  486 


Montana. ._  ._  67  3,917  64  3,482  51.4  1  140  2  295 

Idaho   50  2,409  49  2,359  36.5  0  0  1  50 

Wyoming   30  2,054  29  1,494  50.4  1  560  0  0 

Colorado   91  13,145  86  9,259  52.1  5  3,886  0  0 

New  Mexico...   47  3,338  45  3,071  48.3  2  267  0  0 

Arizona....   62  5,824  58  5,365  42.8  3  318  1  141 

Utah    37  3,333  36  3,146  45.1  1  187  0  0 

Nevada   20  1,623  20  1,623  64. 7  0  0  0  0 


Pacific    846       150,332       788      97,702        44.5        50      51,604  8  1,026 


Washington   122  14,718  114  9,686  31.7  6  4,608  2  424 

Oregon   89  13,651  84  10,173  48.6  4  3,299  1  179 

California   590  117,581  548  74,405  45.4  38  42,785  4  391 

Alaska   18  831  16  574  101.5  1  225  1  32 

Hawaii   27  3,551  26  2,864  74.6  1  687  0  0 


Other  areas   107        10,850        99       7,103        48.6         3       2,394         5  1,353 


American  Samoa   1  145  1  145  728.6  0  0  0  0 

Guam    1  199  1  199  172.3  0  0  0  0 

Puerto  Rico   100  10,300  92  6,553        46.1  3  2,394  5  1,353 

Virgin  Islands   5  206  5  206        86. 0  0  0  0  0 


>  Includes  4  Federal  hospitals;  excludes  17  Christian  Science  sanatoriums. 

2 Short-stay  and  long-stay  hospitals.  Includes  separately  certified  medical  and  surgical  units  and  beds  of  psychiatric 
and  tuberculosis  hospitals  not  accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals  or  the  American  Osteo- 
pathic Association. 

3  Based  on  number  of  persons  enrolled  in  hospital  insurance  program  as  of  Jan.  1,  1967. 

*  Includes  only  active-care  beds  for  psychiatric  and  tuberculosis  hospitals  accredited  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals  or  the  American  Osteopathic  Association. 


EXHIBIT  2 

TABLE  2  — NUMBER  OF  PARTICIPATING  EXTENDED  CARE  FACILITIES,  NURSING  BEDS,  BEDS  PER  1,000  HOSPITAL 
INSURANCE  ENROLLEES,  AND  PARTICIPATING  HOME  HEALTH  AGENCIES,  BY  GEOGRAPHIC  DIVISION  AND  STATE, 
JULY  1967 


Extended  care  facilities 

Area   Home 

Beds  per  health 
Facilities  Beds'  1,000  agencies 

enroilees  - 


Total    4,160  291,307  15.2  1,849 


New  England  ._   366  23,172  1  8.7  358 


Maine    21  814              7.0  21 

New  Hampshire    7  324              4.2  29 

Vermont..   9  336               7.0  9 

Massachusetts    130  9,803  15.8  171 

Rhode  Island   14  740               7.4  25 

Connecticut      185  11,155  40.7  103 


Middle  Atlantic    482  45,678  12.0  313 


New  York.  _.   220  24,638  12.9  138 

New  Jersey       66  6,561  10.0  55 

Pennsylvania     196  14,479  11.7  3 120 


See  footnotes  at  end  of  table. 
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EXHIBIT  2— Continued 

TABLE  2 — NUMBER  OF  PARTICIPATING  EXTENDED-CARE  FACILITIES,  NURSING  BEDS,  BEDS  PER  1,000  HOSPITAL 
INSURANCE  ENROLLEES,  AND  PARTICIPATING  HOME  HEALTH  AGENCIES,  BY  GEOGRAPHIC  DIVISION  AND  STATE, 
JULY  1967— Continued 


Extended  care  facilities 

Area    Home 

Beds  per  health 
Facilities  Beds'  1,000  agencies 

enrollees 2 


East  North  Central   655  49,090  13.3  314 


Ohio...   159  10,907  11.3  102 

Indiana..   51  3,837  8.0  24 

Illinois   148  11,152  10.4  83 

Michigan....   125  11,035  15.1  49 

Wisconsin   172  12,159  26.7  56 


West  North  Central   372  20.806  11.1  122 


Minnesota   127  7,702  19.3  41 

Iowa   58  3,216              9.2  17 

Missouri   62  4,292              7.9  20 

North  Dakota   23  1,089  16.8  6 

South  Dakota..   9  3%               5.0  5 

Nebraska   26  2,086  11.7  5 

Kansas   67  2,025              7.8  28 


South  Atlantic   415  31,877  12.6  195 


Delaware    8  488  11.6  5 

Maryland   47  4,571  17.3  26 

District  of  Columbia    6  1,537  22.8  2 

Virginia    46  3,364  10.1  J  32 

West  Virginia   21  1,010  5.3  21 

North  Carolina   38  2,607  6.9  15 

South  Carolina     50  2,887  16.4  J  22 

Georgia   56  4,172  12.4  11 

Florida     143  11,241  15.2  61 


East  South  Central     184  11,385  9.5  154 


Kentucky.   44  2,903  8.9  12 

Tennessee   43  2,778  7.8  75 

Alabama  _   80  4,922  16.3  '36 

Mississippi...  _  17  782  3.7  31 


West  South  Central   423  25,557  15.2  169 


Arkansas   33  2,018  9.1  » 67 

Louisiana   118  6,601  23.4  » 38 

Oklahoma...   28  1,274  4.6  » 40 

Texas   244  15,664  17.5  24 


Mountain       262  16,301  26.1  70 


Montana   _  _  34  1,535  22.7  13 

Idaho   36  2,212  34.2  10 

Wyoming  _   7  342  11.5  8 

Colorado  _   89  6,864  38.6  15 

New  Mexico.  _   16  1,011  15.9  4 

Arizona   40  2,339  18.7  9 

Utah    27  1,459  20.9  8 

Nevada  _  _   13  539  21.5  3 


Pacific  _   995  67,027  30.5  151 


Washington  _     162  9,893  32.4  27 

Oregon     74  4,137  19.8  29 

California    739  51,728  31.6  92 

Alaska   _   6  153  27.1  1 

Hawaii   14  1,116  29.1  2 


Other  areas   6  414  2.8  3 


American  Samoa...   0  0  0  0 

Guam  _   0  0  0  1 

Puerto  Rico   6  414  2.9  1 

Virgin  Islands    0  0  0  1 


1  Includes  skilled  nursing  beds  only. 

2  Based  on  number  of  persons  enrolled  in  hospital  insurance  program  as  of  Jan.  1,  1967. 

3  County  and  other  local  units  of  State  health  departments  certified  on  a  statewide  basis  counted  separately. 
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Exhibit  3 


Table  3. — Number  of  participating  independent  laboratories,  by  geographic  division 

and  State,  July  1967 


Independent 
laboratories 


Total,  all  areas   2,  136 


New  England   156 


Maine   2 

New  Hampshire   1 

Vermont   2 

Massachusetts   80 

Rhode  Island   19 

Connecticut   52 


Middle  Atlantic   473 


New  York   228 

New  Jersey   124 

Pennsylvania   121 


East  North  Central   293 


Ohio   83 

Indiana   26 

Illinois   117 

Michigan   57 

Wisconsin   10 


West  North  Central   136 


Minnesota   9 

Iowa   16 

Missouri   55 

North  Dakota   8 

South  Dakota   4 

Nebraska   18 

Kansas   26 


South  Atlantic   63 


Delaware   4 

Maryland   30 

District  of  Columbia   5 

Virginia   17 

West  Virginia   7 

North  Carolina   0 

South  Carolina   0 

Georgia   0 

Florida   0 


Independent 
laboratories 


East  South  Central   51 


Kentucky   20 

Tennessee   20 

Alabama   11 

Mississippi   0 


West  South  Central   134 


Arkansas   0 

Louisiana   0 

Oklahoma   0 

Texas   134 


Mountain   117 


Montana   8 

Idaho.   0 

Wyoming   3 

Colorado   29 

New  Mexico   0 

Arizona   53 

Utah   12 

Nevada   12 


Pacific   663 


Washington   62 

Oregon   29 

California   554 

Alaska   2 

Hawaii   16 


Other  areas   50 


Puerto  Rico   49 

Virgin  Islands   1 

American  Samoa   0 

Guam   0 
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EXHIBIT  1 

HEALTH  INSURANCE  BENEFIT  PAYMENTS,  FISCAL  YEAR  ENDING  JUNE  30,  1967 
[in  thousands) 


Hospital 
insurance 


Medical 
insurance 


UnitedStates  _   i  $2, 525,818       2  $669, 832 

Alabama   26,868  6,490 

Alaska   483  105 

Arizona   21,552  6,858 

Arkansas   21,071  5,138 

California   286,290  111,857 

Colorado   30,555  9,146 

Connecticut    48,900  10,961 

Delaware   -  5,322  1,441 

District  of  Columbia—  9,820  2,954 

Florida    103,558  36,220 

Georgia    29,339  8,036 

Hawaii    5,196  1,746 

Idaho   6,774  2,258 

Illinois   159,439  27,643 

Indiana   53,850  11,146 

Iowa    41,426  8,099 

Kansas...   31,381  6,782 

Kentucky...   32,615  7,187 

Louisiana   23,544  6,627 

Maine   14,621  3,032 

Maryland   32,401  5,949 

Massachusetts   105,916  22,842 

Michigan   108,028  19,852 

Minnesota.   66,882  15,814 

Mississippi    13,904  4,217 

Missouri   67,114  14,994 


Hospital 
insurance 


Montana  

Nebraska  

Nevada  

New  Hampshire. 

New  Jersey  

New  Mexico  

New  York  

North  Carolina.. 
North  Dakota.... 

Ohio  

Oklahoma  

Oregon  

Pennsy  vania  .. 

Puerto  Rico  

Rhode  Island  

South  Carolina.. 
South  Dakota. .. 

Tennessee  

Texas  

Utah  

Vermont  

Vi  rginia..*  

Virgin  Islands... 

Washington  

West  Virginia  

Wisconsin  

Wyoming  


9, 745 
20,663 

4,802 
10,197 
78,317 

7,460 
303, 521 
34,565 
10,182 
124,220 
33,351 
28, 322 
149,467 

4,468 
14,457 
14,169 
10,583 
40,382 
103,762 

7,719 

5,071 
32,107 
211 
44, 836 
19,206 
63,995 

3,191 


Medical 
insurance 


2,208 
5, 573 
923 
2,005 

28, 135 
2,332 

81,220 

10,342 
2,169 

23,451 

10,543 
6,799 

36,270 
1,803 
3,639 
3,830 
2,223 

10,121 

33,233 
2,120 
1,332 

11,152 
15 

12, 198 
5, 846 

11,974 
982 


1  Includes  $17,000,000  in  benefits  paid  by  intermediaries  which  did  not  clear  through  the  Treasury  before  July  1967. 

2  Includes  $5,000,000  in  benefits  paid  by  carriers  which  did  not  clear  through  the  Treasury  before  July  1967. 


EXHIBIT  2 


HOSPITAL  INSURANCE  PROGRAM:  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  CLAIMS  APPROVED  FOR  PAY- 
MENT AND  AMOUNTS  REIMBURSED,  BY  TYPE  OF  BENEFIT,  JULY  1,  1966  TO  JUNE  30,  19671 


Type  of  benefit 


Approved  claims 


Amount  reimbursed 2 


Number 


Percent  Total  Percent 

distribution    (in  thousands)  distribution 


Average 
per  claim 


Total   5,361,644  100.0      $2,313,868  100.0 


Inpatient  hospital   4,546,051  84.8  2,205,028  95.3  $485 

Outpatient  diagnostic   325,469  6.1  3,894  .  2  12 

Extended  care  facility   317,718  5.9  94,113  4.0  296 

Home  health    172,406  3.2  10,833  .  5  63 


1  Only  claims  approved  and  recorded  in  the  Social  Security  Administration  central  records  before  Apr.  19,  1968. 

2  Amounts  paid  to  providers  for  covered  services  during  the  year  are  based  on  interim  rates  to  be  adjusted  after  audit 
of  provider  costs  and  exclude  deductibles,  coinsurance  amounts,  and  noncovered  services  as  specified  by  law. 
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EXHIBIT  3 

HOSPITAL  INSURANCE  PROGRAM:  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  CLAIMS  FOR  INPATIENT 
HOSPITAL  CARE  APPROVED  FOR  PAYMENT,  COVERED  DAYS,  TOTAL  CHARGES  AND  AMOUNTS  REIMBURSED, 
BY  TYPE  OF  HOSPITAL,  JULY  1,  1966  TO  JUNE  30,  1967" 

Item  All  hospitals:       Short  stay         Long  stays 

Approved  inpatient  hospital  claims: 

Number   

Percent  distribution  

Covered  days  of  care:4 

Total  

Percent  distribution  _  _ 

Average  per  claim   

Charges : 

Total  (in  thousands)..  

Percent  distribution   

Average  per  claim  

Average  per  day...  

Amount  reimbursed:1 

Total  (in  thousands)   

Percent  distribution  

Percent  of  total  charges   

Average  per  claim  

'  Only  claims  approved  and  recorded  in  the  Social  Security  Administration  central  records  before  Apr.  19,  1968. 
:  Includes  16,967  claims  with  type  of  hospital  unknown. 

5  General  and  special  hospitals  reporting  average  stays  of  30  days  or  more;  tuberculosis,  psychiatric,  and  chronic  disease 
hospitals,  and  Christian  Science  sanatoriums. 

«  Covered  days  of  care  after  June  30,  1966  (not  including  days  in  excess  of  90  in  a  spell  of  illness). 

s  Amounts  paid  to  providers  for  covered  services  during  the  year  are  based  on  interim  rates  subject  to  adjustment 
after  audit  of  provider  costs  and  exclude  deductibles,  coinsurance  amounts,  and  noncovered  services  as  specified  by  law. 


4, 546, 051 
100.0 

4,451,434 
97.9 

77,650 
1.7 

60,812, 051 
100.0 
13.4 

57,820, 169 
95.1 
13.0 

2, 799, 093 
4.6 
36.0 

$2,744,144 
100.0 
$604 
$45 

$2,682,802 
97.8 
$603 
$46 

$54,066 
2.0 
$696 
$19 

$2, 205, 028 
100.0 
80.4 
$485 

$2,  153, 285 
97.7 
80.3 
$484 

$46, 504 
2. 1 
86.0 
$599 

EXHIBIT  4 

HEALTH  INSURANCE  PROGRAM:  NUMBER  OF  INPATIENT  HOSPITAL  ADMISSIONS,  EXTENDED  CARE  FACILITY 
ADMISSIONS,  AND  HOME  HEALTH  START  OF  CARE  NOTICES,  AND  RATES  PER  1,000  ENROLLEES,  BY  REGION, 
CENSUS  DIVISION,  AND  STATE,  JULY  1,  1966  TO  JUNE  30,  1967  ' 


Inpatient  hospital              Extended  care  facility  Home  health  start 

Region,  census  division,             admissions                      admissions  >  of  care  < 

and  State    

Number        Per  1,000        Number        Per  1,000  Number        Per  1,000 

(in  thousands)    enrollees  2    (in  thousands)    enrollees 2  (in  thousands)    enrollees  2 


United  States  and 


territories   4,967.0  263  198.6  10.5  228.0  12.1 

U.S.  total*   4,952.6  264  198.6  10.6  228.0  12.2 


Region:' 

Northeastern.   1,154.8  226  47.7  9.3  92.4  18.1 

North  Central   1,568.2  283  45.7  8.2  57.2  10.3 

South   1,463.0  271  44.3  8.2  34.9  6.5 

West                             760.2  271  60.9  21.7  43.3  15.4 


New  England   319.2  260  16.2  13.2  27.0  22.0 


Maine..   31.2  270  1.3  11.3  1.1  9.5 

New  Hampshire   21.3  278  .4  5.2  2.0  26.1 

Vermont   14.7  309  .  2  4.2  .  7  14.7 

Massachusetts   168.5  273  7.3  11.8  11.8  19.1 

Rhode  Island   22.1  222  .7  7.0  3.6  36.1 

Connecticut   61.4  225  6.3  23.1  7.8  28.6 


Middle  Atlantic   835.6  221  31.5  8.3  65.4  17.3 


New  York   417.8  219  14.6  7.7  29.7  15.6 

New  Jersey   127.6  196  6.2  9.5  13.9  21.3 

Pennsylvania   290.2  237  10.8  8.8  21.8  17.8 


East  North  Central   967.0  263  31.2  8.5  42.5  11.5 


Ohio.   227.5  237  8.4  8.7  12.2  12.7 

Indiana   110.1  231  2.8  5.9  2.3  4.8 

Illinois  _  _  283.3  266  9.0  8.5  11.1  10.4 

Michigan    4193. 2  266  5.8  8.0  9.1  12.5 

Wisconsin   152.9  338  5.2  11.5  7.8  17.2 

West  North  Central   601.2  323  IAS  771  14/7  7. 9 


Minnesota   156.1  394  4.4  11.1  4.3  10.9 

Iowa   110.3  318  2.9              8.4  4.3  12.4 

Missouri   151.9  283  3.5  6.5  3.4  6.3 

North  Dakota   25.7  398  .6  9.3               .2  3.1 


See  footnotes  at  end  of  table. 
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EXHIBIT  4— Continued 

HEALTH  INSURANCE  PROGRAM:  NUMBER  OF  INPATIENT  HOSPITAL  ADMISSIONS,  EXTENDED  CARE  FACILITY 
ADMISSIONS,  AND  HOME  HEALTH  START  OF  CARE  NOTICES,  AND  RATES  PER  1,000  ENROLLEES,  BY  REGION 
CENSUS  DIVISION,  AND  STATE,  JULY  1,  1966  TO  JUNE  30,  1967 '—Continued 

Inpatient  hospital  Extended  care  facility  Home  health  start 

Region,  census  division,  admissions  admissions  a  of  care 4 


Number 

Per  1,000 

Number 

Per  1.000 

Number 

Per  1,000 

(in  thousands) 

enrollees 2 

(in  thousands) 

enrollees  2 

(in  thousands) 

enrollees  -' 

West  North  Central — Con. 

South  Dakota 

28  0 

358 

0  3 

3  8 

0  9 

11  5 

Nebraska  

51.1 

288 

1.1 

6!  2 

.1 

3.9 

Kansas  

78. 1 

303 

1.7 

6.6 

.9 

3.5 

South  Atlantic   

636.4 

252 

23.7 

9.4 

20.8 

8.2 

Delaware 

8.2 

196 

_  5 

12.0 

1. 1 

26. 3 

Maryland 

51.4 

196 

2.8 

10  7 

1.7 

6!  5 

District  of  Columbia 

19. 1 

285 

*3 

4  5 

1. 9 

28.  4 

Virginia 

78*6 

237 

2. 5 

7. 5 

2.  3 

6. 9 

West  Virginia 

56!  2 

295 

_'g 

4  7 

\g 

4!  7 

North  Carolina 

105  1 

280 

18 

4  8 

12 

3  2 

South  Carolina  

38.7 

221 

l!5 

i.  6 

.6 

3!  4 

Georgia  

84.4 

252 

2. 1 

6.3 

2. 1 

6.3 

Florida  

194.7 

260 

11.3 

15.1 

9.0 

12.0 

East  South  Central  

312.3 

262 

7.4 

6.2 

6.5 

5.5 

Kentucky  

on  n 

<7U.  U 

97Q 
LI  j 

9  £ 

a  n 

0.  u 

|  | 

3  A 

0.  H 

IftA  9 

9Q1 

9  9 

c  9 

9*  fl 

7  8 

Alabama. ._  

72.4 

241 

1.8 

6.0 

2.2 

7.3 

Mississippi  

45.7 

218 

.8 

3.8 

.4 

1.9 

West  South  Central  

514.3 

307 

13.2 

7.9 

7.6 

4.5 

Arkansas  

66.6 

301 

1.0 

4.5 

1.0 

4.5 

Louisiana...  

65.5 

234 

2.0 

7.1 

1.0 

3.6 

Oklahoma.  

87.2 

314 

1.3 

4.7 

2.0 

7.2 

Texas  

295.0 

329 

8.9 

9.9 

3.6 

4.0 

Mountain  

193. 5 

311 

10.3 

16.6 

8.7 

14.0 

Montana  

25.2 

374 

1.2 

17.8 

.4 

5.9 

Idaho   

17.9 

278 

1.1 

17.1 

1.1 

17.1 

Wyoming  

7.5 

255 

.1 

3.4 

.2 

6.8 

Colorado  

62.4 

353 

3.4 

19.2 

3.3 

18.7 

New  Mexico  

17.4 

275 

.5 

7.9 

.6 

9.5 

Arizona  

38.3 

303 

2.4 

19.0 

2.1 

16.6 

Utah.—   

18.0 

260 

1.1 

15.9 

.6 

8.7 

Nevada  

6.8 

272 

.5 

20.0 

.4 

16.0 

Pacific  

566.7 

259 

50.6 

23.1 

34.6 

15.8 

Washington  

85.6 

282 

8.1 

26.7 

4.1 

13.5 

Oregon   

55.3 

266 

4.0 

19.2 

2.3 

11.0 

California   

413.6 

253 

37.7 

23.1 

28.0 

17.2 

Alaska  

1.5 

268 

°  .9 

O 

(') 

°  5.2 

Hawaii  

10.7 

280 

23.6 

.2 

Outlying  areas  

14.4 

100 

(') 

(') 

O 

O 

Unknown    

6.4 

.1 

.2 

1  Data  based  on  notices  received  by  June  30, 1967. 

2  Based  on  enrollment  data  for  the  hospital  insurance  program,  as  of  Jan.  1,  1967. 

3  Extended  care  facility  admissions  from  Jan.  1,  1967,  to  June  30,  1967;  rates  are  for  the  6-month  period. 
*  Includes  home  health  start  of  care  notices  under  both  hospital  insurance  and  medical  insurance. 

'  Includes  unknown. 

8  Northeastern  includes  New  England  and  Middle  Atlantic  States;  North  Central  includes  East  North  Central  and  West 
North  Central  States;  South  includes  South  Atlantic,  East  South  Central  and  West  South  Central  States;  and  West  includes 
Mountain  and  Pacific  States. 

'  Less  than  50. 

EXHIBIT  5 

INPATIENT  EMERGENCY  HOSPITAL  SERVICES  IN  NONPARTICIPATING  HOSPITALS,  BY  SOCIAL  SECURITY  AD- 
MINISTRATION REGION  AND  STATE,  FISCAL  YEAR  1967 


Social  Security  Administration,         Total  claims        Total  Allowed        Denied  in  Denied 


region  and  State  received        processed  part 


United  States.    20,610  19,229  18,008  400  821 


Region  I : 

Connecticut          

Maine    130  127  85  22  20 

Massachusetts      _   

New  Hampshire            

Rhode  Island   5  4  2  1  1 

Vermont  __   38  24  13  5  6 


Total    173  155  100  .  28  27 
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EXHIBIT  5— Continued 

IMPATIENT  EMERGENCY  HOSPITAL  SERVICES  IN  NONPARTICIPATING  HOSPITALS,  BY  SOCIAL  SECURITY  AD- 
MINISTRATION REGION  AND  STATE,  FISCAL  YEAR  1967— Continuep 


Social  Security  Administration, 
region  and  State 


Total  claims 
received 


Total 

processed 


Allowed 


Denied  in 
part 


Denied 


Region  II: 

Delaware... 
New  Jersey. 
New  York... 


Total  

Region  III: 

District  of  Columbia. 

Kentucky  

Maryland  

Pennsylvania  

Puerto  Rico  

Virginia  

Virgin  Islands  

West  Virginia  


Total..  

Region  IV: 

Alabama  

Florida  

Georgia  

Mississippi  

North  Carolina. 
South  Carolina. 
Tennessee  


Total... 

Region  V: 

Illinois  

Indiana... 
Michigan.. 

Ohio  

Wisconsin- 


Total. 


Region  VI : 

Iowa  

Kansas  

Minnesota  

Missouri  

Nebraska  

North  Dakota. 
South  Dakota. 

Total  


Region  VII: 

Arkanass  

Louisiana... 
New  Mexico. 
Oklahoma... 
Texas  


Total  

Region  VIII: 

Colorado  

Idaho   

Montana  

Utah  

Wyoming  

Total  

Region  IX: 

Alaska  

American  Samoa. 

Arizona  

California  

Guam  

Hawaii  

Nevada  

Oregon  

Washington  

Total  


118 
1,104 


118 

1,007 


61 
676 


1,222 


1,125 


737 


238 
8 
45 
4 

217 


192 
8 
42 
3 
212 


178 
8 
42 
2 

186 


50 


45 


43_ 


562 


502 


459 


4 
46 


4 
44 


1 

26 


61 


28 


46 
1 
29 
90 
106 
32 


42 
1 
26 
89 
103 
32 


12 
1 

25 
6 


304 


293 


167 
2,130 
99 

156 
1,195 

3, 747 


29 
79 
28 
4 

16 
156 


19 
171 


113 
133 


436 


166 
2,081 
95 

154 
1,154 

3,650 


27 
79 
27 
3 

15 


151 


18 
163 


112 
132 


425 


157 
2,044 
90 

150 
1,095 

3, 536 


25 
47 
16 
3 
15 

106 


18 
154 


102 
119 


6 
59 


65 


17 
1 

10 
51 
43 
18 


140 


7 
19 
1 
3 
34 


51 

272 


323 


2,689 

2,577 

2, 538 

12 

27 

486 

465 

464 

1 

1,980 

1,863 

1,841 

3 

19 

6,756 

6,136 

5,968 

34 

134 

209 

189 

187 

1 

1 

1,525 

1,365 

1,327 

4 

34 

304 

274 

268   

6 

13,949 

12,869 

12,  593 

54 

222 

4 
37 
35 


2 
18 
4 
1 
25 

50 


393 


30 
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EXHIBIT  6 

MEDICAL  INSURANCE  PROGRAM:  NUMBER  OF  REIMBURSED  BILLS  FOR  PHYSICIANS'  AND  RELATED  MEDICAL 
SERVICES,  TOTAL  REASONABLE  CHARGES,  AND  AVERAGE  AMOUNT  PER  BILL,  BY  TYPE  OF  SERVICE,  JULY  1, 
1966  TO  JUNE  30,  1967  I 


Bills  Charges  2 

Type  of  service  Percent  Total  Percent  Average 

Number       distribution    (In  thousands)    distribution  amount 

per  bill 


All  services  3   10,189,810  100.0        $739,994  100.0  $73 


Physicians    8,784,283  86.2  695,485  94.0  79 

Home  health....   153,131  1.5  9,136  1.2  60 

Outpatient  hospital..   788,467  7.7  12,507  1.7  16 

Independent  laboratory   143,657  1.4  3,995  .  5  28 

Allother   234,363  2.3  12,420  1.7  53 


•  Only  bills  for  which  reimbursements  were  made  by  the  carriers  and  which  were  recorded  in  the  Social  Security  Ad- 
ministration central  records  before  Mar.  8,  1968. 

2  Reasonable  charges  as  determined  by  the  carriers  on  the  basis  of  customary  charges  for  similar  service  generally 
made  by  the  physician  or  supplier  of  covered  services  and  on  prevailing  charges  in  the  locality  for  similar  services.  A 
charge  cannot  be  higher  than  that  applicable  for  the  carrier's  own  policyholder  for  comparable  services  under  comparable 
circumstances. 

'  Includes  85,909  bills  and  $6,451,000  total  reasonable  charges  for  which  type  of  service  is  unclassified  in  the  data. 


EXHIBIT  7 

MEDICAL  INSURANCE  PROGRAM:  NUMBER  OF  REIMBURSED  BILLS  FOR  PHYSICIANS'  AND  RELATED  MEDICAL 
SERVICES,  TOTAL  REASONABLE  CHARGES,  AND  REIMBURSED  AMOUNT,  BY  TYPE  OF  BILLS,  JULY  1,  1966  TO 
JUNE  30,  19671 


Physicians'  services 

Item  All  bills 2  

Surgical  Medical 


Bills: 

Total  number    10,189,810  1,538,761  7,245,522 

Percent  distribution   100.0  15.1  71.1 

Charges:' 

Total  (in  thousands).      $739,994  $280,253  $415,232 

Percent  distribution       100.0  37.9  56.1 

Average  bill        $73  $182  $57 

Amount  reimbursed:4 

Total  (in  thousands).      $513,272  $205,436  $278,631 

Percent  distribution       100.0  40.0  54.3 

Percent  of  total  charges    69.4  73.3  67.1 

Average  per  bill.  —      $50  $134  $38 


<  Only  bills  for  which  reimbursements  were  made  by  the  carriers  and  which  were  recorded  in  the  Social  Secuiity  Ad- 
ministration central  records  before  Mar.  8  1968. 

2  Includes  1,319,618  bills  for  home  health,  outpatient  hospital,  independent  laboratory,  and  other  services  covered  under 
the  medical  insurance  program  not  shown  separately.  Also  includes  85,909  bills  for  which  type  of  service  is  unclassified 
in  the  data. 

3  Reasonable  charges  as  determined  by  the  carriers  on  the  basis  of  customary  charges  for  similar  services  generally 
made  by  the  physician  or  supplier  of  covered  services  and  on  prevailing  charges  in  the  locality  for  similar  services.  A 
charge  cannot  be  higher  than  that  applicable  for  the  carrier's  own  policyholder  for  comparable  services  under  comparable 
circumstances. 

4  Represents  80  percent  of  reasonable  charges  for  covered  services  each  year  after  the  beneficiary  has  paid  the  first  $50 
of  such  charges  during  the  year. 
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EXHIBIT  8 


CURRENT  MEDICARE  SURVEY:  CUMULATIVE  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  MEDICAL  INSURANCE 
ENROLLEES  AND  CHARGES  FOR  COVERED  MEDICAL  SERVICES,  BY  USE  OF  COVtRED  SERVICE  AND  DEDUCTIBLE 
STATUS,  6  MONTHS  ENDING  DECEMBER  1966  AND  JUNE  1967 


Item 

July-December 
1966 

January-June 
1967 

Percent 
Number  distribution 

Percent 
Number  distribution 

NUMBER  OF  ENROLLEES  (IN  THOUSANDS) 
Total  i  

17,938 

100.0 

17,949 

100.0 

Using  no  services   _  

Using  covered  services,  total '  

6,085 
11,854 

33.9 
66.1 

5,900 
1?.049 

32.9 
67.1 

Deductible  not  met  

Deductible  met  

7,439 
4,058 

41.5 
22.6 

6,289 
5, 297 

35.0 
29.5 

CHARGES  (IN  THOUSANDS) 
Total  

$963, 542 

100.0 

$1,005,916 

100.0 

Deductible  not  met  

Deductible  met,  total  _  

145,030 
818,512 

15.1 
84.9 

109,652 
896,264 

10.9 
89.1 

Potentially  reimbursable.-  

494, 197 

51.3 

578,612 

57.5 

AVERAGE  CHARGES 

Total'..   $84   $87 


Deductible  not  met                                                        19   17 

Deductible  met,  total                                                     202    169 

Potentially  reimbursable..                                          122   109 

Percent  reimbursable  of  total  *                                       60   64 


1  Represents  all  people  enrolled  in  the  supplementary  medical  insurance  program  and  exposed  to  risk  at  any  time  during 
the  6-month  period.  Included  are  all  people  aging  into  the  program,  and  all  deaths  and  terminations  during  this  period, 
regardless  of  the  month  of  occurrence. 

2  Includes  people  using  services  for  which  a  bill  is  not  expected. 

3  Based  on  number  of  enrol  lees  using  covered  services,  excluding  those  for  whom  a  bill  is  not  expected. 

4  Represents  amount  reimbursable  as  a  percent  of  total  charges  for  people  who  have  met  the  deductible  by  the  end  of  the 
period. 


EXHIBIT  9 

CURRENT  MEDICARE  SURVEY:  ESTIMATED  6-MONTH  CUMULATIVE  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF 
MEDICAL  INSURANCE  ENROLLEES,  BY  SELECTED  CHARACTERISTICS  AND  USE  OF  COVERED  MEDICAL  SERVICES, 
JANUARY-JUNE  1967' 


Enrollees  using  covered  services 

Enrollees  - 

Total 

not  using 

$50 

$50 

services 

Total" 

deductible 

deductible 

not  met 

met 

Total  number  (in  thousands)  3  

17,949 

5,900 

12,049 

6,289 

5,297 

PERCENTAGE  DISTRIBUTION 

All  persons  _  

100.0 

32.9 

67.1 

35.0 

29.5 

65  to  74...  

100.0 

34.2 

65.7 

34.4 

28.6 

75  to  84  

100.0 

31.1 

68.8 

36.5 

29.9 

85  and  over    

100.0 

26.6 

73.5 

33.8 

37.6 

Men...  

100.0 

37.8 

62.2 

30.0 

28.9 

65  to  74  _   

100.0 

40.0 

60.0 

28.8 

27.8 

75  to  84   

100.0 

35.1 

64.9 

32.5 

29.0 

85  and  over  

100.0 

25.8 

74.2 

29.2 

42.7 

Women  

100.0 

29.1 

70.9 

38.9 

30.0 

65  to  74  

100.0 

29.7 

70.3 

38.8 

29.3 

75  to  84  _  

100.0 

28.1 

71.9 

39.6 

30.6 

85  and  over  

100.0 

27.0 

73.0 

36.5 

34.5 

Census  region: 

Northeast  ._   

100.0 

30.9 

69.1 

35.5 

30.8 

North  Central  

100.0 

36.7 

63.2 

34.1 

27.5 

South  ._ 

100.0 

33.0 

67.0 

37.5 

26.6 

West  

100.0 

28.2 

71.8 

31.4 

36.8 

>  Represents  the  status  of  medical  insurance  enrollees  by  the  end  of  the  6-month  period  January-June  1967,  with 
respect  to  their  use  of  covered  medical  services  and  meeting  the  $50  deductible. 
*  Includes  people  using  services  for  which  a  bill  is  not  expected. 

3  Represents  all  people  enrolled  in  the  supplementary  medical  insurance  program  and  exposed  to  risk  at  any  time  during 
the  6-month  period.  Included  are  all  people  aging  into  the  program,  and  all  deaths  and  terminations  during  this  period,  re- 
gardless of  the  month  of  occurrence. 
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EXHIBIT  10 

current  medicare  survey:  estimated  6-month  total  and  average  charges  per  medical  insurance 
enrollee  using  covered  medical  services,'  by  selected  characteristics  and  deductible  status, 
january  to  june  1967  2 


$50  deductible  met 


not  met  Total  Potentially 

reimbursable 


Total  charges  (in  thousands)'   $1,005,916        $109,652         $896,264  $578,612 


All  persons     87  17  169  109 

65  to  74    83  17  162  103 

75  to  84    90  17  178  117 

85  and  over   _   109  18  190  127 


Men      94  18  172  112 

65  to  74    91  18  167  107 

75  to  84    93  17  177  117 

85  and  over   126  16  201  135 


Women    82  17  167  107 

65  to  74     78  17  159  101 

75  to  84   88  17  179  117 

85  and  over    98  20  182  121 


Census  region: 

Northeast   89  17  171  110 

North  Central   80  17  158  101 

South..    80  16  171  111 

West..    109  21  184  120 


1  Based  on  number  of  enrollees  using  covered  services,  excluding  those  for  whom  a  bill  is  not  expected. 

2  Charges  reflect  the  experience  of  medical  insurance  enrollees  by  the  end  of  the  6-month  period,  Jan.  1  to  June  30, 
1967,  with  respect  to  their  use  of  covered  medical  services  and  meeting  the  $50  deductible. 

3  Represents  charges  for  all  people  enrolled  in  the  medical  insurance  program  and  exposed  to  risk  at  any  time  during 
the  6-month  period.  Included  are  charges  for  all  people  aging  into  the  program,  and  all  deaths  and  terminations  during 
this  period,  regardless  of  month  of  occurrence. 


87 


EXHIBIT  11 

CURRENT  MEDICARE  SURVEY:  ESTIMATED  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  MEDICAL  INSURANCE 
ENROLLEES,  BY  USE  OF  COVERED  MEDICAL  SERVICES,  JULY  1966  TO  JUNE  1967 


Estimated        Enrollees  Enrollees  using  covered  services 

Month  monthly         using  no   

enrollment1       services  Total2        Deductible  Deductible 

not  met  met 


Numbers  (in  thousands) 


1966' 

July   17,507  11,872  5,635  4,697  607 

August   17,533  11,958  5,575  4,248  1,079 

September  _  17,561  11,964  5,597  3,761  1,538 

October...   17,497  11,648  5,849  3,451  1,935 

November   17,510  12,052  5,458  2,720  2,278 

December   17,523  12,197  5,326  2,446  2,423 

1967: 

January   17,504  11,596  5,908  4,204  1,312 

February   17,501  11,835  5,666  3,530  1,767 

March   17,513  11,495  6,018  3,299  2,422 

April   17,555  11,458  6,097  2,871  2,879 

May   17,611  11,418  6,193  2,506  3,296 

June   17,678  11,689  5,989  2,138  3,454 


Percentage  distribution 


1966: 

July   100.  67.8  32.2  26.8  3.5 

August   100  68.1  31.8  24.3  6.1 

September   100  68.1  31.9  21.4  8.8 

October   100  66.6  33.4  19.7  11.1 

November   100  68.8  31.1  15.5  13.0 

December   100  69.6  30.4  14.0  13.8 

1967: 

January...   100  66.2  33.8  24.0  7.5 

February   100  67.6  32.4  20.2  10.1 

March   100  65.6  34.3  18.8  13.8 

April   100  65.3  34.8  16.4  16.4 

May    100  64.8  35.1  14.2  18.7 

June..   100  66.1  33.8  12.1  19.5 


1  Represents  number  of  enrollees  at  the  beginning  of  each  month  and  estimated  by  adjusting  the  July  1, 1966,  and  the 
Jan.  1,  1967,  tabulated  enrollment  for  increments  of  people  reaching  age  65  and  for  decrements  of  people  who  died  or 
terminated  enrollment. 

2  Includes  people  using  services  for  which  a  bill  is  not  expected. 
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EXHIBIT  12 

CURRENT  MEDICARE  SURVEY:  ESTIMATED  NUMBER  AND  PERCENTAGE  DISTRIBUTION  OF  MEDICAL  INSURANCE 
ENROLLEES  USING  COVERED  MEDICAL  SERVICES,  BY  MONTH  AND  AMOUNT  OF  DEDUCTIBLE  USED  BY  THE  END 
OF  EACH  MONTH,  JANUARY-JUNE  1967 


Amount  January    February     March       April         May  June 


Number  (in  thousands) 


Total  enrollees  i  _  _   5,908       5,666       6,018       6,097       6,193  5,989 


Under  $10    1,311  805  697  467  452  331 

$10  to  $19   1,299  1,054  946  746  576  575 

$20  to  $29   914  842  778  831  625  591 

$30  to  $39   592  547  591  545  626  496 

$40  to  $49     416  556  518  508  511  376 

$50  and  over  2   1,375  1,862  2,487  3,002  3,403  3,619 


Percentage  distribution 


Total  enrollees  i    100.0       100.0       100.0       100.0       100.0  100.0 


Under  $10   _    22.2  14.2  11.6  7.7          7.3  5.5 

$10  to  $19     22.0  18.6  15.7  12.2          9.3  9.6 

$20  to  $29   15.5  14.9  12.9  13.6  10.1  9.9 

$30to$39    10.0  9.7  9.8  8.9  10.1  8.3 

$40  to  $49    7.0  9.8  8.6  8.3          8.3  6.3 

$50  and  over  2    23.3  32.9  41.3  49.2  54.9  60.4 


1  Represents  estimated  number  of  enrollees  using  covered  medical  services,  including  people  for  whom  a  bill  is  not 
expected. 

2  The  number  of  people  shown  here,  who  used  services  and  met  the  deductible  each  month,  is  greater  than  the  number 
shown  in  exhibit  11  because  the  number  in  this  table  includes  those  with  free  services  during  the  month  but  with  incurred 
charges  in  previous  months. 


Appendix  E.  Principal  Changes  in  Medicare  Made  by  the  1967  Amendments 

PAYMENT  FOR  PHYSICIANS'  AND  OTHER  SERVICES  MAY  BE  MADE  ON  UNPAID  BILLS 

If  no  assignment  is  taken,  medical  insurance  payments  may  now  be  made 
directly  to  the  patient  on  the  basis  of  an  itemized  bill — even  though  it  has  not 
been  paid.  There  is  no  change  in  the  assignment  method  under  which  physicians 
and  suppliers  may  have  payment  made  directly  to  them.  This  new  provision 
applies  to  all  bills  received  or  processed  by  carriers  on  or  after  January  2,  1968 
(the  date  of  enactment)  even  though  the  services  were  rendered  before  that  date. 

TIME  LIMIT  FOR  FILING  MEDICAL  INSURANCE  BILLS   (PAID  OR  UNPAID) 

In  order  for  payment  to  be  made  on  a  bill  it  must  be  submitted  before  Decem- 
ber 31  of  the  year  following  the  year  in  which  services  are  received.  For  purposes 
of  this  rule,  services  received  in  the  last  3  months  of  a  calendar  year  are  counted 
as  received  in  the  following  year ;  thus,  bills  for  such  services  may  be  submitted 
until  December  31  of  the  second  year  after  the  year  in  which  services  were  ac- 
tually received. 

A  special  extension  permits  bills  for  covered  services  received  in  July,  August, 
or  September  1966,  to  be  submitted  until  March  31, 1968. 

ELIMINATION   OF  CERTAIN   PHYSICIAN  CERTIFICATIONS 

Physician  certification  of  medical  necessity  for  virtually  all  outpatient  hospital 
services  and  admissions  to  general  hospitals  has  been  eliminated.  The  provision 
applies  to  admissions  and  to  outpatient  services  furnished  on  and  after  January 
2.  1968.  The  first  certification  for  inpatient  services  in  a  general  hospital  will 
now  be  required  as  of  the  14th  day  of  services.  Certification  on  admission  is  still 
required  for  admissions  to  psychiatric  and  tuberculosis  hospitals  and  to  extended 
care  facilities. 

ADDITIONAL    INPATIENT    HOSPITAL   BENEFIT    DAYS    (EFFECTIVE     JANUARY    1,  1968) 

Each  hospital  insurance  beneficiary  will  have  a  "lifetime  reserve"  of  60  addi- 
tional days  of  inpatient  hospital  coverage.  These  additional  days  can  be  used  at 
the  patient's  option  whenever  the  90  days  covered  in  a  "spell  of  illness"  have 
been  exhausted,  and  are  subject  to  $20  a  day  coinsurance.  This  benefit  is  not 
renewable ;  the  number  of  days  in  a  beneficiary's  "lifetime  reserve"  is  perma- 
nently reduced  by  the  number  of  days  used. 

Note  :  If  the  beneficiary  is  an  inpatient  of  a  participating  hospital  on  January  1, 
1968,  and  has  previously  exhausted  his  inpatient  hospital  benefits,  the  lifetime 
reserve  days  can  be  drawn  on  immediately. 

FULL  REIMBURSEMENT  OF  RADIOLOGY  AND  PATHOLOGY  SERVICES  TO  HOSPITAL 
INPATIENTS  (EFFECTIVE  APRIL  1,  1968) 

Payment  of  the  full  reasonable  charges  may  be  made  under  medical  insurance 
for  radiology  and  pathology  services  furnished  by  physicians  to  inpatients  of 
participating  hospitals.  The  $50  annual  deductible  does  not  have  to  be  met.  Thus, 
because  there  will  rarely  be  any  patient  liability  for  these  services,  medicare 
reimbursement  procedures  can  be  greatly  facilitated  and  the  patient  can  fre- 
quently be  left  out  of  the  process  completely. 

Under  this  provision,  it  will  also  be  possible  to  pay  for  radiology  and  pathology 
services  to  hospital  inpatients  in  a  manner  that  is  more  consistent  with  the  usual 
billing  procedures  of  many  hospitals  and  the  manner  in  which  these  services 
are  reimbursed  by  most  other  health  insurance  programs.  Where  the  hospital 
customarily  bills  for  both  the  hospital's  services  and  the  services  of  the  patholo- 
gists and  radiologists,  the  absence  of  the  medical  insurance  deductible  and  coin- 
surance will  now  make  it  unnecessary  to  break  down  the  bill  on  a  patient-by- 
patient  basis  into  the  parts  covered  under  the  hospital  insurance  and  medical 
insurance  programs,  since  this  can  be  done  on  an  aggregate  basis.  Thus,  where 
the  total  services  are  billed  through  the  hospital,  the  provision  would  provide 
opportunities  for  the  development  of  hospital  billing  procedures  that  will  greatly 
reduce  paperwork  and  facilitate  administration. 
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INCLUSION  OF  ALL  OUTPATIENT  HOSPITAL  BENEFITS  UNDER  MEDICAL  INSURANCE 
(EFFECTIVE  APRIL  1,  1968) 

This  provision  consolidates  all  covered  outpatient  hospital  services  under  the 
medical  insurance  program.  Thus,  there  will  be  only  a  single  deductible  and 
coinsurance  applied  to  all  covered  outpatient  hospital  services  (the  $50  annual 
medical  insurance  deductible  and  20  percent  coinsurance),  and  no  need  to  sepa- 
rate diagnostic  from  therapeutic  services  as  in  the  past,  for  allocation  of  costs 
and  charges  to  different  parts  of  the  medicare  program. 

Also,  effective  April  1,  1968,  hospitals  may,  in  situations  to  be  described  in 
forthcoming  regulations,  collect  an  outpatient  charge  of  $50  or  less  from  the 
beneficiary.  This  provision  will  simplify  hospital  collection  processes  in  situations 
where  the  hospital  cannot  readily  determine  whether  the  patient  has  met  the 
deductible,  and  he  is  able  to  pay  the  bill  at  the  time  services  are  rendered.  Where 
such  collections  are  made,  the  beneficiary  would  ordinarily  receive  the  medical 
insurance  reimbursement  on  the  basis  of  a  claim  prepared  on  his  behalf  by  the 
hospital.  Payments  to  the  hospital  will  be  periodically  adjusted  to  assure  that  total 
hospital  reimbursement  for  outpatient  services  does  not  exceed  what  the  hospital 
would  have  received  if  it  had  submitted  all  bills  on  a  cost  reimbursement  basis. 

PAYMENT   FOR   ADDITIONAL   OUTPATIENT   PHYSICAL   THERAPY    SERVICES  (EFFECTIVE 

JULY  1,  1968) 

At  present,  physical  therapy  services  are  covered  when  furnished  under  the 
direct  supervision  of  a  physician  or  to  homebound  patients  under  a  home  health 
plan.  Effective  July  1,  1968,  physical  therapy  services  will  also  be  covered  under 
the  medical  insurance  program  when  furnished  by  qualified  providers  of  services 
or  others  under  arrangements  with,  and  under  the  supervision  of,  such  providers. 
For  purposes  of  this  additional  coverage,  the  term  "providers  of  services"  includes 
approved  clinics,  rehabilitation  agencies  and  public  health  agencies.  In  order  for 
payment  to  be  made  for  such  services,  a  physician  must  certify  that  the  patient 
requires  physical  therapy  services  on  an  outpatient  basis,  and  is  under  a  plan  of 
treatment  established  and  periodically  reviewed  by  a  physician  which  prescribes 
the  type,  amount,  and  duration  of  the  services.  The  patient  does  not  need  to  be 
confined  to  his  home. 

PAYMENT  UNDER  MEDICAL  INSURANCE  FOR  CERTAIN  ANCILLARY  SERVICES  NOT  PAYABLE 
UNDER  HOSPITAL  INSURANCE   (EFFECTIVE  APRIL  1,  1968) 

Under  this  provision,  payment  can  be  made  under  medical  insurance  for  cer- 
tain ancillary  services  furnished  by  a  hospital  or  extended  care  facility  for  which 
no  payment  can  be  made  under  hospital  insurance.  This  provision  would  apply, 
for  example,  where  a  patient  has  exhausted  his  hospital  insurance  eligibility  or 
where  an  extended  care  facility  patient  has  not  met  the  prior  hospitalization 
requirement.  These  benefits  are  subject  to  the  $50  deductible  and  20  percent 
coinsurance. 

INCLUSION  OF  CERTAIN  PODIATRISTS'  SERVICES  AND  GENERAL  EXCLUSION  OF  SPECIFIED 
FOOT  CARE  SERVICES    (EFFECTIVE  JANUARY  1,  1968) 

Services  of  doctors  of  podiatry  or  surgical  chiropody  are  covered  under  the 
medical  insurance  program  as  physicians'  services,  but  only  with  respect  to  func- 
tions which  they  are  authorized  to  perform  by  the  State  where  they  practice. 
However,  certain  specified  foot  care  services  will  now  be  excluded  whether  per- 
formed by  a  podiatrist  or  medical  doctor.  These  exclusions  include  treatment  of 
flat  foot  conditions,  the  prescription  of  supportive  devices  for  such  conditions, 
treatment  of  subluxations  of  the  foot,  and  routine  foot  care  (including  cutting  or 
removal  of  corns,  warts  or  callouses,  trimming  of  nails  and  other  routine  hygienic 
care). 

SPECIFIC  EXCLUSION  OF  EYE  REFRACTIONS 

All  procedures  performed  during  any  eye  examination  on  and  after  January  2, 
1968,  to  determine  the  refractive  state  of  the  eyes  (even  in  connection  with  fur- 
nishing prosthetic  lenses)  are  now  excluded  from  coverage.  The  exclusion  applies 
whether  the  refractions  are  performed  by  ophthalmologists,  other  physicians,  or 
optometrists,  and  even  though  the  total  examination  is  for  the  treatment  or  diag- 
nosis of  eye  disease  or  injury. 
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PAYMENT  FOR  PURCHASE  OF  DURABLE  MEDICAL  EQUIPMENT   (EFFECTIVE  JANUARY  1, 

1968) 

In  addition  to  payment  for  rental,  payment  can  also  be  made  for  purchase  of 
durable  medical  equipment  by  or  for  an  individual.  Except  for  inexpensive  items, 
payment  will  be  made  periodically  in  the  same  amount  as  if  the  equipment  were 
rented,  but  only  for  the  period  of  time  that  the  equipment  is  medically  necessary 
or  until  the  purchase  price  has  been  met,  whichever  occurs  first. 

PAYMENT  FOR  PORTABLE  X-RAY  SERVICES    (EFFECTIVE  JANUARY  1,  1968) 

Payment  will  be  made  for  diagnostic  X-ray  services  furnished  in  the  patient's 
home  or  other  place  of  residence.  These  services  will  be  covered  under  medical 
insurance  if  they  are  provided  under  the  general  supervision  of  a  physician  and  if 
they  meet  health  and  safety  regulations. 

BLOOD  DEDUCTIBLES    (EFFECTIVE  JANUARY  1,  1968) 

Under  this  provision,  the  definition  of  "blood"  is  broadened  to  include  packed 
red  blood  cells  as  well  as  whole  blood.  A  3-pint  blood  deductible  will  now  also 
apply  to  the  medical  insurance  program  for  blood  furnished  during  a  calendar 
year  in  connection  with  services  covered  by  that  program.  This  deductible  is 
separate  from  the  3-pint  blood  deductible  for  each  "spell  of  illness"  in  the  hospi- 
tal insurance  program,  and  neither  can  be  used  to  meet  the  other. 

PAYMENT  FOR  SERVICES  FURNISHED  TO  INPATIENTS  OF  NONPARTICIPATING  HOSPITALS 

Under  this  provision,  partial  payment  may  be  made  for  inpatient  emergency 
or  nonemergency  services  furnished  by  certain  nonparticipating  hospitals  between 
July  1,  1966,  and  January  1,  1968,  and  for  emergency  inpatient  services  furnished 
by  certain  nonparticipating  hospitals  in  respect  to  admissions  on  or  after  January 
1, 1968.  A  facility  is  considered  a  hospital  under  this  provision  if  it  is  licensed  as  a 
hospital,  has  a  full-time  nursing  service,  and  is  primarily  engaged  in  furnishing 
medical  care  under  the  supervision  of  a  doctor  of  medicine  or  osteopathy.  Hospital 
insurance  will  pay  60  percent  of  the  room  and  board  charges  and  80  percent  of 
other  charges  for  covered  services  after  the  usual  deductibles  are  met.  These 
benefits  are  limited  to  20  days  if  the  hospital  does  not  qualify  to  take  part  in 
medicare,  but  if  the  hospital  begins  to  participate  in  medicare  before  January  1, 
1969,  and  applies  its  utilization  review  plan  to  the  services  rendered,  the  full 
duration  of  hospital  insurance  benefits  can  apply. 

INCENTIVE  REIMBURSEMENT  EXPERIMENTATION 

The  Secretary  of  Health,  Education,  and  Welfare  is  authorized  to  experiment 
with  alternative  methods  of  reimbursement  to  organizations  and  physicians  under 
the  medicare,  medicaid,  and  child  health  programs.  The  experiments  would  test 
various  incentives  for  increasing  the  efficiency  and  economy  of  health  services 
without  adversely  affecting  the  quality  of  care.  Experiments  may  involve  only 
those  physicians,  institutions,  and  organizations  that  agree  to  participate  and  may 
not  be  initiated  until  the  Secretary  obtains  the  advice  and  recommendations  of 
specialists  competent  to  evaluate  the  possibility  of  securing  productive  results. 

ADVISORY   COUNCIL   STUDY  OF  HEALTH   INSURANCE  FOR  THE  DISABLED 

An  advisory  council,  to  be  appointed  in  1968,  will  study  the  question  of  provid- 
ing health  insurance  protection  for  the  disabled  under  title  XVIII.  The  council 
will  make  its  recommendations  to  the  Secretary  not  later  than  January  1,  1969. 

CHANGES  IN  REDUCTION  OF  BENEFIT  DAYS  FOR  PSYCHIATRIC  AND  TUBERCULOSIS 
TREATMENT    (EFFECTIVE  JANUARY   1,  1968) 

Any  inpatient  days  in  a  psychiatric  or  tuberculosis  hospital  in  the  90-day  period 
before  his  hospital  insurance  coverage  began  have  previously  counted  against  a 
beneficiary's  days  of  coverage  during  his  first  "spell  of  illness."  This  provision  has 
been  modified  as  follows : 

1.  The  reduction  will  not  apply  to  tuberculosis  hospitals. 
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2.  The  provision  no  longer  prevents  payment  for  inpatient  services  in  a 
general  hospital  unless  the  services  are  primarily  for  the  diagnosis  or  treat 
ment  of  mental  illness  and  the  spell  of  illness  began  in  a  psychiatric  hospital. 

3.  The  applicable  period  prior  to  hospital  insurance  eligibility  has  been 
extended  from  90  to  150  days  to  reflect  the  new  lifetime  reserve  of  60  addi- 
tional inpatient  hospital  days. 

HEALTH  INSURANCE  BENEFITS  ADVISORY  COUNCIL 

The  1967  admendments  expand  the  responsibilities  of  the  Health  Insurance 
Benefits  Advisory  Council  to  include  reviewing  the  utilization  of  services  under 
medicare  and  making  recommendations  for  program  changes. 

STUDY  OF  DRUG  PROPOSALS 

The  Secretary  will  study  a  proposal  to  establish  quality  and  cost  standards  for 
drugs  for  which  payment  is  made  under  the  Social  Security  Act,  and  a  proposal 
to  cover  drugs  under  the  medical  insurance  program.  He  is  required  to  report  his 
findings  and  recommendations  to  the  President  and  the  Congress  bv  January 
1, 1969. 

COVERAGE  OF  SERVICES  OF  ADDITIONAL  HEALTH  PRACTITIONERS 

The  Secretary  will  study  the  need  for  extension  of  coverage  under  the  medical 
insurance  program  to  the  services  of  additional  types  of  licensed  practitioners 
performing  health  services  in  independent  practice.  He  will  make  recommenda- 
tions to  the  Congress  prior  to  January  1, 1969. 

HOSPITAL   INSURANCE  ELIGIBILITY 

Individuals  reaching  age  65  prior  to  1968  were  eligible  for  hospital  insurance 
benefits,  under  a  "transitional  insured  status"  provision,  even  though  they  did 
not  have  any  social  security  work  credits.  Under  the  new  law,  people  who  reach 
65  in  1968  and  are  not  entitled  to  monthly  social  security  or  railroad  retirement 
benefits  will  need  three  calendar  quarters — about  three-fourths  of  a  year — of 
social  security  work  credits,  in  order  to  be  eligible  for  hospital  insurance. 

For  people  who  reach  65  after  1968,  the  amount  of  work  credits  needed  in- 
creases by  three  quarters  each  year — six  quarters  will  be  needed  by  those  who 
reach  65  in  1969,  nine  by  those  who  reach  65  in  1970,  and  so  on.  Eventually,  the 
amount  of  work  required  for  hospital  insurance  protection  will  be  the  same  as 
that  required  for  monthly  cash  benefits. 

However,  a  person  who  qualifies  for  monthly  benefits  as  the  dependent  or 
survivor  of  an  insured  worker  will  not  need  any  work  credits. 

MEDICAL  INSURANCE  ENROLLMENT 

Changes  were  also  made  in  the  provisions  for  medical  insurance  enrollment. 
A  person  who  is  not  enrolled  for  medical  insurance  may  enroll  during  the  first 
3  months  of  any  year,  provided  this  period  begins  within  3  years  after  he  had 
his  first  opportunity  to  enroll.  People  already  65  or  older  who  do  not  have 
medical  insurance  may  enroll  through  April  1,  1968 ;  if  they  do  not  enroll  by 
that  date,  they  will  have  to  wait  until  1969  for  another  opportunity  to  do  so. 

A  person  who  is  enrolled  for  medical  insurance  may  give  notice  of  his  intention 
to  drop  the  insurance  at  any  time.  The  notice  is  effective  at  the  end  of  the  next 
calendar  quarter  (except  for  notices  received  on  or  before  April  1,  1968,  which 
are  effective  on  that  date).  He  may  re-enroll  during  the  first  3  months  of  any 
year,  but  only  if  he  does  so  within  3  years  after  his  coverage  is  terminated. 

FINANCING   HOSPITAL  INSURANCE 

The  favorable  actuarial  balance  of  0.74  percent  of  payroll  that  the  social 
security  program  has  is  sufficient  to  finance  a  substantial  part  of  the  cost  of  the 
cash  benefit  provisions  in  the  new  law.  The  remaining  cost  of  the  cash  benefit 
increases  and  the  income  required  to  assure  an  adequate  financing  base  for  the 
hospital  insurance  program  will  be  secured  through:  (1)  an  increase  in  the 
contribution  and  benefit  base  from  $6,600  to  $7,800  (effective  January  1,  1968), 
and  (2)  revised  contribution  rate  schedules  for  the  cash  benefits  and  hospital 
insurance  parts  of  the  program.  There  will  be  no  increase  in  the  total  contribu- 
tion rate  for  1968.  The  ultimate  contribution  rate  for  cash  benefits  will  be  in- 
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creased  from  4.85  percent  to  5  percent  beginning  in  1973  and  the  ultimate  rate 
for  hospital  insurance  will  be  increased  from  0.80  percent  to  0.90  percent  begin- 
ing  in  1987. 

The  tables  below  compare  the  contribution  rates  under  the  old  and  the  new 
law.  For  each  they  show  the  percentage  for  retirement,  survivors,  and  disability 
insurance  and  the  percentage  for  hospital  insurance : 


EMPLOYER- EMPLOYEE  (EACH) 


Old  law  New  law 

Period     

RSDI  HI  Total        RS0I  HI  Total 


1968_   3.9  0.5  4.4  3.8  0.6  4.4 

1969-70.   4.4  .5  4.9  4.2  .6  4.8 

1971-72     4.4  .5  4.9  4.6  .6  5.2 

1973-75     4.85  .55  5.4  5.0  .65  5.65 

1976-79    4.85  .6  5.45  5.0  .7  5.7 

1980-86   4.85  .7  5.55  5.0  .8  5.8 

1987  and  after    4.85  .8  5.65  5.0  .9  5.9 


SELF-EMPLOYED  PEOPLE 


Old  law  New  law 

Period     

RSDI         HI         Total       RSDI         HI  Total 


1968     5.9  0.5  6.4  5.8  0.6  6.4 

1969-70   6.6  .5  7.1  6.3  .6  6.9 

1971-72..    6.6  .5  7.1  6.9  .6  7.5 

1973-75_    7.0  .55  7.55  7.0  .65  7.65 

1976-79..._   7.0  .6  7.6  7.0  .7  7.7 

1980-86...     7.0  .7  7.7  7.0  .8  7.8 

1987  and  after.,   7.0  .8  7.8  7.0  .9  7.9 


Appendix  F.  Statement  of  Actuarial  Assumptions  and  Bases  Employed  in 
Arriving  at  the  Amount  of  the  Standard  Premium  Rate  for  the  Sup- 
plementary Medical  Insurance  Program  Beginning  April  1968 

There  follows  a  statement  of  actuarial  assumptions  and  bases  employed  in  ar- 
riving at  the  amount  of  the  standard  premium  rate  for  the  supplementary  medical 
insurance  program  beginning  April  1968.  The  standard  premium  rate  is  that  rate 
which  is  payable  by  those  who  enroll  in  their  initial  enrollment  period  and  by 
those  who  enroll  in  a  general  enrollment  period  that  terminates  less  than  12 
months  after  the  close  of  their  initial  enrollment  period. 

The  actuarial  determination  has  been  made  on  the  basis  of  both  the  actual  oper- 
ating experience  under  the  program  and  the  results  of  a  current  continuing  sam- 
ple survey  of  beneficiaries  (which  gives  certain  information  more  promptly  than 
do  the  aggregate  ope  rations  of  the  program).  Because  of  the  time  lag  in  the  sub- 
mission of  bills  in  this  program,  complete  figures  for  the  6  months  of  1966  are  not 
yet  available,  and  the  processed  data  for  the  first  10  months  of  1967  are  rather 
incomplete. 

There  are  current  figures  for  cash  expenditures  under  the  program,  but  these 
figures  taken  alone  are  misleading  because  they  do  not  take  into  account  the 
liabilities  arising  from  the  natural  delay  in  benefit  payments  until  well  after 
the  date  that  services  were  received.  Such  delay  is  due  to  the  tendency  of  en- 
rollees  to  accumulate  a  number  of  bills  before  submitting  a  claim,  the  inherent 
delays  by  physicians  and  enrollees  in  making  requests  for  payment,  and  the  time 
required  by  the  carriers  to  adjudicate  and  pay  claims.  There  was  a  balance  of 
$394  million  in  the  supplementary  medical  insurance  trust  fund  at  the  end  of 
October  1967  (a  decline  from  a  peak  of  $570  million  at  the  end  of  March  1967), 
but  there  were  at  that  time  substantial  outstanding  liabilities  incurred  for  serv- 
ices rendered  during  the  first  16  months  of  the  program. 

On  the  basis  of  claims  and  administrative  expenses  paid  (cash  basis),  the 
average  monthly  per  capita  expenditures  of  the  program  for  the  6  months  of 
1966  were  $1.93 ;  for  the  first  10  months  of  1967,  the  average  was  $6.06.  However, 
these  figures  need  to  be  adjusted  for  the  estimated  increase  in  liability  that  took 
place  during  the  period  for  benefits  that  will  be  paid  for  services  rendered  during 
the  period  but  had  not  been  paid  at  the  end  of  the  period ;  that  is,  the  premium 
rate  must  be  set  on  an  accrual  basis,  rather  than  a  cash  basis. 

Figures  on  an  accrual  basis  for  the  6  months  of  1966  are,  of  course,  much  more 
complete  than  for  1967.  On  the  basis  of  the  1966  accrual  figures,  it  is  now  esti- 
mated that,  for  this  6-month  period,  benefits  and  administrative  expenses  per 
capita  exceeded  the  income  from  premiums  and  matching  Government  contribu- 
tions by  30  cents  per  month  (that  is,  15  cents  each).  It  is  further  estimated  that 
the  liability  of  the  system  for  the  entire  1%  year  period,  July  1966  to  December 
1967,  will  be  about  7-percent  higher  than  the  income  from  the  premiums  and  the 
matching  Government  contribution.  In  other  words,  it  is  expected  that  the  $3 
premium  for  the  entire  period  will  be  lower  than  half  the  cost  for  benefits  and 
administrative  expenses  by  about  20  cents.  About  12  cents  of  this  20  cents  is  ac- 
counted for  by  the  fact  that  apparently  physicians'  fees  were  higher  during. this 
period  than  had  been  assumed  in  setting  the  premium ;  the  remaining  8  cents 
arises  from  the  fact  that  there  has  apparently  been  a  somewhat  greater  utiliza- 
tion of  services  under  the  program  than  had  been  anticipated.  Projecting  costs 
of  the  program  for  the  15-month  period  following  March  1968  at  the  level  of 
operation  in  1966-67  thus  would  require  an  additional  20  cents  in  the  premium 
rate.  These  estimates  are  based  upon  incomplete  data  for  past  periods  and  upon 
projections  thereof  and  may  be  somewhat  more  or  less  when  the  final  accounts 
are  in. 

In  estimating  the  cost  of  the  program  for  April  1968  through  June  1969,  it  is 
necessary  to  provide  for  the  long-term  trend  toward  greater  utilization  of  medi- 
cal services  (including  the  effects  of  the  discovery  and  more  frequent  use  of 
new,  highly  expensive  medical  techniques)  and  the  long-range  upward  trend 
of  the  general  earnings  levels,  which  will  be  reflected  in  higher  physicians'  fees 
and  administrative  expenses. 

It  is  assumed  that,  in  1968-69,  physicians'  fees  will  increase  at  an  annual  rate 
of  5  percent  and  utilization  of  medical  services  by  enrollees  will  increase  at  an 
annual  rate  of  2  percent.  Administrative  expenses  are  assumed  to  represent  9% 
percent  of  the  benefit  payments;  this  figure  is  based  on  the  actual  operating 
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results  in  1967,  when  the  average  per  capita  administrative  expenses  of  $0.56 
per  month  represented  9.5  percent  of  the  average  per  capita  benefit  costs  on  an 
incurred  basis.  (The  administrative  expenses,  on  a  paid  basis,  represented  an 
average  monthly  per  capita  amount  of  $0.70  for  the  6  months  of  1966.  The  1966 
average  was  relatively  high  because  of  the  necessary  one-time  startup  costs.) 
The  average  interest  rate  on  the  invested  assets  of  the  trust  is  assumed  to  be 
4%  percent  (the  rate  applicable  to  virtually  the  entire  portfolio  as  of  October  31, 
1967). 

It  is  estimated  that  the  monthly  per  capita  cost  on  a  calendar-year  basis  would 
be  $7.61  for  1968  and  $8.28  for  1969  if  the  provisions  of  the  1967  amendments 
were  in  effect  for  this  entire  period.  The  cost  for  the  15-month  period  beginning 
April  1968  would  average  out  at  $7.89  a  month  (half  of  which  is, $3.95).  Thus, 
a  standard  premium  rate  of  $4  per  month  for  the  period  April  1968  through 
June  1969  would  allow  a  margin  for  contingencies,  as  required  by  law. 

In  addition,  the  interest  earnings  of  the  trust  fund  are  available  as  a  margin 
for  contingencies  and,  if  not  needed  to  pay  benefits  and  administrative  expenses 
in  the  current  period,  will  reduce  the  unfunded  liability  for  the  past  deficiency  in 
the  premium  rate.  Interest  earnings  are  the  equivalent  of  another  10  cents  per 
capita  in  available  income. 

The  explanation  of  the  $1  increase  in  the  monthly  premium  rate  for  the  new 
premium  period  can  be  summarized  in  the  following  manner : 

(a)  The  cost  of  the  protection  under  the  program  as  in  effect  in  1966-67 
is  estimated  to  have  exceeded  the  income  from  premiums  and  Government 
matching  contribution  by  about  7  percent — an  increase  of  about  20  cents. 

(&)  The  cost  of  the  program  in  1966-67  was  abnormally  low  as  a  result 
of  the  fact  that  in  the  6  months  of  operation  in  1966  the  full  $50  deductible 
was  applicable,  and  it  had  a  much  stronger  effect  in  reducing  benefit  costs 
than  will  be  the  case  in  later  years ;  in  other  words,  with  all  other  things 
being  the  same,  the  program  cost  is  higher  for  future  years,  in  which  the 
$50  deductible  is  usually  applicable  for  12-month  periods,  than  for  the  initial 
period — an  increase  of  about  3  cents. 

(c)  The  $50  deductible  represents  a  smaller  proportion  of  the  total  covered 
medical  charges  when  these  increase  as  a  result  of  either  higher  physician 
fees  or  higher  utilization — an  increase  of  about  11  cents. 

(d)  The  utilization  of  medical  services  is  assumed  to  be  higher  in  the  new 
premium  period  than  in  1966-67,  and  so  the  program  cost  is  higher — an  in- 
crease of  about  11  cents. 

(e)  The  level  of  physicians'  fees  is  assumed  to  be  higher  in  the  new  prem- 
ium period  than  in  1966-67,  and  so  the  program  cost  is  higher — an  increase  of 
about  27  cents. 

(/)  The  increased  benefit  protection  arising  from  the  provisions  of  the 
1967  amendments  must  be  taken  into  account — an  increase  of  about  23  cents. 

(g)  The  promulgated  rate  includes  an  amount  to  provide  a  margin  for 
contingencies — an  increase  of  5  cents. 
As  indicated  previously,  the  program  has  more  than  ample  funds,  on  a  cash 
basis,  to  meet  its  expected  obligations  for  benefit  payments  and  administrative 
expenses  now  and  in  the  period  to  which  the  promulgated  premium  rate  applies. 


Appendix  G.  Publications  Relating  to  Medicare 


Exhibit : 


Page 


1.  Selected  medicare  publications  

2.  Medicare  Regulations   

3.  Publications  relating  to  the  financing  of  the  health  insurance  pro- 


96 
97 


gram  

4.  Social  Security  Bulletin  articles. 

5.  Miscellaneous  publications  


98 
98 
99 


Exhibit  1 


Selected  Medicare  Publications 


Recent  Improvements  in  "Your  Social  Security"  (SSI-1967-1)  :  Outline  of 
changes  made  by  1967  amendments  to  the  old-age,  survivors,  disability,  hos- 
pital, and  medical  insurance  programs. 

1967  Social  Security  Amendments  (SSI-1967-6)  :  A  discussion  of  how  the  amend- 
ments affect  almost  all  Americans,  whether  working  or  retired. 

Your  Medicare  Handbook  (SSI-50)  :  The  primary  informational  vehicle  to  com- 
municate medicare  provisions  to  beneficiaries.  Reflects  changes  made  by  1967 
amendments.  A  copy  was  mailed  to  each  beneficiary. 

An  Important  Announcement  to  the  Health  Care  Community  About  the  1967 
Changes  in  Medicare  (SSI-1967-8)  :  Information  for  physicians,  hospital  ad- 
ministrators, and  members  of  professional  health  care  organizations  on  major 
changes  in  medicare. 

A  Brief  Explanation  of  Medicare,  "Health  Insurance  for  People  65  or  Older" 
(SSI— 43)  :  Brief  explanation  of  major  benefits  of  medicare.  Includes  1967 
amendment  changes. 

Recent  Improvements  in  Medicare  (SSI-1967-2)  :  Brief  explanation  of  1967 
changes  in  medicare.  (Also  available  in  Spanish — SSI-1967-2SP.) 

When  You  Enter  a  Hospital  "How  Does  Medicare  Help"  (OASI-892)  :  Generally, 
explains  medicare  benefits  for  inpatients.  (Being  revised  to  include  1967 
changes. ) 

How  Much  Does  Medicare  Pay  for  "Outpatient  Hospital  Services"  (OASI-891)  : 
Explains  benefits  and  methods  of  payment  for  outpatient  services.  (Being 
revised  to  reflect  signflicant  changes  made  by  1967  amendments  in  transferring 
all  outpatient  services  to  medical  insurance  part  of  medicare. ) 

Extended  Care  Benefits  After  Hospitalization  Under  the  Medicare  Program 
(OASI-890)  :  Facts  on  extended  care  and  requirements  for  coverage  of  such 
services.  (Being  revised  to  take  account  of  1967  changes. ) 

Medicare  and  the  Extended  Care  Facility — "What  It  Means  to  You"  (OASI- 
893)  :  General  explanation  of  extended  care  benefits.  (Being  revised  to  em- 
phasize that  program  does  not  pay  for  custodial  care.) 

How  Medicare  Helps  to  Pay  a  Home  Health  Agency  for  Providing  Your  "Home 
Health  Benefits"  (OASI-896)  :  Discusses  home  health  benefits.  (Being  revised 
to  include  discussion  of  coverage  of  physical  therapy.) 

How  to  Claim  Benefits  Under  Medical  Insurance  (SSI-37)  :  Explanation  of 
methods  of  payment  for  medical  expenses  and  how  benefits  are  determined. 
Includes  the  1967  changes. 

Your  First  $50  of  Medical  Insurance  Expenses  Under  Medicare  Meets  the  Calen- 
dar Year  Deductible  (OASI-894)  :  Explanation  of  deductible  provisions.  (Be- 
ing revised  to  emphasize  elimination  of  deductible  for  radiologists'  and  path- 
ologists' services,  time  limit  for  filing  medical  insurance  claims,  and  the 
deductible  carryover  provisions.) 

Your  Health  Insurance  (SSI-14)  :  Explanation  of  medicare  for  social  security 
beneficiaries  who  will  soon  be  age  65. 

Almost  65?  (OASI-877c)  :  Urges  people  approaching  age  65  to  investigate  medi- 
care benefits. 
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Eight  Reasons  Why  You  Should  Have  "Doctor-Bill  Insurance"  (SSI-1967-5a)  : 
Letter  from  Commissioner  of  Social  Security  urging  hospital  insurance  bene- 
ficiaries to  elect  medical  insurance  benefits. 

Letter  to  Social  Security  Beneficiaries  (SSI-28)  :  Initial  notice  to  beneficiaries 
approaching  age  65  to  sign  up  for  medical  insurance  protection. 

Letter  to  Social  Security  Beneficiaries  (SSI-30)  :  Follow-up  notice  to  SSI-28. 

A  Brief  Outline  of  "Medical  Insurance  Benefits"  (Doctor-Bill  Insurance)  under 
Medicare  (SSI-1967-5)  :  To  be  enclosed  with  SSI-1967-5a,  SSI-28,  and  the 
SSI-30.  (Also  printed  in  Spanish— SSI-1967-5SP). 

Letter  to  Medicare  Beneficiaries  (SSI-6)  :  Accompanies  mailing  of  beneficiaries' 
health  insurance  cards,  asks  them  to  check  it,  and  tells  how  to  use  it. 

Medical  Insurance,  Record  of  Medical  Expenses  (OASI-881c)  :  Folder  pro- 
vided to  beneficiaries  to  record  medical  expenses  and  bills  until  they  submit 
them  for  payment. 

Your  Medical  Insurance  Premium  (SSI-1967-1),  (Premium  Stuffer)  :  Notified 
beneficiaries  of  increase  in  medical  insurance  premiums  effective  April  1968. 

Special  Message  About  Medicare  for  Railroad  Retirement  Beneficiaries  Who 
Receive  Social  Security  Payments  (OASI-881e)  :  Explanation  of  how  medical 
insurance  premiums  are  deducted  for  railroad  annuitants  and  where  they 
should  send  their  claims. 

A  Special  Message  to  Medical  Insurance  Beneficiaries  Who  Are  Members  of 
Group  Practice  Prepayment  Plans  (OASI-8811)  :  Explanation  of  special 
methods  of  deductible  computation  for  GPPP's.  Also  informs  that  it  is  not 
necessary  to  file  medicare  claims  for  plan  services. 

For  Physicians,  A  Reference  Guide  to  Health  Insurance  Under  Social  Security 
(OASI-876)  :  Comprehensive  explanation  of  medicare  for  physicians.  (Being 
revised  to  include  the  1967  changes. ) 

Notes  for  the  Office  Assistant  (SSI-18)  :  Short  explanation  of  medicare  pay- 
ment provisions  under  medical  insurance.  Also  outlines  what  is  necessary  for 
properly  filed  claims. 

Financing  Your  Social  Security  Benefits  (SSI-36)  :  Facts  on  program  financing 
and  how  old-age  and  survivors,  disability,  hospital,  and  medical  insurance 
trust  funds  are  kept  in  actuarial  balance. 

Individual  copies  of  all  pamphlets  listed  are  available  from  social  security 
district  and  branch  offices  througout  the  country  or  from  the  Social  Security 
Administration,  Baltimore,  Md.,  21235.  Bulk  orders  are  sold  at  rates  which  vary 
with  each  publication.  Inquiries  about  bulk  orders  should  be  addressed  to  the 
Superintendent  of  Documents,  U.S.  Government  Printing  Office,  Washington,  D.C., 
20402. 


Exhibit  2 

Federal  Health  Insurance  for  the  Aged  (20  C.F.R.  405)  Regulations 
Published  in  the  Federal  Register 

Subpart  and  title: 

A.  Hospital  Insurance  Benefits. 

B.  Supplementary  Medical  Insurance  Benefits. 

C.  Exclusions ;  Recovery  of  Overpayment ;  and  Liability  of  a  Certifying 

Officer. 

D.  Principles  of  Reimbursement  for  Provider  Costs;  and  for  Services  by 

Hospital-Based  Physicians. 

E.  Criteria  for  Determination  of  Reasonable  Charges ;  Reimbursement  for 

Services  of  Hospital  Interns,  Residents,  and  Supervising  Physicians. 

F.  Agreements  With  and  Functions  of  Providers,  Intermediaries,  Carriers 

and  State  Agencies.1 

H.  Review  and   Hearing  Under  the   Supplementary  Medical  Insurance 

Program. 

I.  Premiums  for  Supplementary  Medical  Insurance  Benefits.1 
J.  Conditions  of  Participation ;  Hospitals. 

K.  Conditions  of  Participation ;  Extended  Care  Facilities. 

L.  Conditions  of  Participation  ;  Home  Health  Agencies.1 

M.  Conditions  for  Coverage  of  Services  of  Independent  Laboratories. 

O.  Providers  of  Services  and  Independent  Laboratories ;  Determinations  and 

Appeals  Procedures. 
P.  Certification  and  Recertifioation. 


1  Published  as  proposed  regulations  in  the  Federal  Register. 
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Exhibit  3 

Publications  Relating  to  the  Financing  of  the  Health  Insurance  Program 

trust  fund  reports 

Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust  Fund  annual  re- 
ports issued  as  follows : 

1966  (for  fiscal  year  ending  June  30,  1965),  House  Document  No.  393,  89th 
Congress,  second  session  ;  February  28, 1966. 

1967  (for  fiscal  year  ending  June  30,  1966),  House  Document  No.  64,  90th 
Congress,  first  session  ;  February  28, 1967. 

1968  (for  fiscal  year  ending  June  30,  1967),  House  Document  No.  290,  90th 
Congress,  second  session  ;  March  27, 1968. 

Board  of  Trustees  of  the  Federal  Supplementary  Medical  Insurance  Trust  Fund 
annual  reports  issued  as  follows : 

1966  (for  fiscal  year  ending  June  30,  1965),  House  Document  No.  394,  89th 
Congress,  second  session  ;  February  28, 1966. 

1967  (for  fiscal  year  ending  June  30,  1966),  House  Document  No.  66,  90th 
Congress,  first  session  ;  February  28,  1967. 

1968  (for  fiscal  year  ending  June  30,  1967),  House  Document  No.  291,  90th 
Congress,  second  session  ;  March  27, 1968. 

ACTUARIAL  COST  ESTIMATES 

Actuarial  cost  estimates  and  summary  of  provisions  of  the  old-age,  survivors, 
and  disability  insurance  system  as  modified  by  the  Social  Security  Amendments 
of  1965,  and  actuarial  cost  estimates  and  summary  of  provisions  of  the  hospital 
insurance  and  supplementary  medical  insurance  systems  established  by  such 
act.  Committee  print,  Committee  on  Ways  and  Means,  House  of  Representatives, 
89th  Congress,  first  session  ;  July  30, 1965. 

Actuarial  cost  estimates  for  the  old-age,  survivors,  disability,  and  health 
insurance  system  as  modified  by  the  Social  Security  Amendments  of  1967.  Com- 
mittee print,  Committee  on  Ways  and  Means,  House  of  Representatives,  90th  Con- 
gress, first  session  ;  December  11, 1967. 

ACTUARIAL  STUDIES 

Myers,  Robert  J.,  "Actuarial  Cost  Estimates  for  Hospital  Insurance  Act  of  1965 
and  Social  Security  Amendments  of  1965."  Actuarial  study  No.  59,  U.S.  Depart- 
ment of  Health,  Education,  and  Welfare,  Social  Security  Administration,  Divi- 
sion of  the  Actuary ;  January  1965. 

Myers,  Robert  J.,  and  Baughman,  Charles  B.,  "History  of  Cost  Estimates  for 
Hospital  Insurance."  Actuarial  study  No.  61,  U.S.  Department  of  Health,  Edu- 
cation, and  Welfare,  Social  Security  Administration,  Office  of  the  Actuary ; 
December  1966. 

Bayo,  Francisco,  "U.S.  Population  Projections  for  OASDHI  Cost  Estimates." 
Actuarial  study  No.  62,  U.S.  Department  of  Health,  Education,  and  Welfare, 
Social  Security  Administration,  Office  of  the  Actuary  ;  December  1966. 

MISCELLANEOUS 

"Statement  of  Actuarial  Assumptions  and  Bases  Employed  in  Arriving  at  the 
Amount  of  the  Standard  Premium  Rate  for  the  Supplementary  Medical  Insurance 
Program  for  the  Period  April  1968  Through  June  1969." 

Note. — This  statement  appears  as  appendix  F  in  this  report. 


Exhibit  4 

Articles  Relating  to  Medicare  Published  in  the  "Social  Security  Bulletin" 

Cohen,  Wilbur  J.  and  Ball,  Robert  M.,  "Social  Security  Amendments  of  1967 : 

Summary  and  Legislative  History"  (February  1968). 
Myers,  Robert  J.  and  Bayo,  Francisco,  "Financing  Basis  of  Old-Age,  Survivors, 

and  Disability  Insurance  and  Health  Insurance  Under  the  1967  Amendments" 

(February  1968). 

Horowitz,  Loucele  A.,  "Medical  Care  Price  Changes  in  Medicare's  First  Tear" 
(January  1968). 
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Allen,  David,  "Health  Insurance  for  the  Aged:  Participating  Home  Health 

Agencies"  (September  1967). 
Reed,  Louis  S.  and  Myers,  Kathleen,  "Health  Insurance  Coverage  Complementary 

to  Medicare"  (August  1967). 
Ball,  Robert  M.,  "Medicare's  First  Year"  (July  1967). 

Hess,  Arthur  E.,  "Medicare's  Early  Months:  A  Program  Round-up"  (July  1967). 
Stewart,  William  H.,  M.D.,  "The  Impact  of  Medicare  on  the  Nation's  Health 

Care  Systems"  (July  1967). 
Rice,  Dorothy  P.  and  Horowitz,  Loucele  A.,  "Trends  in  Medical  Care  Prices" 

(July  1967). 

Allen,  David,  "Health  Insurance  for  the  Aged :  Participating  Extended-Care 
Facilities"  (June  1967). 

Division  of  Health  Insurance  Studies,  Office  of  Research  and  Statistics,  "Health 
Insurance  for  the  Aged :  Claims  Reimbursed  for  Hospital  and  Medical  Serv- 
ices" (May  1967). 

Scharff,  Jack,  "Current  Medicare  Survey :  The  Medical  Insurance  Sample" 
(April  1967). 

Division  of  Health  Insurance  Studies,  Office  of  Research  and  Statistics,  "Enroll- 
ment in  the  Health  Insurance  Program  for  the  Aged"  (March  1967). 

West,  Howard,  "Health  Insurance  for  the  Aged :  The  Statistical  Program" 
(January  1967). 

Ball,  Robert  M.,  "Health  Insurance  for  People  Aged  65  and  Over :  First  Steps  in 
Administration"  (February  1966). 

Myers,  Robert  J.  and  Bayo,  Francisco,  "Health  Insurance,  Supplementary  Medi- 
cal Insurance,  and  Old-Age,  Survivors,  and  Disability  Insurance :  Financing 
Basis  Under  the  1965  Amendments"  (October  1965). 

Cohen,  Wilbur  J,  and  Ball,  Robert  M.,  "Social  Security  Amendments  of  1965 : 
Summary  and  Legislative  History"  (September  1965). 

The  Social  Security  Bulletin  is  the  official  monthly  publication  of  the  Social 
Security  Administration.  A  subscription  to  the  Bulletin  may  be  purchased  from 
the  Superintendent  of  Documents,  U.S.  Government  Printing  Office,  Washington, 
DC.  20402.  Price :  $2.75  a  year  in  the  United  States,  Canada,  and  Mexico ;  $3.50 
in  all  other  countries ;  single  copies  $.25. 


Exhibit  5 

Miscellaneous  Publications 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Health  Insurance  for  the  Aged  : 
Number  of  Participating  Health  Facilities,  July  1967,  by  State,"  April  8,  1968 
(HI-6). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  Insurance  series — "Enrollment  of  Aged  Public 
Assistance  Recipients  in  the  Medical  Insurance  Program  Under  Social  Se- 
curity," March  11, 1968  (HI-5). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Medicare  and  Care  of  Mental 
Illness,"  March  7,  1968  (HI^l). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Number  of  Persons  Using  Medi- 
care Services,  July  1,  1966  to  June  30,  1967,"  February  5,  1968  (HI-3). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  current  medicare  survey  series — "Current  Medicare  Sur- 
vey Report,"  January  26, 1968  (CMS-3). 

U.S.  Social  Security  Administration,  Bureau  of  Health  Insurance:  "Directory 
of  Providers  of  Services,"  No.  1,  hospitals,  No.  2,  extended-care  facilities,  No.  3, 
home  health  agencies,  No.  4,  independent  laboratories,  1968. 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Blood  Utilization  by  Inpatients 
Under  Medicare,"  November  30, 1967  (HI-2) . 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Current  Data  From  the  Medi- 
care Program,"  November  20, 1967  (HI-1). 
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U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 

Insurance  Statistics,  current  medicare  survey  series — "Current  Medicare 

Survey  Report,"  July  28, 1967  (CMS-1). 
U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  "Health 

Insurance  Enrollment  Under  Social  Security,"  number  of  persons  by  State 

and  County,  July  1, 1966. 
U.S.  Social  Security  Administration,  Bureau  of  Health  Insurance :  "Qualification 

Criteria  for  Prospective  Fiscal  Intermediaries  and  Carriers,"  1965. 
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Recent  highlights 


Enrollment  (as  of  Apr.  1,  1968) : 

Hospital  insurance   19,  400,  000 

Medical  insurance   18,  600,  000 

Inpatient  admissions  and  plans  for  home  health  services  (cumula- 
tive through  April  1968): 

Inpatient  hospital  admissions   9,  600,  000 

Extended  care  facility  admissions   562,  000 

Home  health  plans  initiated   440,  000 

Health  insurance  bills  paid  (cumulative  through  April  1968) : 

Inpatient  hospital   9,  600,  000 

Outpatient  hospital   3,  800,  000 

Extended  care   1,  200,  000 

Home  health   1,  200,  000 

Physicians'  and  other  medical  services   39,  00J,  000 

Benefits  paid  (cumulative  through  April  1968) : 

Hospital  insurance   $5,  600,  000,  000 

Medical  insurance  $1,  800,  000,  000 

Participating  providers  of  services  (as  of  April  1968) : 

Hospitals   6,  847 

Extended  care  facilities   4,  510 

Home  health  agencies   2,  036 

Independent  laboratories   2,  490 

Open  enrollment  period  for  medical  insurance: 


700,000  new  enrollees  sign  up — about  95  percent  of  all 
eligibles  now  enrolled — only  35,000  drop  coverage. 
Premium  adjustment: 

Utilization  and  cost  of  services  increase — protection  ex- 
panded— monthly  premiums  increase  from  $3  to  $4  beginning 
April  1968.  (Government  still  matches  premium  payment 
dollar  for  dollar.) 
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LETTER  OF  TRANSMITTAL 


The  Secretary  of  Health,  Education,  and  Welfare, 

W ashing  ton,  D.C.,  January  17,  J 969. 

Hon.  John  W.  McCormack, 

Speaker  of  the  Home  of  Representatives, 

Washington,  D.C. 

Dear  Mr.  Speaker  :  I  have  the  honor  to  transmit  to  you  the  Medicare 
report  which  includes  (1)  my  recommendations  for  legislation  to  im- 
prove the  Medicare  program,  and  (2)  the  second  annual  report  on  the 
operation  of  the  Medicare  program.  Both  were  called  for  by  the  Con- 
gress in  the  Social  Security  Amendments  of  1965.  Section  1875  of  the 
Social  Security  Act  states : 

"(a)  The  Secretary  shall  carry  on  studies  and  develop  recommenda- 
tions to  be  submitted  from  time  to  time  to  the  Congress  relating  to 
health  care  of  the  aged  *  *  * 

"(b)  The  Secretary  shall  make  a  continuing  study  of  the  operation 
and  administration  *  *  *  and  shall  transmit  to  the  Congress  annually 
a  report  concerning  the  operation  of  such  programs." 

Medicare  has  done  much  to  alleviate  the  financial  burden  of  health 
care  for  nearly  all  of  the  aged  residing  in  the  United  States.  As  of 
July  1,  1968,  19.7  million  aged  persons  were  entitled  to  hospital  insur- 
ance protection  and  18.8  million  had  elected  to  avail  themselves  of 
medical  insurance  protection.  In  the  first  2  years  of  operation,  almost 
$8.3  billion  in  benefits  was  paid  by  Medicare  for  services  rendered  to 
Medicare  beneficiaries  by  providers  of  services,  physicians,  and  sup- 
pliers. Overall,  Medicare  payments  for  hospital  care  and  physicians' 
services  are  estimated  to  account  for  more  than  70  percent  of  the  ex- 
penditures (excluding  expenditures  of  other  public  programs)  for 
hospital  care  and  physicians'  services  provided  to  the  aged. 

The  program  through  its  conditions  of  participation  for  providers 
of  services  assures  that  health  facilities  participating  in  the  Medicare 
program  meet  professional  standards  of  care  and  other  requirements 
relating  to  the  health  and  safety  of  patients.  This  reflects  the  funda- 
mental principle  that  a  purchaser  of  services  on  behalf  of  others  must 
pursue  more  than  just  the  fiscal  interests  of  such  individuals;  it  must 
assure  that  what  it  purchases  is  of  the  same  quality  that  well-informed 
individuals  would  purchase  for  themselves.  Medicare  has  been  meeting 
this  responsibility. 

Part  II  of  the  enclosed  report  covers  the  administration  of  the  Medi- 
care program  during  its  second  year  of  operation— the  fiscal  year  end- 
ing June  30,  1968.  During  the  year  substantial  progress  was  made  in 
several  areas  mentioned  in  the  first  annual  report  as  warranting  par- 
ticular attention :  assuring  that  adequate  safeguards  exist  to  prevent 
improper  payment  under  the  program  and  that  the  amounts  paid  are 
reasonable ;  assuring  that  providers  maintain  and  continue  to  upgrade 
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the  quality  of  their  facilities  in  line  with  the  conditions  of  participa- 
tion in  Medicare  land  that  the  conditions  themselves  remain  responsive 
to  contemporary  standards  in  the  health  care  field ;  bringing  the  util- 
ization review  committees  that  have  been  established  by  hospitals  and 
extended  care  facilities  to  meet  the  requirements  of  Medicare  up  to 
their  potential  level  of  effectiveness  in  assuring  appropriate  utilization 
of  health  facilities;  and  improving  beneficiary  understanding  of  the 
program. 

Along  with  its  accomplishments,  Medicare  has  brought  into  sharp 
focus  the  unprecedented  rate  at  which  medical  care  prices  have  in- 
creased over  the  last  3  years.  This  dramatic  acceleration  in  medical  care 
prices  has  become  a  source  of  considerable  concern  to  all  who  are  in 
any  way  affected.  This  concern  has  led  to  extensive  discussion  about 
the  reasons  for  the  increases  and  what  steps  might  be  taken  to  curb 
them. 

The  overall  policies  that  have  guided  the  activities  of  the  Depart- 
ment of  Health,  Education,  and  Welfare  in  the  health  field  are  de- 
signed to  meet  the  challenges  of  rising  health  care  costs  as  well  as  to 
improve  the  quality  and  availability  of  health  care  in  the  United 
States.  In  light  of  these  objectives  Medicare  and  all  other  health  re- 
lated programs  within  the  Department's  jurisdiction  must  be  continu- 
ously reexamined. 

Experience  in  the  almost  4  years  since  Medicare  was  enacted  indi- 
cates the  need  for  legislative  changes  in  benefits,  financing,  and  ad- 
ministration. In  part  I  of  the  report,  I  am  recommending  specific 
changes  which  I  believe  will  improve  the  Medicare  program.  In  sum- 
mary, the  major  recommendations  are  as  follows : 

1.  Extend  Medicare  protection  to  disabled  social  security 
beneficiaries. 

2.  Cover  certain  maintenance  drugs  under  Medicare. 

3.  Finance  both  hospital  insurance  and  supplementary  medical 
insurance  through  payroll  contributions  and  general  revenues. 

4.  Coordinate  Federal  reimbursement  to  health  care  facilities 
with  State  health  facility  planning. 

I  hope  that  the  Congress  will  act  favorably  on  these  and  my  other 
recommendations  because  I  believe  the  recommended  changes  are 
needed  to  enable  the  Medicare  program  to  more  fully  realize  its  po- 
tential as  a  means  of  enhancing  the  quality  of  life  for  social  security 
beneficiaries. 

Sincerely, 

Wilbur  J.  Cohen,  Secretary. 
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FOREWORD 


Since  the  Medicare  program  went  into  effect  on  July  1, 1966,  the  De- 
partment of  Health,  Education,  and  Welfare  has  continuously  studied 
the  operation  of  the  program  with  a  view  to  assessing  (1)  its  effective- 
ness with  respect  to  the  benefits  provided  and  (2)  its  administration. 
Last  year  the  Department  submitted  to  the  Congress  the  first  annual 
report  on  the  operation  of  the  Medicare  program,  as  required  by  section 
1875(b)  of  the  Social  Security  Act.  The  report  presented  herewith  is  in 
two  parts:  Part  I  represents  the  first  report  on  studies  and  recom- 
mendations relating  to  the  health  care  of  the  aged  pursuant  to  section 
1875(a)  of  the  Social  Security  Act;  part  II  represents  the  second 
annual  report  on  the  operation  of  the  program  pursuant  to  section 
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REPORT  ON  MEDICARE 


Introduction  :  The  Problem  of  Rising  Medical  Prices 

The  Health  Insurance  for  the  Aged  Act  (Medicare)  enacted  on 
July  30, 1965,  has  done  much  to  alleviate  the  economic  burden  of  health 
care  for  the  aged  segment  of  the  population.  Virtually  all  of  the  pres- 
ent aged  are  protected  under  the  hospital  insurance  plan  (Part  A)  of 
Medicare ;  those  aged  persons  not  protected  are  for  the  most  part  re- 
tired Federal  workers,  who  have  similar  protection  under  a  special 
system.  And,  despite  the  fact  that  protection  is  voluntary  under  the 
medical  insurance  plan  (Part  B)  of  Medicare,  95  percent  of  all  the 
aged  in  the  United  States  who  could  have  enrolled  for  this  protection 
have  elected  to  do  so. 

It  is  perhaps  because  it  directly  affects  so  many  people  that  the 
Medicare  program  has  brought  into  sharp  focus  the  fact  that  medical 
care  prices  have  been  increasing  at  an  excessive  rate  for  the  past  3 
years.  The  problems  attached  to  these  unprecedented  rates  of  increase 
are  not,  of  course,  a  matter  of  concern  only  to  those  involved  with  the 
Medicare  program ;  they  are  now  under  scrutiny  as  a  matter  of  con- 
cern to  all  Americans  who  use  medical  services  and  to  all  organizations 
(public  and  private)  that  provide  insurance  protection  against  the 
costs  of  medical  care.  However,  the  Medicare  program,  as  the  largest 
single  purchaser  of  health  care  in  the  Nation — it  pays  for  approxi- 
mately one-third  of  all  acute  hospital  care — has  some  potential  for 
leverage  that  might  help  to  slow  down  the  rates  of  increase.  To  this 
end  special  efforts  are  being  made  to  attack  the  problem  through  the 
Medicare  program. 

Origins  of  medical  price  increases 

Since  the  end  of  World  War  II,  medical  prices  have  been  increasing 
faster  than  consumer  prices  generally.  In  the  3-year  period,  1966-68,1 
this  trend  became  more  pronounced  when  medical  care  prices  increased 
sharply  relative  to  all  other  consumer  prices  (see  chart  on  p.  2).  The 
largest  increase  occurred  in  hospital  prices  which  rose  a  total  of  47.8 
percent  in  these  3  years.  Physicians'  fees  increased  19.4  percent.  In 
comparison,  average  hourly  earnings  for  persons  employed  in  manu- 
facturing increased  14.4  percent  and  overall  consumer  prices  increased 
10.3  percent.  (See  chart  on  p.  3) . 

Different  factors  have  contributed  to  the  above-average  rate  of  in- 
crease in  hospital  prices  and  physician  fees.  Hospital  prices  have  been 
affected  in  a  major  way  by  the  recent  increases  in  salaries  of  hospital 
personnel.  Wages  of  hospital  employees  had  lagged  significantly  be- 
hind those  in  other  sectors  of  the  economy  for  many  years.  However, 
they  have  started  catching  up  in  recent  years.  In  1966  (the  latest  year 
for  which  wage  data  on  hospital  employees  are  available),  34.3  per- 
cent of  hospital  employees  received  wage  increases  of  10  percent  or 

1  Data  for  1968  Include  estimates  for  the  most  recent  periods. 
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CONSUMER  PRICE  INDEX,  U.S.  CITY  AVERAGE, 
ALL  ITEMS  AND  ALL  MEDICAL  CARE 
1946  through  1968*  (1957-59  =  100) 
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more  as  compared  to  wage  increases  of  such  magnitude  for  0.5  percent 
of  employees  in  manufacturing  industries  and  5.3  percent  of  employees 
in  the  service  industries  (excluding  hospitals).  Hospital  employees  re- 
ceiving wage  increases  of  20  percent  or  more  accounted  for  7.6  percent 
of  hospital  employees,  whereas  no  employees  in  manufacturing  and 
only  0.7  percent  of  service-industry  workers  received  such  increases. 

Among  the  factors  contributing  to  the  sharp  increase  in  hospital 
wages  were  increased  demands  for  wage  increases  by  professional 
nurse  organizations  and  unions,  and  shortages  of  skilled  employees. 
Hospital  managers  have  attempted  to  maintain  equity  between  changes 
in  the  wages  of  union  employees  and  the  rest  of  the  staff ;  thus,  increases 
resulting  from  union  negotiation  have  benefited  all  workers.  Hospital 
managers  may  also  have  felt  better  able  to  accede  to  wage  demands  be- 
cause of  the  prospect  of  some  financial  relief  from  financial  burdens 
of  older  people  through  Medicare.  The  shortage  of  skilled  labor  in 
hospitals  limiting  the  number  of  highly  paid  employees  actually  em- 
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CONSUMER  PRICE  INDEX,  U.S.  CITY  AVERAGE, 
ALL  ITEMS,  AVERAGE  HOURLY  EARNINGS  IN  MANUFACTURING, 
AND  SELECTED  MEDICAL  CARE  SUBGROUPS, 
1957  through  1968*  (1957-59  =  100) 
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ployed,  along  with  the  substitutability  of  unskilled  and  semiskilled 
labor  for  skilled  personnel,  has  tended  to  keep  down  the  average  rate 
of  wage  rise,  although  it  has  added  to  the  growth  in  the  number  of  hos- 
pital employees  per  patient  and  thus  to  hospital  costs. 

Another  factor  contributing  to  the  increase  in  hospital  wages  is  the 
fact  that  in  February  1967,  the  Fair  Labor  Standards  Act  was  amended 
to  include  hospital  workers  under  its  provisions.  As  a  result  of  this 
legislation,  4.5  percent  of  all  nonsupervisory  hospital  workers  received 
a  salary  increase.  Also,  hospitals  were  required  under  the  legislation 
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to  pay  premium  wages  for  overtime;  previously,  hospitals  with  the 
largest  majority  of  employees  paid  for  overtime  at  straight-time  rates 
or  gave  compensatory  time  off. 

As  for  the  rise  in  physicians'  fees,  a  part  of  the  fee  increases  occur- 
ring early  in  1966  was  perhaps  in  anticipation  of  the  Medicare  pro- 
gram. A  more  basic  and  continuing  factor  over  the  period  is  the  in- 
crease in  demand  for  physician  services  without  a  corresponding 
increase  in  the  supply  of  physicians.  The  increasing  awareness  of  the 
value  of  physician  services  and  the  lowering  of  financial  barriers  to 
such  services  through  widespread  insurance  coverage  have  served  to 
produce  a  greater  demand  for  services.  Medicare  and  medicaid,  for  ex- 
ample, have  contributed  significantly  to  the  growth  of  the  demand  for 
services  by  lowering  the  financial  barriers  for  many  persons.  The  effect 
of  increased  demand  and  increased  ability  to  pay  for  physicians'  serv- 
ices is  reflected  in  the  fact  that  physicians'  net  earnings  from  practice 
have  increased  even  faster  than  physicians'  fees.  According  to  the  lim- 
ited data  available,  physicians'  average  net  earnings  from  practice 
increased  about  11  percent  in  1966  and  about  8  percent  in  1967  as  com- 
pared with  about  8  percent  and  about  6  percent  increases  in  physicians' 
fees  for  comparable  periods.  Physicians'  net  earnings  from  practice 
also  increased  at  a  rate  significantly  higher  than  the  rate  of  increase 
in  hourly  earnings  of  persons  employed  in  manufacturing;  the  latter 
increased  an  average  of  about  3  percent  and  5  percent,  respectively,  in 
the  same  years.  Of  course,  the  increase  in  physicians'  net  earnings  from 
practice  probably  derives  in  part  from  an  increase  in  productivity — 
physicians  providing  more  services  in  the  same  or  fewer  hours  of  work 
per  week. 

The  problem  of  an  inadequate  supply  of  services,  such  as  those  of 
physicians  and  nurses,  which  played  such  an  important  role  in  the  very 
sharp  increases  in  the  costs  of  hospital  and  physicians'  services  is  only 
one  of  the  many  problems  which  have  evolved  from  the  way  in  which 
health  care  is  provided  in  the  United  States.  The  American  health  care 
system  is  a  mosaic  of  public  and  private  health  programs — one  that  has 
grown  piecemeal,  without  overall  coordination,  to  meet  needs  as  they 
arose.  Among  the  deficiencies  in  the  organization,  financing,  and  deliv- 
ery of  health  care  that  directly  affect  the  costs  of  health  care  are  the 
following : 

1.  In  many  communities  the  less  costly  alternatives  to  inpatient 
hospital  care,  such  as  hospital  and  other  outpatient  services,  home 
health  services,  extended  care  facilities,  and  nursing  homes  are 
often  in  short  supply. 

2.  In  some  communities,  there  is  often  an  excess  in  supply — 
resulting  in  wasteful  duplication  of  certain  services  and  facilities, 
including  some  very  expensive  hospital  services  that  involve  heavy 
stand-by  costs.  Health  facility  planning  is  not  now  performed 
adequately. 

3.  Services,  especially  costly  hospital  services,  are  sometimes 
utilized  unnecessarily ;  i.e.,  they  are  not  medically  necessary. 

4.  Many  private  health  insurance  plans  produce  undesirable  in- 
centives to  use  the  most  expensive  methods  of  care. 

5.  Many  possible  hospital  management  improvements  have  not 
been  adopted. 

6.  The  growth  of  group  practice  has  been  retarded  by  legal  bars 
and  restrictive  attitudes. 
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7.  Productivity  in  the  provision  of  medical  care  has  not  been 
defined  and  measured. 

8.  Insufficient  attention  is  given  to  financing  preventive  care 
and  health  education. 

9.  There  are  insufficient  financial  incentives  to  restrain  mount- 
ing hospital  costs  while  maintaining  high  quality  medical  care. 

/ mpact  of  rising  medical  care  prices 

Rapidly  accelerating  medical  care  prices  do  not  affect  any  single 
segment  of  the  population  alone  ;  rather,  they  affect  every  American 
who  at  some  time  may  have  to  pay  for  medical  services.  While  it  is 
true  that  those  Americans  of  moderate  to  low  incomes,  as  well  as  those 
who  require  medical  attention  because  of  advanced  age  or  severe  disa- 
bilities, are  more  drastically  affected  by  excessive  increases  in  medical 
prices,  such  increases  are  not  uniquely  a  problem  of  the  poor,  or  the 
aged,  or  the  chronically  ill.  Public  attention  has  been  focused  on  the 
marked  and  tangible,  adverse  impact  of  increased  medical  care  prices 
upon  the  costs  of  the  Medicare  program  and  its  beneficiaries,  but  the 
effect  is  in  fact  universal.  The  same  effects  are  being  experienced  by 
other  health  insurers  who  are  faced  with  the  decision  to  either  with- 
hold additional  protection  or  increase  premiums  to  offset  the  increased 
costs.  And,  more  dramatically,  that  segment  of  the  population  which 
is  unable  to  purchase  adequate  health  insurance  must  in  many  instances 
forgo  needed  medical  attention  because  of  its  prohibitive  cost. 

Although  the  effect  of  the  unprecedented  rate  of  increase  in  medical 
care  prices  is  universal,  the  effect  is  possibly  best  illustrated  by  the 
impact  it  has  had  upon  the  Medicare  program.  (Of  course,  many  of  the 
same  effects  have  been  felt  in  the  medicaid  program  (title  XIX)  which 
is  financed  from  Federal  and  State  general  revenues.)  The  most  obvi- 
ous effect  that  the  rate  at  which  medical  care  prices  have  increased  has 
had  on  the  Medicare  program  is  that  it  has  resulted  in  program  costs 
that  have  been  higher  than  expected.  Since  the  separate  parts  of  the 
Medicare  program  (part  A,  hospital  insurance,  and  part  B,  medical 
insurance)  are  financed  differently,  the  higher  program  costs  pose  a 
different  set  of  problems  for  each  part. 

Benefit  expenditures  under  the  hospital  insurance  plan  are  estimated 
for  a  25-year  period  into  the  future  and  allow  for  increasing  hospital 
care  costs,  including  higher  increases  in  such  costs  during  the  early 
years  than  are  assumed  for  the  general  earnings  level.  Experience  to 
date  indicates  that  the  rate  at  which  hospital  care  costs  have  increased 
exceeded  the  allowance  provided  for  in  the  costs  as  estimated  origi- 
nally in  1965,  but  they  have  been  in  line  with  the  revised  assumptions 
contained  in  the  estimates  made  in  1967.  It  is,  of  course,  true  that  these 
increasing  costs  have  been  accompanied  by  higher  than  average  in- 
creases in  earnings  and  that  the  higher  earnings  have  produced  income 
to  the  program  greater  than  expected,  thus  offsetting  to  some  extent  the 
impact  of  higher  costs. 

The  supplementary  medical  insurance  plan,  on  the  other  hand,  is 
financed  on  a  short-term  basis.  Benefit  expenditures  are  estimated  for 
only  a  1-year  future  period  (the  current  period  is  15  months),  and 
premium  amounts  to  be  paid  by  enrollees  are  set  at  a  level  that  together 
with  the  matching  contribution  by  the  Federal  Government  is  esti- 
mated to  cover  the  cost  of  benefits  and  administrative  expenses  over 
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such  period.  Under  the  law,  the  Secretary  of  Health,  Education,  and 
Welfare  is  required  in  December  of  each  year  to  determine  and  promul- 
gate the  standard  premium  rate  that  will  apply  during  the  12-month 
period  beginning  July  1  of  the  succeeding  year.  The  rate  of  increase 
in  physicians'  fees  was  one  of  several  significant  factors  in  the  deter- 
mination made  during  December  1967  to  set  the  current  premium  at 
$4  per  month,  an  increase  of  $1  over  the  initial  rate.  About  12  cents 
of  the  increase  was  accounted  for  by  the  fact  that  physicians'  fees  were 
higher  during  the  first  iy2  years  than  had  been  assumed  in  the  estimate 
of  the  initial  $3  rate.  An  additional  38  cents  of  the  increase  allowed 
for  a  5-percent  per  year  rate  of  increase  in  physicians'  fees  during  the 
15-month  period,  April  1, 1968-June  30,  1969,  for  which  a  $4  premium 
rate  applied. 

In  connection  with  the  determination  of  the  medical  insurance  pre- 
mium for  the  period  July  1,  1969,  through  June  30,  1970,  the  social 
security  aotuary  had  estimated  that  physicians'  fees  would  rise  about 
5  percent  in  1969  and  iy2  percent  in  1970  (over  1969)  and  that  medical 
services  utilization  under  the  program  would  increase  about  2  percent 
in  1969  and  iy2  percent  in  1970.  Under  these  assumptions,  coupled  with 
the  assumption  that  the  increases  in  fees  and  utilization  would  be  fully 
reflected  in  the  liabilities  of  the  Medicare  program,  it  would  have  been 
necessary  to  raise  the  premium  to  $4.40.  However,  the  Secretary  decided 
that  it  would  be  feasible  to  limit  the  program's  liability  sufficiently  to 
keep  within  the  current  $4  premium.  Several  actions  directed  toward 
such  containment  are  described  in  the  following  section  of  this  report. 

Dealing  with  medical  care  price  increases 

Considering  the  broad  sweep  of  the  problems  which  underlie  the 
recent  disproportionately  rapid  increase  in  medical  care  prices,  it  is 
clear  that  there  are  no  simple,  quick  solutions.  It  is  evident,  however, 
that  the  Medicare  program,  which  strongly  feels  the  impact  of  price 
increases,  is  in  a  position  to  influence  to  some  degree  the  factors  that 
determine  medical  care  prices.  To  this  end  a  number  of  actions  have 
been  taken  that  should  have  beneficial  effect.  Briefly,  the  Social  Secu- 
rity Administration  has: 

(1)  Sponsored  a  series  of  nine  regional  conferences  on  health  care 
costs  ias  a  follow-up  to  several  major  national  conferences  held  by  the 
Department  of  Health,  Education,  and  Welfare  in  1967.2  The  confer- 
ences were  designed  to  bring  together  the  leaders  of  the  health  com- 
munity and  the  insurance  industry,  consumers  and  purchasers  (both 
Government  and  private).  Their  aim  was  to  approach  the  problem  of 
rising  health  care  costs  at  the  State  and  local  levels  through  the  stimu- 
lation of  experiments  and  innovations  with  incentives  for  cost  effec- 
tiveness in  the  organization  and  delivery  of  health  care  services. 

(2)  As  authorized  under  the  Social  Security  Amendments  of  1967, 
requested  and  sponsored  proposals  for  experiments  in  Medicare  reim- 
bursement for  health  care  which  will  have  incentives  for  cost  reduc- 
tions. There  are  presently  4  approved  experiments  and  several  other 
proposals  under  consideration.  (Details  of  this  action  are  provided  on 
pages  44  through  48  of  part  II  of  this  report.) 

(3)  Changed  the  Medicare  regulations  regarding  the  confidentiality 
of  records  to  permit  release  of  information  to  local  medical  societies  or 


*  National  Conference  on  Medical  Costs,  National  Conference  on  Private  Health  Insur- 
ance, National  Conference  on  Group  Practice. 
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State  licensing  bodies  for  review  of  professionally  questionable  physi- 
cian activities.  Also  changed  the  confidentiality  regulations  to  permit 
information,  under  certain  conditions  and  subject  to  appropriate  safe- 
guards, to  be  disclosed  to  persons  concerned  with  the  interests  of  the 
beneficiary,  who  can  thereby  assist  the  program  in  the  verification  of 
overutilization  or  overcharging. 

(4)  Taken  a  number  of  actions  to  strengthen  the  administration  and 
management  of  all  aspects  of  the  Medicare  program  at  all  levels, 
including  the  following : 

(a)  Issued  additional  guidelines  to  carriers  (the  private  in- 
surance organizations  that  pay  medical  insurance  benefits)  de- 
signed to  obtain  a  greater  degree  of  uniformity  in  the  development 
of  customary  charges  of  individual  physicians  as  well  as  the  level 
of  prevailing  charges  in  various  localities  within  each  carrier's  as- 
signed geographical  area.  Reviews  of  carrier  performance  indicate 
there  are  wide  variations  among  the  carriers  in  the  methods  used 
to  establish  and  revise  customary  and  prevailing  charge  "screens." 
The  new  guidelines  instruct  carriers  uniformly  to  use  the  "mean 
plus  one  standard  deviation"  method  of  determining  prevailing 
charges — a  method  cited  in  the  Medicare  .regulations  as  acceptable. 
This  is  expected  to  result  in  a  maximum  payment  of  approxi- 
mately 83  percent  of  the  fee  range  of  all  physicians  for  a  given 
service  as  opposed  to  as  much  as  90  percent  or  more  of  the  fee 
range  for  a  given  service  adopted  by  some  carriers.  A  further 
tightening  of  the  "prevailing  charge"  concept  is  included  among 
the  legislative  recommendations  outlined  in  part  I  of  this  report. 

The  new  guidelines  are  also  designed  to  specify  a  uniform 
period  of  time  in  which  an  individual  fee  must  be  charged  before 
it  can  be  determined  to  be  established  as  a  customary  fee,  as  well  as 
specifying  a  minimum  period  between  the  time  that  a  fee  is  estab- 
lished as  a  prevailing  one  in  the  locality  and  the  time  when  an 
increase  in  that  fee  can  be  recognized. 

Physicians  have  been  urged  to  exercise  unusual  restraint  in 
setting  fees  for  the  coming  months  and  national  medical,  business, 
labor,  and  other  leaders  have  been  contacted  and  requested  to 
cooperate.  In  addition,  a  meeting  was  held  with  the  carriers  to 
emphasize  the  importance  of  the  role  they  are  expected  to  play 
in  helping  to  limit  the  liability  of  the  Medicare  program. 

(b)  Reminded  State  agencies  in  their  resurveys  of  participating 
health  care  institutions  to  intensify  surveillance  of  utilization  re- 
view committee  mechanisms  to  assure  effectiveness  of  professional 
review  of  admissions  and  necessity  of  services  as  well  as  length 
of  stay. 

(c)  Worked  with  carriers  to  incorporate  into  their  claims  proc- 
essing mechanisms  methods  of  identifying  significant  variations 
from  the  "norm,"  such  as,  for  example,  a  method  for  promptly 
identifying  individual  physicians  whose  total  billings  for  Medi- 
care patients  in  given  periods  significantly  exceed  what  would 
normally  be  expected  in  a  practice  of  the  type  involved.  Of  course, 
physicians  so  identified  will  not  necessarily  have  been  guilty  of 
improper  practices.  As  indicated  on  page  64  of  part  II  of  this  re- 
port, a  special  study  was  done  this  year  with  selected  carriers;  the 
investigation  is  continuing.  The  investigation  of  possibly  question- 
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able  situations  may  disclose  some  instances  in  which  prosecution 
for  fraud  is  in  order  and  others  in  which  the  physicians'  practices 
can  be  called  to  the  attention  of  local  medical  societies  under  the 
new  regulations,  mentioned  under  (3)  above,  permitting  disclosure 
of  information  for  this  purpose.  Moreover,  the  investigations 
should  help  to  serve  as  a  deterrent  to  abuse. 
The  recommendations  for  legislative  changes  outlined  in  part  I  of 
this  report  include  several  proposals  that  would  have  a  restraining 
effect  on  the  rate  at  which  medical  care  costs  are  increasing.  Also,  the 
Department  has  taken  a  number  of  other  actions,  going  beyond  the 
scope  of  Medicare,  to  improve  the  organization  and  delivery  of  health 
services  and  thus  to  secure  greater  efficiency  and  economy.  For  ex- 
ample, in  response  to  a  directive  of  the  President,  the  Department  has 
taken  several  major  steps  to  achieve  better  coordination  and  more 
efficiency  and  economy  in  its  operations.  First,  direct  line  authority 
over  the  Public  Health  Service  and  the  Food  and  Drug  Administration 
was  vested  in  the  Assistant  Secretary  for  Health  and  Scientific  Affairs. 
The  Assistant  Secretary's  responsibility  was  also  expanded  to  encom- 
pass overall  health  policy  direction  and  coordination  of  other  health 
and  health-related  programs,  including  Medicare,  medicaid,  and  the 
health  activities  of  the  Children's  Bureau. 

A  second  major  step  was  the  reorganization  of  the  Public  Health 
Service,  announced  on  April  1, 1968,  including  the  creation  of  two  new 
operating  agencies,  the  National  Institutes  of  Health,  and  the  Health 
Services  and  Mental  Health  Administration.  The  Heahh  Services  and 
Mental  Health  Administration  includes  the  primary  programs  in  the 
Public  Health  Service  relative  to  the  organization  and  delivery  of 
health  services.  These  changes  bring  into  a  single  agency  all  of  the 
Department's  programs  directed  to  the  organization  and  delivery  of 
health  services. 

The  Department  has  also  established  a  National  Center  for  Health 
Services  Research  which  will  lead  the  Federal  effort  to  improve  the 
quality  and  availability  of  health  services  and  find  ways  to  help  curb 
rising  costs.  The  Center  will  work  with  universities,  industry,  hospitals, 
practitioners,  and  research  institutions  to  seek  new  ways  to  improve  the 
delivery  of  health  care.  It  will  coordinate  existing  Department  re- 
search programs  and  explore  new  methods  of  development,  experi- 
mentation, and  demonstration.  The  ultimate  goal  of  the  Center  is  to  aid 
practitioners  and  institutions  involved  in  health  services  to  improve 
the  distribution  and  quality  of  services  and  to  make  the  best  possible 
use  of  manpower,  funds,  and  facilities. 

The  Department  has  also  participated  in  several  major  efforts, 
involving  the  States  and  a  large  portion  of  the  health  care  community, 
to  deal  with  the  problem  of  medical  care  costs  on  a  broader  front. 
Among  the  more  significant  of  these  efforts  are,  first,  the  regional  med- 
ical programs  which  will  make  more  readily  available  the  best  in 
modern  medical  science  to  people  suffering  from  or  threatened  by  heart 
disease,  cancer,  stroke,  and  related  diseases.  These  regional  medical 
programs — alliances  between  medical  schools,  hospitals,  and  local  doc- 
tors— have  been  established  in  55  regions  covering  the  entire  popula- 
tion. Recently,  in  keeping  with  the  Department's  efforts  at  controlling 
costs,  the  regional  medical  programs'  guidelines  have  been  revised  to 
place  greater  emphasis  on  projects  which  ameliorate  rising  costs. 
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A  second  major  effort  is  embodied  in  the  Partnership  for  Health  Act 
(Public  Law  89-749).  This  act  is  intended  to  strengthen  health  care 
facility  planning  at  all  levels — local,  State,  regional,  and  Federal — 
and  to  encourage  comprehensive,  rather  than  categorical,  public  health 
services.  The  first  task  of  the  State  planning  agencies  will  be  to  clear 
away  the  financial,  organizational,  and  jurisdictional  barriers  to  the 
effective  use  of  health  resources.  These  efforts  are  now  underway  in 
many  States.  The  legislative  recommendation  to  coordinate  Federal 
reimbursement  to  health  care  facilities  with  State  health  facility  plan- 
ning (see  p.  15  of  part  I)  could  do  much  to  strengthen  State  health 
planning. 

A  third  effort  is  represented  in  the  enactment  of  legislation  designed 
to  increase  the  output  of  health  manpower.  It  is  expected  that  this 
legislation  will  stimulate  the  establishment  of  13  new  medical  schools 
and  8  new  dental  schools  in  the  next  10  years,  increase  graduates  of 
the  allied  health  professions  at  the  baccalaureate  level,  and  provide  in- 
centives for  existing  schools  to  increase  their  output  of  medical,  dental, 
nursing,  and  other  students. 

A  fourth  effort  involves  actions  to  promote  the  use  of  alternatives  to 
inpatient  hospital  care.  To  this  end  the  Department  has:  (1)  con- 
tracted with  the  University  of  Vermont  College  of  Medicine  for  the 
development  and  implementation  of  a  plan  that  would  involve  under- 
graduate medical  students  in  the  use  of  all  available  health  resources  as 
part  of  the  continuum  of  medical  care  in  the  community;  (2)  con- 
tracted with  hospital  organizations  in  Tennessee  and  Louisiana  and 
with  the  Nebraska  State  Health  Department  for  the  purpose  of  stimu- 
lating collaborative  working  relationships  between  hospitals  and  all 
other  health  resources;  and  (3)  participated  in  efforts  to  upgrade  the 
effectiveness  of  State  surveillance  of  patient-care  programs. 

The  effort  to  control  medical  care  costs  is  one  of  the  most  important 
challenges  facing  the  Nation  today.  The  Department's  present  policies 
call  for  a  continued  search  for  new  ways  of  restraining  rising  medical 
care  costs  while  improving  the  quality  and  increasing  the  availability 
of  health  care  in  the  United  States.  These  policies  require  that  the 
Medicare  program,  and  all  other  existing  health-related  programs 
within  the  Department's  jurisdiction,  be  continuously  reexamined. 


PART  I.   RECOMMENDATIONS  FOR  IMPROVING  THE 
MEDICARE  PROGRAM 


(Pursuant  to  sec.  1875  (a)  of  the  Social  Security  Act) 

Although  the  Medicare  program  lias  been  in  operation  for  only  2y2 
years,  extensive  consideration  has  been  given  to  a  wide  spectrum  of 
possible  legislative  changes  which  would  improve  the  protection  which 
the  Medicare  program  provides.  While  several  of  these  suggested  legis- 
lative changes  were  considered  as  part  of  the  several  special  studies 
relating  to  Medicare  that  were  required  under  the  Social  Security 
Amendments  of  1967,  others  have  resulted  from  overall  responsibility 
of  the  Secretary  of  Health,  Education,  and  Welfare  for  continually 
studying  ways  in  which  all  parts  of  the  social  security  program  can  be 
improved.  Recommendations  with  respect  to  legislative  changes  in 
Medicare  benefits,  as  well  as  in  the  financing  or  administration  of  the 
program,  are  discussed  below.  The  first  section  deals  with  major 
changes  that  would  involve  substantial  costs  or  that  would  require 
fundamental  changes  in  the  present  structure  of  the  Medicare  program. 
The  second  section  discusses  additional  areas  in  which  relatively  minor 
changes  are  proposed  and  some  areas  for  further  study. 

A.  MAJOR  RECOMMENDATIONS 

1.  Extend  Medicare  protection  to  disabled  social  security  beneficiaries 
Under  the  present  Medicare  law,  only  aged  social  security  bene- 
ficiaries are  entitled  to  Medicare  benefits.  However,  it  has  been  gen- 
erally recognized  that  those  social  security  beneficiaries  who  are  get- 
ting monthly  cash  benefits  because  they  are  severely  disabled  have  a 
need  for  Medicare  protection.  The  severely  disabled,  like  the  aged, 
have  greatly  reduced  incomes  and  high  health  costs,  and  have  difficulty 
obtaining  adequate  private  health  insurance. 

In  1967,  the  90th  Congress  deferred  action  on  the  Johnson  adminis- 
tration's recommendation  that  Medicare  protection  be  extended  to  dis- 
abled social  security  beneficiaries,  largely  because  information  that 
became  available  during  the  course  of  congressional  consideration 
showed  that  the  cost  of  providing  this  coverage  would  be  higher  than 
anticipated;  the  Social  Security  Amendments  of  1967  provided  for 
an  advisory  council  to  study  the  unmet  need  of  the  disabled  for  cov- 
erage under  Medicare  and  the  methods  of  financing  such  protection  for 
these  individuals,  and  to  report  its  findings  and  recommendations  to 
the  Congress.  The  report  of  this  council  has  recently  been  transmitted 
to  the  Congress. 

The  council  found  that  the  severely  disabled  have  a  need  for  health 
insurance  protection  under  Medicare  and  recommended  that  this  pro- 
tection be  provided  for  the  disabled  on  the  following  basis : 

(a)  The  existing  hospital  and  medical  insurance  programs 
under  title  XVIII  of  the  Social  Security  Act  (Medicare)  should 

(11) 
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be  extended  to  those  receiving  social  security  monthly  benefits  on 
the  basis  of  their  disabilities. 

(b)  Hospital  and  medical  insurance  benefits  for  the  present 
disabled,  as  well  as  for  those  who  become  disabled  in  the  future, 
should  be  financed  by  contributions  from  employees,  employers, 
and  the  self-employed,  with  a  contribution  from  Federal  general 
revenues  equal  to  one-half  the  cost  of  the  program. 

(c)  Instead  of  the  6-month  waiting  period  required  in  present 
law  for  receipt  of  social  security  disability  benefits,  a  3-month 
waiting  period  should  be  required  for  hospital  and  medical  insur- 
ance benefits.  The  requirement  in  the  cash  benefit  program  that  a 
disability  must  have  lasted  or  be  expected  to  last  at  least  12 
months  or  to  end  in  death  should  not  apply  in  the  case  of  Medicare 
benefits. 

(d)  Older  disabled  workers  should  qualify  for  Medicare  pro- 
tection on  the  basis  of  less  severe  disability  than  is  required  under 
present  law  for  eligibility  for  cash  benefits.  Insured  workers  aged 
55  and  over  should  be  eligible  for  Medicare  if  they  are  so  disabled 
that  they  can  no  longer  engage  in  substantial  gainful  activity  in 
their  regular  work  or  in  any  other  work  in  which  they  have 
engaged  with  some  regularity  in  the  recent  past. 

The  Secretary  has  recommended  that  Medicare  be  extended  to  all 
disability  cash  beneficiaries  under  social  security. — This  would  include 
disabled  workers,  adults  disabled  since  childhood,  and  disabled  widows 
and  widowers,  and  would  provide  Medicare  protection  for  1.7  milion 
persons  receiving  cash  social  security  disability  benefits  on  the  basis  of 
the  present  disability  insurance  program.  The  Secretary  has  also  rec- 
ommended that  eligibility  for  disability  cash  benefits  under  social 
security  be  provided,  for  some  0.3  million  people  who  would  meet  a 
3-month  waiting  period,  without  any  prognosis  requirement;  there- 
fore, if  these  recommendations  are  enacted,  both  Medicare  and  cash 
benefits  would  be  payable  on  the  basis  of  a  3-month  waiting  period  and 
without  any  prognosis  requirement. 

While  there  is  a  problem  with  respect  to  those  older  workers  who  are 
unable  to  carry  on  their  regular  work  because  of  disabilities,  first  pri- 
ority should  be  given  to  providing  health  insurance  protection  for  the 
severely  disabled,  and  no  recommendation  with  respect  to  the  occupa- 
tionally  disabled  is  being  made  at  this  time. 

Also,  there  are  significant  gaps  in  the  health  care  protection  of 
people  under  age  65  who  are  not  social  security  disability  benefi- 
ciaries— people  who  have  little  or  no  income,  people  who  have  no  reg- 
ular connection  with  the  work  force  and  have  serious  problems  in 
obtaining  private  health  insurance  that  is  adequate  and  that  thev  can 
afford,  and  people  who  have  disabling  conditions  that  make  it  difficult, 
or  even  impossible,  for  them  to  obtain  work  income.  By  providing  cov- 
erage for  the  worst  health  risks — those  age  65  and  over — the  Medicare 
program  has  offered  private  health  insurance  the  opportunity  to  make 
broadened  protection  available  to  those  persons  under  age  65.  Private 
health  insurance  itself  recognizes  that  it  has  an  opportunity  and  a 
responsibility  to  reach  all  those  not  covered  under  public  programs 
and  who  are  still  uninsured  or  underinsured  against  the  costs  of  health 
care  and  provide  them  with  adequate  protection  at  a  reasonable  cost. 
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The  extent  to  which  private  insurance  meets  this  responsibility  will 
determine  whether  the  Federal  Government  will  need  to  play  a  larger 
role  in  providing  such  protection. 

The  Secretary  has  also  recommended  health  insurance  protection  he 
extended  to  the  disabled  on  a  contributory  social  insurance  basis. — 
This  method  of  financing  would  be  in  keeping  with  the  recommenda- 
tion that  the  financing  and  eligibility  provisions  of  the  medical  insur- 
ance program  be  combined  with  those  of  the  hospital  insurance  pro- 
gram (recommendation  3,  below).  Equally  important,  this  method  of 
financing  Medicare  for  the  disabled  would  resolve  the  serious  questions 
of  financing  and  equity  that  arose,  during  congressional  consideration 
of  social  security  legislation  in  1967,  in  connection  with  financing  med- 
ical insurance  for  the  disabled  under  the  provisions  of  present  law. 

Since  the  medical  insurance  costs  of  the  disabled  are  substantially 
greater  than  are  those  of  the  aged,  the  medical  insurance  premium 
would  have  had  to  have  been  very  high  if  the  disabled  were  to  pay  half 
the  cost  of  their  own  protection  as  do  the  aged  under  the  existing  pro- 
gram. The  alternative  of  requiring  the  aged  to  pay  part  of  the  higher 
cost  of  insuring  the  disabled  was  not  considered  an  equitable  one.  The 
social  insurance  financing  approach  provides  a  reasonable,  equitable, 
and  acceptable  method  of  distributing  this  cost. 

2.  Cover  certain  maintenance  drugs  under  Medicare 

The  Social  Security  Amendments  of  1967  required  the  Secretary  of 
Health,  Education,  and  Welfare  to  study  the  possible  coverage  of 
drugs  under  the  voluntary  medical  insurance  part  of  the  Medicare 
program.  The  Department's  report  on  this  question  has  recently  been 
transmitted  to  the  Congress.  In  summary,  the  Department  has  found 
that  the  elderly  have  a  need  for  improved  protection  against  the  high 
cost  of  prescription  drugs  and  that  providing  a  drug  benefit  under 
Medicare  would  be  an  appropriate  method  of  relieving  the  aged  of  part 
of  the  burden  of  high  drug  costs.  It  has  also  found  that  because  of  the 
numerous  and  complex  problems  involved  in  providing  a  drug  bene- 
fit, which  involves  a  claims  volume  many  times  that  of  the  j:>resent 
Medicare  program,  it  would  not  be  desirable,  at  least  in  the  first  years 
in  which  the  new  benefit  would  be  available,  to  try  to  provide  total 
protection  against  the  prescription  drug  costs  incurred  by  the  elderly. 
Finally,  it  was  found  that  while  it  would  be  feasible  to  provide  a  drug 
benefit  under  either  the  hospital  insurance  or  supplementary  medical 
insurance  parts  of  the  Medicare  program,  there  are  significant  advan- 
tages, in  terms  of  program  financing  and  beneficiary  eligibility,  in 
providing  this  coverage  under  the  hospital  insurance  program. 

The  Secretary  has  recommended  that  coverage  of  part  of  the  costs 
of  prescription  drugs  incurred  by  the  aged  be  covered  under  part  A  of 
the  Medicare  program.  Specifically,  Medicare  coverage  should  be  ex- 
tended to  those  drugs  that  are  important  for  the  treatment  of  diabetes 
and  those  chronic  cardiovascular \  respiratory \  and  kidney  diseases  that 
commonly  afflict  the  aged. — This  approach  to  drug  coverage  under 
Medicare  would  have  the  advantage  of  keeping  within  manageable 
limits  the  administrative  problems  that  would  be  associated  with  the 
new  benefit,  and  would  concentrate  the  protection  where  it  is  needed 
most. 
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S.  Finance  both  hospital  insurance  and  supplementary  medical  insur- 
ance through  the  contributory  social  insurance  mechanism 

Under  present  law,  the  two  parts  of  the  Medicare  program  are 
financed  differently  and  have  different  eligibility  requirements.  The 
hospital  insurance  part  of  the  program  is  financed  through  payroll 
contributions;  virtually  all  of  the  present  aged  are  entitled  to  hospital 
insurance  benefits.  Entitlement  to  hospital  insurance  is  based  on  entitle- 
ment to  monthly  cash  benefits  under  social  security  or  the  railroad 
retirement  program.  The  supplementary  medical  insurance  program, 
in  contrast,  is  financed  through  monthly  premiums  paid  by  those  per- 
sons electing  to  enroll  in  the  program,  and  by  matching  amounts  paid 
out  of  the  general  revenues. 

About  95  percent  of  the  aged  are  enrolled  in  the  medical  insurance 
program  at  the  present  time ;  it  is  clear,  therefore,  that  the  aged  believe 
that  they  need  the  protection  the  program  offers.  However,  despite  the 
widespread  acceptance  of  the  program  by  the  aged,  it  has  become 
apparent  that  the  medical  insurance  plan  has  several  disadvantages,  as 
compared  to  the  hospital  insurance  program,  in  terms  of  beneficiary 
eligibility  and  the  financing  of  benefits.  It  is  recommended,  therefore, 
that  the  financing  and  entitlement  provisions  of  the  medical  insurance 
part  of  the  Medicare  program  be  combined  with  those  of  the  hospital 
insurance  program,  so  that  the  entire  program  would  be  financed  pri- 
marily through  the  payroll  contribution  mechanism,  and  so  that  indi- 
viduals insured  under  social  security  and  their  dependents  would  auto- 
matically become  entitled  to  medical  insurance  benefits  when  they 
become  age  65  and  qualify  for  social  security  benefits.  As  is  the  case 
with  the  present  medical  insurance  plan,  part  of  the  cost  of  the  com- 
bined program  should  be  met  through  general  revenues  contributions. 
The  recommended  change  would  involve  only  the  areas  of  financing 
and  eligibility ;  the  distinctions  between  the  types  of  benefits  and  the 
methods  of  administration  and  reimbursement  under  the  two  plans 
would  be  retained,  including  the  use  of  carriers  and  intermediaries. 

The  major  advantage  of  combining  the  financing  and  eligibility  pro- 
visions of  the  medical  insurance  and  hospital  insurance  parts  of  Medi- 
care would  be  that  beneficiaries  would  .be  relieved  of  having  to  pay 
monthly  premiums  on  a  current  basis,  at  a  time  when  they  are  likely 
to  have  extremelv  limited  income  and  assets.  While  the  current  monthly 
premium  rate  of  $4  which  each  medical  insurance  beneficiary  must  pay 
is  a  relatively  modest  amount,  considering  the  scope  of  the  benefits 
provided,  there  is  every  reason  to  believe  that  many  beneficiaries  find 
it  difficult  to  meet  this  amount.  About  5.8  million  of  the  aged  social 
security  beneficiaries  have  incomes  below  the  poA~erty  line  and  about 
3  million  more  are  in  the  near-poor  group.  And  about  15  million  aged 
have  incomes  so  low  they  do  not  pay  an  income  tax.  Individuals  with 
such  limited  incomes  would  benefit  substantially  if  the  medical  insur- 
ance program  were  financed  during  their  working  lifetimes  rather  than 
when  they  have  readied  retirement  age. 

Financing  medical  insurance  protection  through  the  payroll  contri- 
bution mechanism  has  additional  advantages  in  light  of  the  probability 
that  medical  care  prices  will  continue  to  increase.  Under  the  present 
financing  of  the  medical  insurance  program,  increases  in  health  costs 
or  substantial  increases  in  utilization  must  be  paid  for,  through  in- 
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creases  in  the  monthly  premiums,  on  a  year-to-year  basis  as  the  cost 
increases  occur.  If  the  medical  insurance  plan  were  financed  through 
payroll  contributions,  increases  in  health  costs  and  the  utilization  of 
covered  services  could  be  taken  into  account  in  establishing  the  contri- 
bution rates  and  thus  averaged  and  paid  for  over  a  substantial  period 
of  time.  Also,  with  contributions  based  on  earnings,  increases  in  the 
general  earnings  levels  that  can  be  expected  to  occur  in  the  future 
would  automatically  provide  additional  income  to  the  system  to  help 
meet  increases  in  health  costs. 

Another  advantage  of  combining  the  financing  and  eligibility  pro- 
visions of  the  hospital  and  medical  insurance  parts  of  Medicare  is  that 
administration  of  the  program  would  be  greatly  simplified.  At  present, 
the  process  of  enrolling  eligible  beneficiaries  in  the  medical  insurance 
program,  and  collecting  the  monthly  premiums,  involves  substantial 
workloads.  Additional  workloads  result  from  the  fact  that  the  various 
restrictions  on  enrollment,  disenrollment,  and  reenrollment  that  are 
necessary  in  order  to  guard  against  a  high  degree  of  adverse  selection 
in  a  voluntary  insurance  program  result  in  considerable  confusion  on 
the  part  of  beneficiaries.  Further  complications  result  from  the  coor- 
dination of  the  Medicare  program  with  the  Federal-State  assistance 
program,  in  cases  where  the  assistance  program  purchases  medical 
insurance;  this  coordination  generates  significant  workloads  for  the 
assistance  programs,  which  must  keep  track  of  premiums  and  the  eli- 
gibility of  their  beneficiaries. 

The  Secretary  has  recommended  that  both  the  hospital  and  the 
medical  insurance  farts  of  Medicare  should  be  financed  on  the  basis  of 
payroll  contributions,  with  a  matching  contribution  from  general 
revenues,  and  that  entitlement  to  medical  insurance,  like  entitlement 
to  hospital  insurance,  should  be  based  on  entitlement  to  social  security 
cash  benefits. 

If.  Coordinate  Federal  reimbursement  to  health  care  facilities  with 
State  health  facility  planning 

As  mentioned  earlier  in  this  report,  duplication  of  facilities  and 
excess  equipment  are  considered  to  be  responsible  for  part  of  the  high 
cost  of  hospital  care.  In  an  effort  to  alleviate  problems  deriving  from 
such  duplication  and  excess  equipment,  Federal  legislation  (Public 
Law  89-749 — the  Partnership  for  Health  Act)  was  enacted  by  the 
Congress,  providing  additional  support  for  planning  in  the  States 
through  grants  to  the  States  for  comprehensive  health  planning  and 
through  project  grants  to  other  public  and  nonprofit  private  agencies. 
In  addition,  the  National  Blue  Cross  Association  has  recently  urged 
its  75  health  plan  agencies  to  adopt  a  program  that  would,  among  other 
things,  withhold  reimbursement  from  hospitals  that  refused  to  coop- 
erate with  regional  health  planning  agencies.  Also,  both  the  American 
Hospital  Association  and  the  American  Medical  Association  have 
advocated  better  health  planning. 

Under  the  present  provisions  of  title  XVIII,  depreciation  on  build- 
ings and  equipment  is  an  allowable  cost  under  the  principles  of  reim- 
bursement for  provider  costs.  Funding  of  depreciation  is  not  required 
although  an  incentive  for  funding  is  provided  by  not  treating  invest- 
ment income  on  funded  depreciation  as  a  reduction  on  allowable  inter- 
est expense.  If  funding  were  required,  it  would  provide  some  assurance 
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of  the  availability  of  funds  for  future  expansions  and  acquisitions  of 
equipment.  Also,  there  is  no  specific  restriction  on  payment  of  depre- 
ciation related  to  whether  the  depreciable  items  were  constructed  or 
purchased  in  conformance  to  any  type  of  planning  requirements.  Simi- 
larly, there  are  no  specific  restrictions  under  titles  V  and  XIX  of  the 
Social  Security  Act  with  respect  to  funding  depreciation  or  conform- 
ing to  planning  requirements.  Therefore,  although  Federal  legislation 
has  resulted  in  substantial  expansion  in  State  planning  activity,  and 
further  expansion  can  be  expected,  Federal  health  programs  as  pres- 
ently constituted  could  undercut  State  health  planning  measures. 

It  is  recommended  that  titles  XVIII,  XIX,  and  V  of  the  Social 
Security  Act  he  amended  to  provide  that  if  a  medical  facility  fails  to 
secure  approval  of  a  State  health  planning  agency  for  a  substantial 
capital  expenditure,  the  Secretary  would  be  authorized,  to  withhold 
depreciation  amounts  attributable  to  such  substantial  capital  expendi- 
ture an  d  payable  under  titles  XV III,  XIX,  or  V.  It  is  f  urther  recom- 
mended that  the  Secretary  be  authorized  to  withhold  depreciation  pay- 
ments if  a  medical  facility  fails  to  set  aside  payments  for  depreciation 
made  under  such  programs  in  separate  funds  to  be  used  for  capital 
purposes. 

Not  only  would  such  legislation  help  to  reduce  health  costs  caused  by 
the  duplication  of  facilities  and  equipment,  it  would,  by  encouraging 
planning  activities,  assist  in  providing  a  comprehensive  system  of 
health  care  delivery  by  fostering  the  establishment  and  expansion  of 
economic  alternatives  to  hospital  care. 

B.  OTHER  RECOMMENDATIONS  AND  STUDIES 

At  the  same  time  that  we  must  work  to  strengthen  the  basic  structure 
of  the  Medicare  program  and  fill  the  most  significant  gaps  in  the  pro- 
tection the  program  provides,  we  must  also  look  to  other  less  far- 
reaching  means  of  improving  the  benefits  provided  and  the  overall 
operation  of  the  program.  The  following  proposals  would  make  such 
improvements  either  without  involving  any  substantial  increase  in 
program  costs  or  with  an  actual  saving  to  the  program. 

Implementation  of  incentive  reimbursement  mechanisms. — Under 
the  Social  Security  Amendments  of  1967,  the  Secretary  is  authorized 
to  experiment  with  various  methods  of  reimbursement  to  institutions 
and  payment  to  physicians  providing  services  covered  under  Medicare, 
medicaid,  and  the  maternal  and  child  health  programs  with  a  view  to 
creation  of  additional  incentives  to  efficiency  and  economy  while  sup- 
porting high  quality  services.  (See  p.  44  of  part  II  of  this  report.) 
The  experimentation  provisions,  authorized  under  these  Federal  health 
programs,  would  be  strengthened  by  permitting  prompt  application 
of  effective  incentive  reimbursement  mechanisms  on  a  regular  basis 
in  such  cases,  in  such  geographical  areas,  and  for  such  services  as  may 
be  appropriate.  Presently,  any  incentive  procedure  proved  effective 
requires  additional  legislation  prior  to  implementation.  Conceivably, 
significant  savings  could  be  lost  pending  congressional  action.  An 
administration  bill,  H.R,  16616,  introduced  in  1968,  included  a  pro- 
vision that  would  authorize  the  Secretary  to  employ  new  methods  of 
payment  based  upon  those  experiments  authorized  by  the  1967  social 
security  amendments.  However,  no  action  was  taken  by  the  Congress. 
Enactment  of  such  legislation  is  again  recommended. 
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Preventive  care. — It  is  generally  recognized  throughout  the  health 
care  field  that  certain  types  of  preventive  care  services  such  as  periodic 
physical  examinations  have  significant  value  in  promoting  good  health 
among  the  aged.  As  originally  enacted,  the  Medicare  program  was 
designed  to  deal  primarily  with  the  problem  of  meeting  the  high  health 
costs  associated  with  acute  illness  and  did  not  cover  preventive  care 
services  generally.  The  Department  has  recently  completed  a  careful 
review  of  these  provisions  and  the  possible  coverage  of  preventive  care 
services  under  Medicare,  as  requested  by  the  Senate  Finance  Commit- 
tee in  its  report  on  the  1967  social  security  amendments.  It  was  found 
that  a  broad  proposal  for  covering  preventive  care  would  be  unrealistic 
in  terms  of  present  availability  of  such  services.  The  Secretary  has 
recommended,  however,  that  the  legislative  intent  of  the  present  Medi- 
care law  be  clarified  to  specify  that  when  an  aged  patient  presents 
himself  with  a  complaint  to  his  physician,  the  physician  will  have  the 
assurance  that  any  tests  or  examinations  that  are  necessary  will  qualify 
as  "covered  services"  for  which  reimbursement  can  be  made  under 
Medicare.  The  Secretary  has  also  recommended  that  Federal  funds  be 
appropriated  to  support  a  national,  cooperative,  voluntary  educational 
effort  to  encourage  better  health  practices  among  the  aged  and  to 
stimulate  their  utilization  of  preventive  services. 

Additional  health  practitioners. —  Since  the  program  began  there 
has  been  interest  in  covering  the  services  of  independent  health  prac- 
titioners who  are  not  physicians.  Generally,  these  types  of  services 
are  now  covered  by  Medicare  only  when  they  are  part  of  the  services 
provided  by  hospitals,  extended  care  facilities,  and  home  health  agen- 
cies, or  when  provided  as  an  incidental  part  of  physicians'  services. 
The  Department  recently  completed  its  study,  requested  by  the  Con- 
gress under  the  1967  social  security  amendments,  of  the  feasibility  of 
covering  under  the  medical  insurance  part  of  the  Medicare  program 
additional  types  of  services  such  practitioners  perform.  The  study 
findings  demonstrate  the  need  of  making  Medicare  coverage  of  cer- 
tain types  of  practitioner  services  more  readily  available  on  an  out- 
patient basis.  The  services  of  many  nonphysician  health  practitioners 
are  now  covered  when  provided  to  inpatients,  but  when  they  are  dis- 
charged the  beneficiaries  find  that  coverage  of  the  services  to  out- 
patients is  limited.  The  Secretary  has  recommended  that  coverage  be 
extended,  under  certain  limited  conditions,  to  include  services  of  oc- 
cupational therapists,  clinical  psychologists,  social  workers  and  speech 
pathologists  that  are  not  now  covered  under  the  Medicare  program. 
The  recommended  method  of  coverage  of  the  services — that  is,  by  cov- 
ering specified  services  where  provided  by  or  through  institutional  pro- 
viders of  services,  rather  than  covering  the  services  of  self-employed 
nonphysician  practitioners  as  such — would  help  to  extend  the  avail- 
ability of  these  services  to  beneficiaries  on  an  outpatient  basis,  without 
involving  a  serious  risk  of  loss  of  control  over  the  quality  and  coordina- 
tion of  these  services  and  without  unduly  increasing  program  costs.  The 
proposed  method  of  coverage  was  patterned  after  the  provision  in  the 
Social  Security  Amendments  of  1967  which  covered  additional  out- 
patient physical  therapy  services. 

Determination  of  reasonable  charges  for  services. — Present  Medi- 
care law  provides  that  payment  for  medical  and  other  health  services 
furnished  by  physicians  or  other  persons  is  to  be  made  on  the  basis  of 
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"reasonable  charges."  In  determining  "reasonable  charges"  carriers 
(health  insurance  organizations  selected  to  make  payments  under  the 
medical  insurance  plan)  must  take  into  consideration  the  customary 
charges  for  similar  services  generally  made  by  the  physician  or  other 
person  furnishing  such  services  and  the  prevailing  charges  in  the 
locality  for  similar  services.  Also,  carriers  are  to  assure  that  such 
charges  are  not  higher  than  the  charges  applicable  for  comparable 
services  under  comparable  circumstances  to  their  own  policyholders 
and  subscribers.  Guidelines  for  establishing  customary  and  prevailing 
charge  levels  are  provided  to  carriers  in  the  form  of  regulations. 

A  major  consideration  in  not  using  the  fixed-fee  approach  in  Medi- 
care was  that  in  past  experiences  under  welfare  programs  whenever 
fee  schedules  were  used  the  limits  were  set  at  too  restrictive  a  level  so 
that  often  the  better  qualified  physicians  refused  to  participate  in  the 
program,  and  thus  their  services  were  not  available  to  many  welfare 
recipients.  Basing  the  medical  insurance  payment  on  reasonable 
charges,  therefore,  would  appear  to  provide  the  best  assurance  of 
participation  of  virtually  all  physicians. 

As  mentioned  previously,  additional  guidelines  designed  to  obtain 
a  greater  degree  of  uniformity  in  the  development  of  customary 
charges  of  individual  physicians  as  well  as  the  level  of  prevailing 
charges  were  recently  issued  to  carriers.  The  new  guidelines  instruct 
carriers  to  use  the  "mean  plus  one  standard  deviation"  method  of  de- 
termining prevailing  charges.  The  use  of  this  method  is  expected  to 
result  in  a  maximum  payment  of  approximately  83  percent  of  the 
fee  range  of  all  physicians  for  a  given  service  as  opposed  to  as  much 
as  90  percent  or  more  of  the  fee  range  for  a  given  service  adopted  by 
some  carriers.  The  new  guidelines  are  also  designed  to  specify  a  uni- 
form period  of  time  in  which  an  individual  fee  must  be  charged  before 
it  can  be  determined  to  be  established  as  a  customary  fee,  as  well  as 
specifying  a  minimum  period  between  the  time  that  a  fee  is  established 
as  a  prevailing  one  in  the  locality  and  the  time  when  an  increase  in  that 
fee  can  be  recognized.  Thus  the  implementation  of  these  guidelines  is 
also  expected  to  result  in  a  slowdown  in  the  rate  at  which  carriers 
introduce  fee  increases  into  their  customary  charge  schedules. 

Since  the  guidelines  relating  to  the  establishment  of  prevailing 
charges  now  appear  to  be  of  greater  significance  than  was  the  case  at 
the  program's  inception  and  since  there  is  an  obvious  need  to  exercise 
control  over  program  expenditures,  it  would  seem  that  guidance  with 
respect  to  prevailing  charges  should  be  provided  in  the  law.  It  is  recom- 
mended, therefore,  that  the  Medicare  law  be  amended  to  specify  that 
the  prevailing  charge  is  to  be  established  at  a  level  that  will  include 
75  percent  of  the  fee  range  in  a  locality  for  a  given  service. 

Such  legislation  would  provide  greater  uniformity  in  the  determina- 
tion of  reasonable  charges  and  would  also  help  to  control  the  rising 
costs  of  medical  care.  It  would  not  raise  the  problems  associated  with 
fixed  fees  nor  endanger  the  availability  or  quality  of  services  available 
to  Medicare  beneficiaries. 

Areas  for  further  study 

The  Department  is  continually  engaged  in  studies  of  the  overall  ade- 
quacy of  the  social  security  program,  including  Medicare.  In  addition, 
all  aspects  of  the  Medicare  program  are  reviewed  by  two  statutory 
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advisory  councils.  The  Advisory  Council  on  Social  Security,  which 
will  be  appointed  in  1969,  is  required  to  study  all  aspects  of  the  social 
security  program  including  the  financing  and  the  adequacy  of  benefits 
under  Part  A  and  Part  B  of  Medicare.  The  Health  Insurance  Benefits 
Advisory  Council,  which  is  an  ongoing  group,  is  authorized  to  advise 
the  Secretary  on  all  matters  of  general  policy  relat  ing  to  Medicare  and 
to  recommend  needed  changes  in  the  program.  This  Council  is  required 
to  report  to  the  Congress  annually,  and  its  report  is  expected  to  be 
released  earlv  in  the  spring  of  1969. 

It  is  likely  that  the  cost-sharing  provisions  of  the  program  will  re- 
ceive extensive  consideration.  (Under  the  present  Medicare  law,  both 
the  hospital  insurance  and  medical  insurance  plans  include  deductible 
and  coinsurance  amounts  for  which  the  beneficiary  is  responsible,  the 
most  important  of  which  are  a  variable  deductible — $44  beginning 
January  1969 — with  respect  to  inpatient  hospital  services,  a  $50  annual 
deductible  with  respect  to  medical  insurance  services,  and  a  20-percent 
coinsurance  amount  under  the  medical  insurance  plan.)  These  various 
provisions  have  been  the  subject  of  periodic  criticism  from  bene- 
ficiaries, physicians,  intermediaries  and  carriers  helping  to  administer 
the  program,  and  providers  of  services,  although  such  criticism  has 
diminished  somewhat  in  intensity  as  those  concerned  have  gained  a 
better  understanding  of  how  the  provisions  operate.  While  it  is  recog- 
nized that  the  cost-sharing  provisions  do  cause  recordkeeping  prob- 
lems for  beneficiaries  and  providers  of  services,  as  well  as  other  ad- 
ministrative difficulties,  and  can  result  in  a  financial  hardship  for  some 
beneficiaries,  it  is  also  recognized  that  under  existing  conditions  such 
provisions  play  an  important  role  in  keeping  program  expenditures 
within  acceptable  limits.  As  additional  experience  develops,  the  cost- 
sharing  provisions  will  be  carefully  reviewed. 

Another  program  area  in  which  there  has  been  considerable  interest 
relates  to  the  coverage  of  patients  with  mental  illness  under  the  Medi- 
care and  medicaid  programs.  The  Senate  Finance  Committee  in  its 
report  on  the  1967  Social  Security  Amendments  asked  that  there  be  a 
study  of  the  experience  with  these  benefits  under  the  provisions  of  the 
1965  admendments,  and  an  evaluation  of  the  problems  involved  in  ex- 
panding or  extending  those  provisions.  The  Department  has  completed 
an  interim  report  which  discusses  the  results  of  the  study  thus  far,  and 
points  up  the  need  for  further  analysis  before  submitting  final 
recommendations. 
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COMPARATIVE  HIGHLIGHTS 


Fiscal  1968  Fiscal  1967 


Number  of  beneficiaries  (as  of  June  30): 

Hospital  insurance  (Part  A)     19,697,000  19,358,000 

Medical  insurance  (Part  B)      18,798,000  17,869,000 

Providers  of  services  (as  of  June  30): 

Hospitals     6,865  6,857 

Extended  care  facilities   _    4,702  4,160 

Home  health  agencies     2,093  1,849 

Independent  laboratories     2,  566  2,136 

Benefits  paid : 

Hospital  insurance  (Part  A)   $3, 736,  000, 000     $2,  508,  000, 000 

Medical  insurance  (Part  B)                                                                $1,390,000,000  $664,000,000 

Use  of  benefits: 

Inpatient  hospital  admissions   _   5,655,000  4,967,000 

Extended  care  facility  admissions  (fiscal  year  1967, 6  months)    448,  000  199,  000 

Home  health  plans  started   258,000  228,000 

Bills  paid,  outpatient  hospital  services    3,010,000  1,414,000 

Bills  paid,  physicians' and  other  medical  services...   30,809,000  13,681,000 

Administrative  expenses: 

Hospital  insurance  (Part  A)     $79,000,000  $89,000,000 

Medical  insurance  (Part  B)   $143,000,000  $134,000,000 
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Introduction 

This  annual  report  documents  the  performance  of  Medicare  in  its 
second  year — from  July  1,  1967,  through  June  30,  1968.  It  is  a  sub- 
stantial performance  in  terms  of  total  benefits  paid,  the  achievement 
of  almost  universal  coverage  of  those  65  and  over,  the  reduction  of 
both  claims  processing  time  and  the  unit  cost  per  claim  processed,  the 
establishment  of  more  effective  review  mechanisms  to  monitor  the 
quality  of  care  furnished  by  providers  and  to  identify  improper  or 
excessive  utilization  of  services,  and  in  terms  of  the  many  other  ad- 
ministrative refinements  and  operating  improvements  which  are  de- 
scribed in  this  report  . 

It  is,  of  course,  more  than  a  record  of  performance  by  the  Federal 
Government,  by  intermediaries  and  carriers,  and  by  State  agencies, 
each  seeking  to  carry  out  the  full  measure  of  its  administrative  respon- 
sibilities. It  is,  more  importantly,  a  record  of  cooperative  venture — and 
cooperative  achievement — between  the  Medicare  program  and  the  vast 
health  care  system  of  this  Nation.  The  accomplishments  of  medicare 
are  also,  in  large  measure,  the  accomplishments  of  the  health  com- 
munity. That  Medicare,  in  its  second  year,  has  paid  over  $5  billion  in 
benefits  is  another  way  of  saying  that  the  health  community  has  fur- 
nished well  over  $5  billion  in  services  to  the  elderly.  That  Medicare  is 
processing  tens  of  millions  of  claims  with  increasing  speed  and  ac- 
curacy is  also  to  say  that  thousands  of  health  facilities  and  hundreds 
of  thousands  of  physicians  and  suppliers  are  more  promptly  and 
accurately  furnishing  the  patient  care  information  required  by  the 
program.  To  give  credit  to  the  improvements  in  Medicare's  policies  land 
procedures  is  also  a  measure  of  the  debt  that  Medicare  owes  to  the 
health  community  for  its  continuing  counsel  and  cooperation. 

But,  there  is  another  dimension  of  Medicare  which  no  record  of 
administrative  performance  can  adequately  convey — a  dimension 
which,  in  fact,  a  record  of  administrative  performance  can  sometimes 
obscure.  That  dimension  lies  in  the  realm  of  mind  and  heart,  which  is 
itself  immeasurable,  and,  yet,  is  the  only  true  measure  of  everything 
else.  There  is  a  part  of  every  annual  report  on  Medicare  that  should 
be  written  by  the  nearly  20  million  elderly  whom  Medicare  exists  to 
serve.  These  millions  of  voices  would  add  perspective  to  a  report  which, 
in  its  emphasis  on  Medicare's  operations,  may  give  inadequate  attention 
to  Medicare's  effects. 

That  important  part  of  the  annual  report  would  record  that  Medi- 
care has  restored  more  dignity  to  the  elderly  than  the  rest  of  this 
Nation  ever  knew  they  had  lost — that  it  has  erased  more  fear  among 
them  than  the  rest  of  this  Nation  ever  suspected  they  had  felt — that 
it  has  brought  more  health  services  within  their  reach  than  the  rest 
of  this  Nation  ever  recognized  they  were  doing  without.  That  more 
eloquent  part  of  the  annual  report  would  remind  any  who  might  other- 
wise forget,  that  the  purpose  of  Medicare  is  people,  and  that  the  pride 
of  Medicare  is  in  what  it  adds  to  the  quality  of  their  lives. 

How  well  Medicare  continues  to  serve  that  purpose — and  deserve 
that  pride — will  always  be  the  truest  test  of  its  administrative 
performance. 


Chapter  I.  Program  Operations 


BENEFICIARIES 


By  July  1,  1968,  19.7  million  persons 1  were  entitled  to  hospital  in- 
surance— nearly  all  of  the  Nation's  population  age  65  and  over.  The 
number  of  persons  entitled  to  hospital  insurance  at  the  end  of  Medi- 
care's second  fiscal  year  was  over  300,000  higher  than  the  total  in 
July  1967,  reflecting  the  growing  number  of  persons  over  65  in  the 
total  population. 

NUMBER  OF  BENEFICIARIES 
(July  1,  1968) 


\  ]  HOSPITAL  INSURANCE 
J^]  MEDICAL  INSURANCE 


17,869,000 


There  were  18.8  million  persons  enrolled  in  the  voluntary  medical 
insurance  program  on  July  1,  1968 — representing  over  95  percent  of 
the  aged  population  entitled  to  hospital  insurance.  This  is  a  substan- 
tial increase  over  the  17.9  million  persons  enrolled  for  medical  insur- 
ance at  the  end  of  the  preceding  fiscal  year.  A  major  part  of  the  net 
gain  was  accounted  for  by  the  approximately  700,000  persons  who 
were  added  to  the  medical  insurance  rolls  in  the  first,  open  enrollment 
period  from  October  1, 1967  through  March  31, 1968.2 

HEALTH  CARE  RESOURCES 

In  fiscal  year  1968,  there  were  significant  increases  in  the  number 
of  health  care  resources  participating  in  the  program  or  approved  for 
Medicare  reimbursement.  New  categories  of  health  care  resources  were 

1  Excluded  from  coverage  are  certain  Federal  employees  covered  under  the  Federal 
Employees  Health  Benefits  Act,  aliens  admitted  for  permanent  residence  but  not  residing 
in  the  United  States  for  5  consecutive  years  preceding  their  application  for  hospital 
insurance  entitlement  and  persons  convicted  of  crimes  against  the  United  States.  Included 
in  the  total  are  146,000  beneficiaries  residing  in  foreign  countries  and  159,000  persons 
living  in  Puerto  Rico  and  United  States  territories  and  possessions. 

2  Under  the  original  law,  general  enrollment  periods  for  the  voluntary  medical  insurance 
program  were  to  occur  in  the  last  3  months  of  every  odd-numbered  year.  Public  Law 
90-97  extended  the  first  general  enrollment  period  through  March  31,  1968.  Subsequently, 
the  1967  amendments  provided  for  an  annual  general  enrollment  period  from  January  1 
to  March  31. 


(22) 


23 


added  by  the  1967  amendments,3  but  more  importantly,  a  number  of 
previously  nonparticipating  providers  came  into  the  program  as  a 
result  of  upgrading  their  health  care  capability  to  meet  the  program's 
conditions  of  participation  or  by  coming  into  compliance  with  civil 
rights  requirements. 

NUMBER  OF  PARTICIPATING  PROVIDERS  AND 
APPROVED  INDEPENDENT  LABORATORIES 
July,  1967  and  July,  1968 

HOSPITALS   

6865   ; 

6857 


EXTENDED  CARE  FACILITIES 
4160 


HOME  HEALTH  AGENCIES 

 2093  

1849 


INDEP 

END  EN  T  LABORATORIES 

v.v.v.v  ZDOO 

2136 

At  the  end  of  fiscal  year  1968,  there  were  6,865  hospitals  participat- 
ing in  Medicare,  with  1,165,000  beds — all  but  about  2  percent  of  the 
acute  care,  adult  hospital  beds  in  the  country.  Included  among  the  par- 
ticipating hospitals  were  6,406  general  and  specialty  hospitals,  341 
psychiatric  hospitals,  and  118  tuberculosis  hospitals.  Seventy  percent 
of  the  1,165,000  certified  beds  are  located  in  general  hospitals;  psychi- 
atric hospitals  account  for  28  percent  of  the  beds,  and  tuberculosis 
hospitals  the  remaining  2  percent. 

As  of  June  30,  1968,  there  were  4,702  extended  oare  facilities  with 
330,000  beds  participating  in  Medicare — over  50  percent  of  the  Na- 
tion's skilled  nursing  beds  in  nonhospital  facilities.  The  major  factors 
contributing  to  the  net  increase  of  542  facilities  over  the  1967  totals 
are  the  number  of  new  extended  care  facilities  being  built  and  the 
number  of  older  skilled  nursing  homes  being  upgraded  to  meet  the 
program's  health  care  standards.  Participating  facilities  include  not 
only  skilled  nursing  homes,  but  also  separately  organized  extended 
care  units  in  hospitals  as  well  as  some  separate  skilled  nursing  units 
connected  with  residential  homes  for  the  aged. 

At  the  end  of  the  fiscal  year,  a  total  of  2,093  home  health  agencies 
were  certified  to  participate  in  Medicare — a  gain  of  244  from  the  num- 
ber participating  at  the  end  of  fiscal  1967.  Over  one-third  of  the 
participating  agencies  offer  the  basic  requirement  of  visiting  nurse 
care  and  one  additional  health  service.  Nearly  two-thirds  provided  two 


3  See  Appendix  A  for  a  summary  of  the  1967  Amendments. 
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or  more  additional  services  in  addition  to  visiting  nurse  care.  Approxi- 
mately two-thirds  of  the  agencies  provide  physical  therapy  services; 
over  two-fifths  offer  home  health  aide  services;  about  one-fifth  provide 
medical  supplies  and  equipment ;  and  over  one-third  provide  occupa- 
tional or  speech  therapy.  Participating  home  health  agencies  are 
predominantly  official  health  agencies  and  visiting  nurse  associations. 
About  10  percent  are  hospital  or  extended  care  and  other  facility-based 
programs. 

There  were  2,566  independent  laboratories  approved  for  Medicare 
reimbursement  at  the  end  of  fiscal  year  1968 — an  increase  of  430  over 
the  number  approved  at  the  end  of  fiscal  year  1967.  There  are  seven 
reimbursable  categories  of  clinical  tests  or  procedures:  microbiology, 
serology,  clinical  chemistry,  hematology,  immunohematology,  tissue 
pathology  and  exfoliative  cytology.  About  one- fourth  of  the  labora- 
tories were  approved  for  all  seven  types  of  procedures. 

The  1967  amendments  provide  that,  beginning  July  1, 1968,  physical 
therapy  services — in  addition  to  those  presently  covered  when  fur- 
nished in  physicians'  offices  or  as  part  of  covered  home  health  serv- 
ices— may  also  be  covered  when  furnished  on  an  outpatient  basis  by, 
or  under  the  supervision  of,  qualified  "providers  of  services".  In  addi- 
tion to  participating  hospitals,  extended  care  facilities,  and  home 
health  agencies,  outpatient  physical  therapy  providers  may  also  in- 
clude approved  clinics,  rehabilitation  agencies  and  public  health 
agencies.  Fifty-five  clinics  and  agencies  have  been  certified  under  this 
provision  to  participate  as  additional  outpatient  physical  therapy 
providers. 

Effective  January  1,  1968,  as  a  result  of  the  1967  amendments,  medi- 
cal insurance  benefits  became  payable,  under  certain  conditions,  for 
diagnostic  X-ray  services  provided  in  a  beneficiary's  home  by  non- 
physician  portable  X-ray  operators.  To  be  reimbursable,  the  opera- 
tor's services  must  be  performed  under  the  general  supervision  of  a 
physician  and  must  meet  strict  health  and  safety  requirements.  Ap- 
proximately 140  suppliers  of  portable  X-ray  services  have  been  certi- 
fied as  meeting  these  conditions. 

Suppliers  of  ambulance  services,  as  a  condition  of  payment  under 
medical  insurance,  are  required  to  file  a  statement  certifying  that  their 
vehicles  are  specially  designed  and  equipped  for  transporting  the  sick 
or  injured,  and  that  their  patient  care  equipment  and  personnel  meet 
all  the  first  aid  and  safety  requirements  specified  under  the  Medicare 
program.  In  addition  to  ambulance  services  under  the  supervision  of 
participating  providers,  many  independent  suppliers  of  ambulance 
services  have  met  the  conditions  necessary  for  payment. 

The  purchase  or  rental  of  medically  necessary  durable  medical 
equipment  is  covered  under  medical  insurance  when  prescribed  by  a 
physician  for  use  in  the  beneficiary's  place  of  residence.  This  equip- 
ment constitutes  such  items  as  oxygen  tents,  hospital  beds,  wheelchairs, 
crutches  and  walkers.  Durable  medical  equipment  suppliers  include 
outlets  which  specialize  in  renting  or  selling  such  equipment,  as  well 
as  an  indeterminate  number  of  drugstores  and  similar  nonspecialized 
suppliers. 
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BENEFIT  PAYMENTS  4 

During  the  second  year  of  Medicare,  the  program  paid  $3,736  billion 
in  benefits  under  hospital  insurance  and  $1,390  billion  under  medical 
insurance.  Both  amounts  were  up  substantially  from  the  first-year 
figures  of  $2,508  billion  and  $664  mi1  lion,  respectively.  It  must  be 
noted,  however,  that  these  substantial  increases  in  disbursements  in  the 
second  year  of  Medicare  do  not  represent  an  equivalent  increase  in  pro- 
gram costs  for  1968  as  compared  to  1967.  A  significant  portion  of  fiscal 
1968  disbursement  was  attributable  to  services  'actually  rendered  in 
fiscal  1967,  for  which  the  claim  was  not  processed  and  paid  until  fiscal 
1968,  either  due  to  processing  lags  or  delays  by  providers  and  bene- 
ficiaries in  submitting  claims.  This  was  particularly  true  for  medical 
insurance  disbursements;  at  the  beginning  of  fiscal  1968  there  was 
an  unprocessed  workload  of  almost  1,500,000  medical  insurance 
claims.  In  addition,  unusually  high  workloads  were  encountered  to- 
ward the  end  of  calendar  1967,  and  in  early  1968,  indicative  of  a 
tendency  by  beneficiaries  to  accumulate  medical  bills  for  the  entire 
calendar  year  and  to  submit  them  at  the  end  of  the  year  or  shortly 
thereafter. 


PERCENTAGES,  BY  TYPE  OF  BENEFIT,  OF  TOTAL  DISBURSEMENTS  AND  TOTAL 
NUMBER  OF  PAID  CLAIMS  UNDER  HOSPITAL  INSURANCE  -  FISCAL  YEAR  1968 


PERCENT  OF  TOTAL  DISBURSEMENTS 
BY  TYPE  OF  BENEFIT 


PERCENT  OF  TOTAL  NUMBER  OF  PAID 
CLAIMS  BY  TYPE  OF  BENEFIT 


Of  the  total  number  of  hospital  insurance  claims  approved  for  pay- 
ment in  fiscal  1968  and  recorded  in  SSA  records,  73.5  percent  were 
for  inpatient  hospital  services,  12  percent  were  for  extended  care 
services,  5.6  percent  for  posthospital  home  health  services,  and  8.9  per- 

4  Except  for  the  disbursement  amounts  in  the  first  paragraph,  which  are  based  on 
Treasury  Department  advances  to  intermediaries  and  carriers  for  benefit  payments  and 
except  where  otherwise  noted,  all  statistics  in  this  section  are  based  on  claims  received 
and  processed  into  Social  Security  Administration  records  as  of  November  8,  1968. 
Because  of  lags  in  submitting  bills  and  recording  data,  the  latter  amounts  do  not  always 
add  up  to  Treasury  Department  totals. 
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cent  for  outpatient  diagnostic  services  (effective  April  1,  1968,  all  out- 
patient hospital  services — diagnostic  and  therapeutic — were  consoli- 
dated under  medical  insurance).  Inpatient  hospital  services,  however, 
iccounted  for  90.4  percent  of  total  fiscal  1968  hospital  insurance  bene- 
it  payments,  while  8.5  percent  was  attributable  to  extended  care  serv- 
.ces,  0.9  percent  for  posthospital  home  health  services,  and  0.2  percent 
for  outpatient  hospital  diagnostic  services. 

Of  the  total  number  of  medical  insurance  bills  approved  for  pay- 
ment in  fiscal  1968  and  recorded  in  Social  Security  Administration 
records,  81.3  percent,  were  for  physicians'  services,  11.8  percent  for  out- 
patient hospital  services,  and  6  percent  were  for  home  health  services 
(not  requiring  prior  hospitalization),  independent  laboratory  and 
other  medical  services.  Physicians'  services  accounted  for  91.7  percent 
of  total  fiscal  year  medical  insurance  benefit  payments,  while  2.5  per- 
cent was  attributable  to  outpatient  hospital  services,  and  4.7  percent 
to  home  health,  independent  laboratory,  and  other  medical  services.5  Of 
claims  submitted  for  physicians'  services  in  fiscal  1968  (other  than 
hospital-based  physicians) ,  56  percent  were  assigned.6 

Inpatient  hospital  services 

There  were  nearly  5.7  million  covered  hospital  admissions  under 
Medicare  in  its  second  fiscal  year,  an  increase  of  almost  700,000  admis- 
sions over  the  first  year.  This  amounted  to  an  annual  average  of  291 
admissions  to  short-  and  long-term  hospitals  for  every  1,000  persons 
covered  under  the  program,  an  increase  of  11  percent  over  the  preced- 
ing year.  An  estimated  20  percent  of  the  total  admissions  represented 
second  or  subsequent  admissions.  The  average  number  of  covered  days 
of  hospital  care  per  recorded  claim  was  13  days  in  short-stay  hospitals 
and  35  days  in  long-stay  hospitals. 

For  the  year  ended  June  30,  1968,  25,400  claims  for  emergency  hos- 
pital services  were  processed — less  than  one-half  of  1  percent  of  the 
total  claims  for  hospital  services.7  Approximately  83  percent  were  al- 
lowed and  17  percent,  were  either  fully  or  partially  denied.  About 
90  percent  of  these  claims  were  from  the  South  and  Southwest,  where 
there  are  the  greatest  number  of  nonparticipating  hospitals. 

For  the  year  ended  J une  30,  1968,  hospitals  were  paid  an  estimated 
$3.3  billion  for  inpatient  hospital  services,  an  increase  of  about  $900 
million  over  the  preceding  12  months.  Reimbursement  averaged  $558 
per  recorded  inpatient  hospital  claim. 

Extended  care  services 

Admissions  to  extended  care  facilities  during  fiscal  1968  totaled 
almost  450,000,  an  annual  rate  of  23  per  1,000  persons  covered.  This 
compares  with  about  200,000  admissions  in  the  last  6  months  of  fiscal 

5  The  total  is  less  than  100  percent  because  a  small  number  of  bills  (0.09  percent)  have 
not  yet  been  classified  as  to  type  of  service  involved. 

0  Under  medical  insurance  the  beneficiary  has  the  right  to  offer  assignment  of  Medicare 
payment  to  the  physician  or  supplier.  If  the  assignment  is  accepted,  the  physician  or 
supplier  may  submit  the  claim  for  Medicare  payment  and  receive  payment  directly.  Under 
the  terms  of  an  assignment,  the  physician  or  supplier  agrees  to  accept  the  carrier  deter- 
mination of  reasonable  charge  as  his  total  charge  for  the  covered  services,  charging  the 
beneficiary  only  for  any  unmet  part  of  the  $50  annual  deductible  and  for  20  percent  of 
the  reasonable  charge. 

7  Emergency  hospital  services  are  discussed  in  greater  detail  on  pp.  61-63. 
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1967,  when  the  benefit  first  became  available.  On  the  average,  there  was 
about  one  extended  care  facility  admission  for  covered  posthospital 
care  for  every  12  hospital  admissions.  The  average  number  of  covered 
days  of  extended  care  services  per  admission  was  approximately  45 
days. 

In  Medicare's  second  year,  an  estimated  $330  million  was  paid  to 
extended  care  facilities  for  extended  care  services.  Average  reimburse- 
ment was  $321  per  recorded  extended  care  claim. 

Home  health  services 

In  Medicare's  second  year,  there  were  nearly  260,000  "start  of  care" 
notices  for  home  health  services  under  both  programs — an  increase  of 
30,000  over  the  previous  year.  These  represented  about  13  notices  per 
1,000  persons  covered  under  the  program. 

During  the  period,  an  estimated  $50  million  was  paid  for  home 
health  services  under  both  the  hospital  and  medical  insurance  pro- 
grams. Average  payment  per  recorded  claim  was  $69  under  hospital 
insurance  and  $42  under  medical  insurance. 

Outpatient  hospital  services 

During  fiscal  1968,  slightly  over  3  million  outpatient  hospital  bills 
were  paid  under  Medicare.  Total  payments  to  hospitals  for  covered 
outpatient  services  amounted  to  an  estimated  $50  million.  For  services 
on  or  after  April  1,  1968,  both  outpatient  diagnostic  and  therapeutic 
services  have  been  reimbursable  only  under  medical  insurance. 

Physicians''  services 

Of  the  24.5  million  bills  for  physicians'  services  approved  for  pay- 
ment and  recorded  in  Social  Security  Administration  records  during 
fiscal  1968,  13  percent  were  for  surgical  services  and  87  percent  were 
for  medical  services.  Reasonable  charges  for  surgical  bills  amounted 
to  $535  million  and  averaged  $166  per  bill;  for  medical  bills,  they 
amounted  to  $1  billion  and  averaged  $49  per  bill. 

The  proportion  of  reasonable  charges  reimbursed  by  the  program 
for  physicians'  surgical  and  medical  services  was  75  and  71  percent, 
respectively.  A  larger  proportion  of  the  reasonable  charges  for  surgi- 
cal services  was  reimbursed  because  the  total  charges  for  such  services 
are  characteristically  higher  than  for  medical  services;  hence,  the  $50 
deductible  represents  a  smaller  proportion  of  the  total. 

Other  medical  services  and  supplies 

During  fiscal  1968,  there  were  1.4  million  paid  bills  recorded  for 
nonphysician  medical  services,  other  than  home  health  and  outpatient 
hospital  services.  In  the  case  of  independent  laboratory  services,  the 
average  reasonable  charge  per  bill  was  $21,  while  the  comparable 
figure  for  "other"  medical  services  was  $48.  Included  in  this  latter 
category  are  rental  or  purchase  of  durable  medical  equipment,  ambu- 
lance services,  prosthetic  devices,  and  certain  other  medical  services  and 
supplies. 
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PERCENTAGES,  BY  TYPE  OF  BENEFIT,  OF  TOTAL  DISBURSEMENTS  AND  TOTAL 
NUMBER  OF  PAID  BILLS  UNDER  MEDICAL  INSURANCE  -  FISCAL  YEAR  1968* 


PERCENT  OF  TOTAL  DISBURSEMENTS  PERCENT  OF  TOTAL  NUMBER  OF  PAID 

BY  TYPE  OF  BENEFIT  BILLS  BY  TYPE  OF  BENEFIT 


CLAIMS  PROCESSING  PERFORMANCE 

During  fiscal  year  1968,  intermediaries  9  continued  to  maintain  a 
fairly  stable  claims  processing  operation.  The  ratio  of  clearances  to 
receipts  fell  in  a  narrow  margin  between  96.8  percent  and  102.8  per- 
cent during  the  fiscal  year.  Weeks  work  on  hand  never  exceeded  1.4 
weeks  work  any  time  during  the  year. 

Primarily  as  a  result  of  added  claims  responsibilities  and  the  need 
for  systems  modifications  in  connection  with  the  1967  amendment 
changes,  intermediaries  encountered  some  claim  processing  delays  in 
the  second  half  of  fiscal  1968.  During  this  6-month  period,  the  ratio 
of  clearances  to  receipts  exceeded  100  percent  only  in  the  month  of 
-Tune.  As  a  result,  the  backlog  of  unprocessed  claims  increased  from 
347,000  in  the  month  of  January  1968  to  424,000  as  of  June  30,  1968. 
The  number  of  claims  pending  more  than  30  days  increased  from  a 
low  of  39,800  in  January  to  an  end-of-year  high  of  98,100,  which  rep- 
resented 23.1  percent  of  the  total  end-of-year  backlog. 

For  inpatient  hospital  claims,  although  there  was  a  net  backlog 
reduction  of  only  a  few  thousand  claims,  average  processing  time 
showed  signs  of  improvement  by  the  end  of  the  year.  The  average 
processing  time  for  inpatient  claims  fell  from  over  12  days  at  the  be- 
ginning of  fiscal  1968  to  less  than  11  days  at  the  end  of  the  year.  How- 
ever, the  inclusion  of  all  hospital  outpatient  services  under  the  medical 
insurance  program  as  of  April  1,  1968,  with  the  claims  processing  and 
systems  changes  which  were  required,  produced  some  initial  delays 
in  this  area  of  intermediary  performance.  By  the  end  of  June,  287,100 
outpatient  claims  were  pending,  representing  over  two-thirds  of  the 
total  intermediary  backlog  at  the  end  of  the  fiscal  year. 

A  summary  of  intermediary  workload  and  performance  indicators 
for  fiscal  year  1968  is  shown  in  the  following  chart : 

8  Totals  do  not  add  to  100  percent  because  of  a  small  percent  of  bills  (0.09  percent)  not 
yet  classified  as  to  type  of  service  Involved. 

0  The  program  functions  of  Intermediaries  are  described  on  p.  35.  The  Intermediary  claims 
process  Is  discussed  In  detail  on  pp.  38-42. 
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WORKLOADS  AND  PERFORMANCE  INDICATORS  FOR  INTERMEDIARIES  (JULY  1967  TO  JUNE  1968) 


Percentage  of 
Ratio  of  unprocessed 
clearances  Weeks  claims 

Claims  Claims  Claims      to  receipts  of  work     pending  over 

received  cleared         pending        (percent)        pending*  30  days 


July   1,075,000  1,089,000 

August    1,216,000  1,212,000 

September...   1,104,000  1,135,000 

October   1,271,000  1,291,000 

November   1,201,000  1,180,000 

December   1,091,000  1,097,000 

January   1,263,000  1,223,900 

February   1,265,000  1,230,000 

March   1,278,000  1,259,000 

April   1,369,000  1,341,000 

May   1,429,000  1,414,000 

June...   1,285,000  1,305,000 


339,000 

101.3 

1.2 

15.  1 

343, 000 

99.7 

1.3 

12.1 

312,000 

102.8 

1.1 

14.6 

292, 000 

101.6 

1.0 

14.4 

313,000 

98.2 

1.1 

16.5 

307,000 

100.6 

1.1 

14.7 

347, 000 

96.8 

1.2 

11.5 

382, 000 

97.3 

1.3 

11.9 

401,000 

98.5 

1.3 

12.3 

429,000 

97.9 

1.4 

12.1 

444, 000 

99.0 

1.4 

17.4 

424, 000 

101.5 

1.3 

23.1 

In  fiscal  year  1968,  carriers 10  received  34,165,000  claims.  Prior  to 
December  1968  carriers  were  able  to  process  claims  at  about  the  same 
rate  as  they  were  being  received,  as  shown  by  the  backlog  of  1,439,000 
claims  in  July  and  1,409,000  at  the  beginning  of  December  (which 
represented  2.3  weeks  of  work  on  hand) .  This  progress  came  to  an  end 
in  December,  when  beneficiaries  who  had  been  accumulating  their 
medical  bills  during  calendar  1967  began  submitting  them  to  carriers. 
Almost  1,000,000  more  claims  were  received  by  carriers  in  January 
than  in  the  month  of  November.  By  the  end  of  January,  the  backlog 
grew  to  2,554,000  claims,  equal  to  3.9  weeks  of  work  on  hand.  However, 
as  receipts  slowly  began  to  ebb  during  the  February-June  period, 
average  monthly  production  reached  3,155,000  claims,  an  increase  of 
almost  20  percent  over  the  2,647,000  average  monthly  output  during 
the  October-January  period.  As  a  result  of  the  improved  production 
rate,  carriers  reduced  their  pending  by  716,000  claims  in  the  February- 
June  period  and  completed  the  fiscal  year  with  a  backlog  of  1,838,000 
claims,  an  equivalent  of  2.6  weeks  of  work  on  hand. 

A  summary  of  carrier  workloads  and  performance  indicators  for 
fiscal  1968  is  shown  in  the  following  chart. 

WORKLOADS  AND  PERFORMANCE  INDICATORS  FOR  CARRIERS  (JULY  1967  TO  JUNE  1968) 


Percentage  of 
Ratio  of  unprocessed 
Claims    clearances  to        Weeks  of     claims  pend- 
Claims  Claims         pending         receipts  work  ingover30 

received  cleared      disposition        (percent)        pending  *  days 


July     2,373,000  2,432,000  1,439,000  102.5  2.4  16.7 

August.—    2,591,000  2,774,000  1,256,000  107.0  2.1  15.2 

September    2,368,000  2,354,000  1,270,000  99.1  2.2  16.6 

October     2,710,000  2,672,000  1,307,000  98.6  2.2  14.3 

November    2,695,000  2,594,000  1,409,000  96.2  2.3  12.4 

December    2,825,000  2,437,000  1,797,000  86.3  2.9  11.8 

January    3,644,000  2,886,000  2,554,000  79.2  3.9  11.7 

February    3,012,000  3,027,000  2,540,000  100.5  3.5  14.3 

March   3,044,000  3,380,000  2,318,000  111.0  2.9  19.7 

April    3,126,000  3,258,000  2,159,000  104.2  2.9  20.4 

May   3,068,000  3,241,000  1,995,000  105.6  2.7  25.2 

June..    2,710,000  2,867,000  1,838,000  105.8  2.6  23.9 

*  Determined  by  dividing  the  average  weekly  production  for  the  month  into  the  claims  pending  at  the  end  of  the  month. 


10  The  program  functions  of  carriers  are  described  on  p.  36.  The  carrier  claims  process 
is  discussed  in  detail  on  pp.  42-46. 
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FINANCIAL  EXPERIENCE 

Under  the  Social  Security  Act,  the  Federal  hospital  insurance  trust 
fund  and  the  Federal  supplementary  medical  insurance  trust,  fund  are 
held  by  two  boards  of  trustees,  each  comprised  of  the  same  three 
members  who  serve  in  an  ex  officio  capacity.  The  Secretary  of  the 
Treasury  is  designated  by  law  as  the  managing  trustee  of  both  funds. 
The  other  members  of  each  board  are  the  Secretary  of  Labor,  and  the 
Secretary  of  Health,  Education,  and  Welfare.  The  Commissioner  of 
Social  Security  is  secretary  of  both  boards.  The  two  trust  funds  were 
established  on  July  30,  1965,  as  separate  accounts  in  the  U.S.  Treasury 
to  hold  the  amounts  accumulated  under  the  respective  programs.11 

Hospital  insurance  trust  fund 

The  major  sources  of  receipts  of  the  Federal  hospital  insurance  trust 
fund  are : 

(1)  amounts  appropriated  to  it  on  the  basis  of  contributions 
paid  by  workers  and  their  employers,  and  by  individuals  with 
self -employment  income,  in  work  covered  by  the  hospital  insurance 
program ; 

(2)  amounts  deposited  in  it  representing  appropriations  from 
general  revenues  to  reimburse  the  fund  for  any  expenditures  on 
behalf  of  individuals  not  insured  on  the  basis  of  social  security 
or  railroad  retirement  coverage  but,  nonetheless,  entitled  to  hos- 
pital insurance  protection  under  the  "transitional  insured  status" 
provisions  of  section  103  of  the  Social  Security  Amendments  of 
1965. 

Total  receipts  of  the  trust  fund  amounted  to  $3,902  billion  in  fiscal 
year  1968.  In  addition  to  contributions  of  $3,558  billion,  receipts  con- 
sisted of  $61  million  in  interest  from  investments  and  $284  million 
reimbursed  from  the  general  fund  of  the  Treasury. 

Total  disbursements  from  the  trust  fund  in  fiscal  year  1968  amounted 
to  $3,815  billion.  Of  this  amount,  $3,736  billion  was  paid  out  for  bene- 
fits, based  on  Treasury  statements.  The  remaining  $79  million  was  for 
administrative  expenses,  which  represented  2.1  percent  of  benefit 
disbursements. 

The  excess  of  total  income  over  total  outgo,  amounting  to  $87  mil- 
lion, increased  the  total  assets  of  the  trust  fund  from  $1,343  billion 
on  June  30, 1967,  to  $1,431  billion  on  June  30, 1968. 

The  1967  amendments  raised  the  maximum  amount  of  earnings  tax- 
able and  creditable  toward  benefits  to  $7,800,  beginning  January  1, 
1968.  In  addition,  the  schedule  of  contribution  rates  for  hospital  in- 
surance was  revised  upward,  as  shown  in  the  following  chart,  to 
continue  to  reflect  the  intent  of  Congress  that  the  program  be 
self-supporting  on  a  long-range  basis. 

11  The  board  of  trustees  issues  annual  reports  on  the  status  of  the  two  trust  funds, 
published  as  House  documents  of  the  U.S.  Congress.  See  appendix  E  for  a  list  of  reports 
currently  available. 
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EMPLOYER- EMPLOY  EE,  EACH 


Old  law  New  law 


Period  RSDI  HI       Total        RSDI  HI  Total 


1968   3.9  0.5  4.4  3.8  0.6  4.4 

1969-70   4.4  .5  4.9  4.2  .6  4.8 

1971-72    4.4  .5  4.9  4.6  .6  5.2 

1973-75    4.85  .55  5.4  5.0  .65  5.65 

1976-79..  _     4.85  .6  5.45  5.0  .7  5.7 

1980-86  _   4.85  .7  5.55  5.0  .8  5.8 

1987  and  after    4.85  .8  5.65  5.0  .9  5.9 


SELF-EMPLOYED  PEOPLE 


Old  law  New  Law 


Period  RSDI  HI       Total        RSDI  HI  Total 


1968  _   5.9  0.5  6.4  5.8  0.6  6.4 

1969-70   6.6  .  5  7.1  6.3  .  6  6.9 

1971-72   6.6  .5  7.1  6.9  .6  7.5 

1973-75     7.0  .55  7.55  7.0  .65  7.65 

1976-79  _  _   7.0  .6  7.6  7.0  .7  7.7 

1980-86.     7.0  .7  7.7  7.0  .8  7.8 

1987  and  after.   7.0  .8  7.8  7.0  .9  7.9 


Supplementary  medical  insurance  trust  fund 

The  major  sources  of  receipts  of  the  Federal  supplementary  medical 
insurance  trust  fund  are — 

( 1 )  Amounts  deposited  in  or  transferred  to  it  with  respect  to 
the  premiums  paid  by  persons  aged  65  or  over  who  elect  to  par- 
ticipate in  the  program,  including  payments  made  by  States  on 
behalf  of  assistance  recipients  for  whom  the  State  has  elected  to 
"buy  in"  for  medical  insurance  coverage ;  and 

(2)  The  premium  matching  payments  of  the  Federal  Govern- 
ment that  are  authorized  to  be  appropriated  and  transferred  to  the 
trust  fund  from  general  revenues. 

Premiums  collected  in  fiscal  year  1968  amounted  to  $698  million, 
including  $53  million  representing  payment  for  "buy-in"  States  for 
assistance  recipients  enrolled  by  these  States.  The  matching  contri- 
butions from  the  general  fund  of  the  Treasury  amounted  to  $634  mil- 
lion, which  includes  a  deficiency  of  $24  million  in  Government 
matching  funds  made  up  from  fiscal  year  1967.  A  deficiency  of  $88 
million  in  Government  matching  funds  remained  at  the  end  of  fiscal 
1968. 

Total  receipts  of  the  trust  fund  from  all  sources  amounted  to  $1,353 
billion  in  fiscal  year  1968.  In  addition  to  premiums  and  matching 
payments,  receipts  consisted  of  $21  million  in  interest  from  invest- 
ments. Total  disbursements  from  the  trust  fund  in  fiscal  year  1968 
amounted  to  $1,532  billion.  Of  this  amount,  $1,390  billion  was  paid 
out  for  benefits,  based  on  Treasury  statements.  The  remaining  $143 
million  was  for  administrative  expenses,  which  represented  10.2  per- 
cent of  benefit  disbursements. 
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The  excess  of  total  outgo  over  total  income,  amounting  to  $179  mil- 
lion, decreased  the  total  assets  of  the  trust  fund  from  $486  million  on 
June  30,  1967,  to  $307  million  on  June  30, 1968. 

Effective  April  1,  1968,  the  monthly  premium  rate  was  increased 
from  $3  to  $4,  with  the  Government  contributing  an  equal  amount,12 
This  rate  will  remain  in  effect  until  June  30,  1969.  The  1967  amend- 
ments require  the  Secretary,  beginning  in  1968,  to  establish  and  an- 
nounce premium  rates  before  the  end  of  December.  The  new  rate,  if 
there  is  a  change,  becomes  effective  the  following  July  l.13 

12  The  actuarial  bases  and  assumptions  for  this  premium  increase  are  shown  in  app.  B. 

13  On  Dec.  31,  1968,  the  Secretary  of  Health,  Education,  and  Welfare  promulgated 
a  continuation  of  the  $4  premium  rate  for  the  period  July  1,  1969,  through  June  30, 
1970. 


Chapter  II.  Program  Administration 


A.  SUMMARY  OF  ADMINISTRATIVE  STRUCTURE 

Overall  responsibility  for  administration  of  Medicare  is  vested  by 
law  in  the  Secretary  of  Health,  Education,  and  Welfare.  The  statute 
also  provides  for  significant  participation  in  certain  areas  of  admin- 
istration by  private  organizations  and  public  agencies,  as  well  as  for 
the  establishment  of  a  Health  Insurance  Benefits  Advisory  Council 
(HIBAC)  to  advise  the  Secretary  on  program  administration. 

Within  the  Department  of  Health,  Education,  and  Welfare,  pri- 
mary responsibility  for  administering  the  Medicare  program  is  as- 
signed to  the  Social  Security  Administration.  Special  responsibilities 
in  connection  with  the  health  care  standards  of  Medicare  have  been 
assigned  to  the  Public  Health  Service,  and  certain  responsibilities  in 
respect  to  the  relationships  between  Medicare  and  State  assistance  pro- 
grams are  carried  out  by  the  Social  and  Rehabilitation  Service.  Re- 
sponsibility for  assuring  necessary  conformance  by  participating 
health  care  facilities  to  title  VI  of  the  Civil  Rights  Act  of  1964  is 
assigned  to  the  Office  of  Civil  Rights  of  the  Department. 

Role  of  the  Social  Security  Administration 1 

The  Social  Security  Administration  negotiates  and  administers 
agreements  with  the  intermediaries  and  carriers  which  perform  pay- 
ment and  other  program  functions,  with  the  State  agencies  which 
certify  health  facilities  for  participation  in  the  program,  and  with 
hospitals  and  other  institutions  which  provide  services  for  which  the 
program  makes  reimbursement;  develops  reimbursement  principles 
and  guidelines ;  participates  with  the  Public  Health  Service  in  the  for- 
mulation of  the  conditions  of  participation ;  formulates  Medicare  regu- 
lations; develops  program  policy  and  procedural  instructions;  and 
performs  the  basic  recordkeeping  and  data  processing  functions  re- 
quired for  administration  of  the  program.  Within  the  Administration, 
the  Bureau  of  Health  Insurance  has  been  assigned  primary  responsi- 
bility for  the  formulation  of  policies  and  procedures  and  for  the  overall 
administration  of  the  health  insurance  program. 

In  addition  to  the  Bureau  of  Health  Insurance,2  many  other  Ad- 
ministration components  have  substantial  program  responsibilities. 
The  Administration's  field  organization — composed  of  nine  regional 
offices,  779  district  and  branch  offices,  and  3,241  contact  stations 
throughout  the  country — carries  out  enrollment  activities  and  serves 
as  a  readily  accessible  source  of  basic  program  information  and  direot 
service  to  beneficiaries  and  to  the  general  public. 

The  Office  of  Research  and  Statistics  collects  data  on  program 
operations  and  carries  out  analytical  studies  designed  to  evaluate  the 
program  and  measure  its  performance. 

1  An  organizational  chart  of  the  Social  Security  Administration  is  shown  in  app.  B. 

2  An  organizational  chart  of  the  Bureau  of  Health  Insurance  is  shown  in  app.  B. 
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The  Office  of  the  Actuary  has  responsibility  for  the  actuarial  evalua- 
tion of  the  hospital  insurance  and  medical  insurance  programs,  includ- 
ing the  preparation  of  the  actuarial  estimates  used  in  setting  the 
medical  insurance  premium  and  hospital  insurance  deductible  and 
coinsurance  amounts. 

The  Office  of  Information,  which  has  primary  responsibility  for 
developing  and  coordinating  the  administration's  informational  activi- 
ties, works  with  the  Bureau  of  Health  Insurance  in  the  preparation 
of  exhibits,  films,  visual  aids,  booklets,  and  other  materials  needed  to 
inform  the  general  public,  as  well  as  special  professional  audiences, 
about  program  provisions  and  claims  procedures. 

The  Bureau  of  Data  Processing  and  Accounts,  through  its  electronic 
data  processing  capabilities,  maintains  the  millions  of  records  on  bene- 
ficiary eligibility,  utilization  of  covered  services,  and  deductible  status. 
The  Bureau  also  sends  premium  notices  to,  and  maintains  records  on 
the  payment  of  medical  insurance  premiums  by,  the  approximately 
31/4  million  enrollees  who  make  direct  payments  or  for  whom  premium 
payment  is  made  through  State  agency  "buy-in"  arrangements  or 
through  private  retirement  groups. 

An  insurance  compliance  staff  in  the  Office  of  Administration  as- 
sures that  the  intermediaries  and  carriers  assisting  in  the  administra- 
tion of  Medicare  fully  comply  with  the  equal  employment  opportunity 
requirements  of  Executive  Order  11246. 

Role  of  the  Public  Health  Service 

The  Department's  Public  Health  Service  acts  as  a  primary  resource 
in  the  professional  health  aspects  of  the  Medicare  program,  participat- 
ing with  the  Social  Security  Administration  in  formulating  the  con- 
ditions of  participation  for  providers  of  services,  developing  policies 
on  the  role  of  State  agencies,  providing  assistance  to  the  State  agen- 
cies in  carrying  out  their  Medicare  responsibilities,  supporting  and 
evaluating  experimental  approaches  to  utilization  review,  and  pro- 
viding professional  advice  in  many  technical  and  medical  areas  of 
program  administration. 

Role  of  the  Social  and  Rehabilitation  Service 

The  Social  and  Rehabilitation  Service  collaborates  with  the  Social 
Security  Administration  and  the  Public  Health  Service  in  those  as- 
pects of  program  planning,  coordination,  and  evaluation  involving 
the  interrelationships  of  the  health  insurance  program  with  State 
public  assistance  and  medical  assistance  programs.  In  addition,  the 
Social  and  Rehabilitation  Service  provides  consultation  and  general 
and  technical  assistance  to  State  agencies  administering  medical  as- 
sistance programs  to  assure  effective  coordination  between  Medicare 
and  the  programs  at  the  State  level. 

Role  of  the  Office  of  Civil  Rights 

Title  VI  of  the  Civil  Rights  Act  of  1964  provides  that  no  institu- 
tion, agency,  or  activity  receiving  Federal  financial  assistance  may 
engage  in  discriminatory  practice  on  the  basis  of  race,  color,  or  national 
origin.  Thus,  before  any  hospital,  extended  care  facility  or  home  health 
agency  may  be  a  participating;  provider  under  Medicare,  their  com- 
pliance with  the  provisions  of  title  VI  must  be  assured.  The  DHEW 
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Office  of  Civil  Rights  establishes  such  compliance  for  all  Medicare 
providers  and  investigates  all  complaints  relating  to  discrimination. 

Role  of  the  State  agencies  3 

The  law  requires  that,  wherever  possible,  the  Secretary  use  the  serv- 
ices of  appropriate  State  or  local  health  agencies  or  other  appropriate 
State  or  local  agencies  in  determining  whether  providers  of  services 
and  independent  laboratories  meet  the  conditions  for  participation  in 
the  Medicare  program.  All  55  jurisdictions  (including  the  District  of 
Columbia,  Puerto  Rico,  the  Virgin  Islands,  Guam,  and  American 
Samoa)  have  designated  agencies — in  most  instances  State  health  agen- 
cies— to  perform  this  function. 

In  carrying  out  their  responsibilities  under  the  health  insurance 
program,  the  State  agencies  conduct  field  surveys  of  institutions  and 
agencies  to  determine  the  extent  to  which  these  facilities  meet  the  ap- 
plicable conditions  of  participation,  undertake  periodic  resurveys  of 
participating  facilities  to  determine  whether  they  continue  to  meet 
such  conditions,  provide  consultative  services  to  facilities  experiencing 
difficulties  in  meeting  the  participation  requirements,  identify  non- 
participating  hospitals  which  can  be  reimbursed  under  the  program 
for  emergency  services,  and  coordinate  activities  under  the  health  in- 
surance program  with  activities  conducted  under  medical  assistance 
programs.  The  State  agencies  are  reimbursed  for  the  costs  of  activities 
they  perform  in  the  program  including  related  costs  of  administrative 
overhead  and  staff. 

Role  of  the  intermediaries  4 

Participating  hospitals,  extended  care  facilities,  and  home  health 
agencies  may  either  receive  program  reimbursement  through  a  fiscal 
intermediary  or,  if  they  prefer,  receive  payment  directly  from  the 
Government.  Virtually  all  providers  have  chosen  to  deal  through  in- 
termediaries. Under  agreements  with  the  Secretary  of  Health,  Edu- 
cation, and  Welfare,  the  intermediary  is  responsible  for  determining 
the  reasonable  costs  of  services  provided  to  beneficiaries  and  for  re- 
imbursing providers  for  these  costs  on  behalf  of  the  program.  In 
addition,  the  agreements  authorize  the  intermediary  to  provide  con- 
sultative services  to  providers,  to  make  audits  of  provider  records,  and 
perform  related  functions.  All  agreements  also  require  that  the  inter- 
mediary must  assist  providers  in  establishing  and  applying  safeguards 
against  the  unnecessary  use  of  services  covered  under  the  program.  As 
of  June  30,  1968,  the  Blue  Cross  Association  (with  subcontracts  to 
74  Blue  Cross  plans) ,  five  commercial  health  insurers,  five  independent 
insurers  and  one  State  agency  were  operating  as  fiscal  intermediaries 
on  behalf  of  over  13,000  participating  providers.5  Two  hundred  thirty- 
six  hospitals,  35  extended  care  facilities  and  29  home  health  agencies 
were  submitting  bills  directly  to  SSA. 

3  A  list  of  State  agencies  having  agreements  with  the  Secretary  of  Health,  Education, 
and  Welfare  under  the  Medicare  program  is  shown  in  app.  B. 

*  A  list  of  intermediaries  operating  under  agreements  with  the  Secretary  of  Health, 
Education,  and  Welfare  is  shown  in  app.  B. 

5  The  Blue  Cross  Association  (with  subcontracts  to  74  Blue  Cross  Plans)  acts  as  fiscal 
intermediary  for  91  percent  of  participating  hospitals  (and  for  all  nonparticipating 
hospitals  submitting  emergency  claims)^  for  "87  percent  of  participating  home  health 
agencies  and  for  51  percent  of  participating  extended  care  facilities. 
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Role  of  the  carriers  6 

For  making  payments  under  the  medical  insurance  program,  the 
Secretary  is  required  by  law  to,  wherever  possible,  contract  with  orga- 
nizations already  engaged  in  providing,  paying  for,  or  reimbursing 
the  cost  of,  health  services  under  group  insurance  policies  or  similar 
group  arrangements,  in  return  for  premiums  or  other  periodic  charges. 
The  selected  carriers  determine  the  amounts  to  be  paid  to  physicians 
and  to  suppliers  for  services  rendered  under  the  program  and  make 
payments  for  such  services  on  behalf  of  the  program,  and,  under  the 
terms  of  their  contracts  with  the  Secretary,  are  required  to  assist  in  the 
application  of  safeguards  against  the  unnecessary  utilization  of  serv- 
ices, and  to  serve  as  a  channel  of  communication  for  information 
relating  to  the  administration  of  the  program. 

As  of  June  30,  1968,  there  were  33  Blue  Shield  plans,  15  insurance 
companies,  one  independent  health  insurer  and  one  State  agency 
operating  as  carriers. 

Activities  of  the  Health  Insurance  Benefits  Advisory  Council  and 
other  consultative  groups 
Since  its  enactment  in  1965,  the  Medicare  program  has  drawn  on 
the  consultative  assistance  of  many  groups  of  experts  representing 
every  public  or  professional  interest  that  would  be  affected  by  the 
program.  In  addition,  the  Social  Security  Administration  has  had 
continuing  contacts  with  individuals  at 'all  levels  in  the  health  field,  the 
insurance  industry  and  from  the  general  public,  either  to  solicit  their 
expert  advice  or  opinions,  or  in  response  to  their  submittal  of  ideas 
and  recommendations  for  program  improvement. 

Health  Insurance  Benefits  Advisory  Council 

Of  the  various  consultative  groups,  the  Health  Insurance  Benefits 
Advisory  Council,  which  was  established  by  the  original  Medicare 
law,  has  had  by  far  the  most  important  consultative  role  on  Medicare 
policies  and  procedures.  Originally  the  Council  consisted  of  16  pi^ivate 
citizens  including  leaders  in  the  health  care  field  and  representation 
from  the  general  public.  In  its  advisory  capacity,  the  Council  has  ad- 
vised the  Secretary  with  respect  to  every  major  policy  and  procedure 
affecting  program  implementation.  Since  its  formation  in  November 
1965,  through  June  1968,  HIBAC  has  held  30  meetings  lasting  at  least 
2  and  sometimes  3  days.7 

The  Social  Security  Amendments  of  1967  contained  provisions 
which  affected  not  only  the  size  but  also  the  functions  of  HIBAC.  The 
most  important  was  the  transfer  of  all  functions  of  the  National  Medi- 
cal Review  Committee  (which  had  not  been  appointed)  to  HIBAC. 
To  meet  these  increased  responsibilities,  the  size  of  the  Council  was 
increased  from  16  to  19.  Thus,  in  addition  to  its  other  title  XVIII 
responsibilities,  the  Council  has  assumed  the  statutory  mandate  "to 
study  the  utilization  of  hospital  and  other  medical  care  and  services 
for  which  payment  may  be  made  under  this  title  with  a  view  to  rec- 
ommending any  changes  which  may  seem  desirable  in  the  way  in  which 
such  care  and  services  are  utilized  or  in  the  administration  of  the  pro- 

aA  list  of  carriers  under  contracts  -with  the  Secretary  of  Health.  Education,  and 
Welfare  is  shown  in  app.  B. 

7  A  list  of  HIBAC  memhership  appears  in  app.  B. 
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grams  established  by  this  title,  or  in  the  provisions  of  this  title."  8  In 
addition,  the  1967  amendments  require  HIBAC  to  submit  an  annual 
report  on  the  performance  of  its  functions  to  the  Secretary  of  HEW 
for  transmittal  to  Congress,  and  to  engage  such  technical  assistance 
as  required  to  carry  out  its  functions. 

To  meet  its  new  responsibilities,  the  Council  established  an  ad  hoc 
committee  on  the  evaluation  of  the  delivery  and  use  of  services 
(CEDUS)i  In  addition,  to  support  the  committee,  the  Council  created 
task  forces  in  the  following  areas:  research  and  statistics;  hospital 
and  extended  care  services;  home  health  services;  medical  services; 
and  laboratory  services. 

Each  task  force  has  been  reinforced  by  consultants  appointed  to 
provide  their  expert  advice  and  to  bring  to  HIBAC  the  views  of  im- 
portant groups  'and  organizations.  Included  among  the  consultants 
have  been  representatives  of  organized  medicine,  institutional  pro- 
viders, the  insurance  field,  and  consumer  organizations. 

Other  consultative  groups 

In  fiscal  1968,  twTo  special  advisory  groups  were  established  to  im- 
plement important  mandates  growing  out  of  the  1967  amendments. 
The  first  was  a  12-member  advisory  council  to  study  coverage  of  the 
disabled  under  Medicare.  The  Congress  requested  that  a  report  of  the 
findings  and  recommendations  of  this  council  be  submitted  to  the  Secre- 
tary of  Health,  Education,  and  Welfare  by  January  1,  1969.9  The 
second  group  was  a  16-member  advisory  panel  appointed  to  furnish 
assistance  in  reviewing  proposals  for  incentive  reimbursement  experi- 
ments. Such  experimentation,  authorized  by  the  1967  amendments,  is 
designed  to  test  alternative  methods  of  reimbursing  providers  and 
physicians,  under  Medicare  and  other  Federal  health  programs,  which 
might  lead  to  increased  efficiency  and  economy  in  providing  health 
services  without  adversely  affecting  their  quality.10 

A  particularly  important  ad  hoc  advisory  group  was  also  established 
in  fiscal  1968  on  the  recommendation  of  HIBAC.  The  Council  ex- 
pressed great  concern  over  the  increasing  escalation  of  charges  for 
services  under  the  medical  insurance  program  and  recommended  that 
a  special  group  of  experts  be  established  to  work  with  the  Bureau  of 
Health  Insurance  in  a  comprehensive  review  of  Bureau  policies  on 
reasonable  charge  determination  and  on  the  carriers'  application  of 
statutory,  regulatory,  and  administrative  provisions.  As  a  result,  an 
ad  hoc  work  group  on  reasonable  charge  determination  methodology 
was  established  in  April  1968. 11 

There  are,  finally,  three  continuing  advisory  groups,  which  were 
established  in  the  first  year  of  Medicare  operation  to  assure  effective 
coordination  between  the  Bureau  of  Health  Insurance  and  the  inter- 
mediaries and  carriers  regarding  policies  and  procedures  which  have 
an  impact  on  their  program  administration  responsibilities.  These 
three  groups  whose  representative  activity  is  undertaken  on  behalf  of 
the  entire  group  of  intermediaries  and  carriers  are :  the  Blue  Cross 

8  Section  1867(b)(2)  of  the  Social  Security  Act,  as  amended. 

9  The  report  was  presented  to  the  Secretary  in  December  1968  and  transmitted  to  the 
Congress  on  Jan.  3,  1960. 

10  Incentive  reimbursement  experimentation  activities  are  discussed  in  detail  on  pages 
58-60.  A  list  of  advisory  panel  members  appears  in  appendix  B. 

11  A  list  of  members  of  the  work  group  appears  in  appendix  B. 
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advisory  group,  representing  all  Bine  Cross  plans;  the  fiscal  inter- 
mediary group,  representing  all  fiscal  intermediaries  other  than  the 
Blue  Cross  jilans;  and  the  carrier  representative  group  representing 
all  50  carriers.  Representative  group  meetings  are  held  on  a  regularly 
scheduled  quarterly  basis.  The  consultative  activity  of  these  groups 
was  broadened  during  fiscal  1968  to  provide  for  earlier  involvement 
by  the  entire  group,  or  by  panels  of  experts  selected  by  the  group,  in 
the  development  of  Bureau  policies  and  procedures  on  technical  issues. 

B.  INTERMEDIARY  AND  CARRIER  PERFORMANCE 

From  the  point  of  view  of  beneficiaries  and  the  health  community, 
as  well  as  the  i^ublic  at  large,  the  performance  of  Medicare  is  sub- 
stantially the  performance  of  intermediaries  and  carriers.  It  is  their 
effectiveness  in  processing  claims,  in  communicating  program  policies 
and  procedures  to  the  public  and  in  establishing  relationships  with 
the  health  community,  which  shapes  the  public  and  professional  re- 
sponse to  the  program. 

Substantial  improvements  were  achieved  in  fiscal  1968  in  the  prompt- 
ness with  which  claims  were  handled,  in  the  development  of  more 
efficient  claims  procedures,  in  manpower  productivity  and  in  the  reduc- 
tion of  claims  processing  costs.  It  should  be  noted  that  much  of  this 
improvement  is  attributable  to  the  initiative  and  imagination  of  the 
intermediaries  and  carriers  in  solving  problems  of  procedure  and 
operation  in  the  face  of  extremely  heavy  workloads.  Within  general 
guidelines  issued  by  the  Social  Security  Administration,  the  inter- 
mediaries and  carriers  are  responsible  for  developing  effective  adminis- 
trative mechanisms  for  achieving  the  required  program  results.  This 
has  led  to  a  number  of  different  patterns  in  the  internal  administration 
and  Medicare  operations  of  the  intermediaries  and  carriers.  Much  of 
the  success  of  Medicare,  particularly  its  growing  acceptance  by  the 
health  community,  is  attributable  to  the  opportunities  presented  by 
such  an  administrative  pattern  for  intermediaries  and  carriers  to  de- 
velop uniquely  responsive  mechanisms  to  meet  the  variable  patterns 
in  the  Nation's  health  care  system. 

Description  of  the  intermediary  claims  process 

The  intermediary  claims  process  consists  basically  in  determining 
the  amount  of  program  reimbursement  which  is  due  to  providers  for 
covered  services  furnished  to  Medicare  beneficiaries  and  in  making 
periodic  payment  of  those  amounts  to  providers.12  There  are  two  as- 
spects  of  the  intermediary  claims  process  which  deserve  special  note. 
First,  program  reimbursement  to  providers  is  payment  for  the  reason- 
able costs  of  furnishing  covered  services  to  the  aggregate  of  bene- 
ficiaries receiving  such  services  from  the  provider  over  a  fiscal  period 
(usually  the  provider's  accounting  year) — not  payment  on  behalf  of 
each  beneficiary  for  the  covered  services  he  receives  as  an  individual 
patient.  Thus,  in  the  intermediary  claims  process,  the  provider,  rather 
than  the  beneficiary,  is  always  the  claimant.  Each  claim,  in  effect,  is 
a  bill  record  of  services  rendered,  which  is  accumulated  with  all  other 
such  records  from  that  provider  until  the  end  of  its  accounting  period 
when  a  final  cost  settlement  is  made  for  all  covered  services  rendered 


12  The  reasonable  cost  basis  for  provider  reimbursement  and  the  methods  of  payment 
are  described  on  pages  51-55. 
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by  the  provider  in  that  accounting  period.  Interim  payments,  in 
amounts  related  to  bills  submitted  by  the  provider,  are  made  through- 
out the  accounting  period,  subject  to  adjustment  on  the  final  settlement 
for  that  period. 

Secondly,  there  is  no  continuing  relationship  between  a  given  in- 
termediary and  an  individual  beneficiary.  A  relationship  is  established 
only  when  a  beneficiary  receives  services  from  a  provider  whose  pay- 
ments are  handled  by  that  intermediary.  The  beneficiary,  at  some  other 
point  of  time,  may  receive  services  from  a  different  provider  repre- 
sented by  a  different  intermediary.  Thus,  no  single  intermediary  can 
maintain  a  full  record  of  any  beneficiary's  use  of  hospital  insurance 
services.  Since,  in  general,  a  beneficiary's  current  eligibility  for  pro- 
vider services  depends  upon  the  extent  of  his  recent  utilization  of  other 
provider  services,  anywhere  in  the  Nation,  it  is  necessary  to  maintain 
a  master  utilization  record  so  that  prior  utilization  information  can 
be  made  immediately  available  as  needed.  A  master  utilization  record 
was,  therefore,  established  within  the  Social  Security  Administration 
to  which  intermediaries  are  linked  by  wire  communications  for  rapid 
query  of  the  central  records  whenever  eligibility  and  deductible  status 
information  is  required. 

The  basic  steps  in  the  intermediary  claims  process  can  be  briefly 
summarized  as  follows :  For  inpatient  hospital,  extended  care,  and 
home  health  services,  when  a  Medicare  beneficiary  is  admitted  to  a 
participating  hospital  or  extended  care  facility,  or  begins  a  plan  of 
care  from  a  home  health  agency,  the  provider  sends  the  intermediary 
an  admission  or  start-of-care  notice.  The  intermediary  queries  the 
Social  Security  Administration's  central  record  system,  which  replies 
giving  the  patient's  entitlement  and  deductible  status,  and  remaining 
eligibility  for  benefits.  The  intermediary  then  advises  the  provider  of 
the  patient's  eligibility  for  further  benefits  and  his  deductible  status. 
Admission  and  start-of-care  notices  are  sent  to  the  Social  Security 
Administration  by  teletype  or,  in  some  instances,  on  magnetic  tape,  or 
by  direct  magnetic  tape  to  magnetic  tape  transmission  over  high-speed 
wires.  Replies  can  usually  be  sent  to  the  intermediary  on  the  second 
working  day  after  a  request  for  eligibility  information  has  been  made. 

During  the  course  of  treatment,  or  after  beneficiaries  are  discharged 
from  the  hospital  or  extended  care  facility  or  complete  a  course  of 
home  health  treatments,  the  provider  submits  claims  to  the  inter- 
mediary for  interim  payment,  subject  to  final  settlement  at  the  end  of 
the  accounting  period.  Utilization  data  are  forwarded  to  the  Social 
Security  Administration  so  that  the  central  records  may  be  updated  to 
provide  accurate  information  in  replying  to  subsequent  notices  of  ad- 
mission or  starts  of  home  health  care.  As  part  of  the  updating  process, 
explanation  of  benefit  notices  are  prepared  and  sent  to  the  beneficiaries 
to  inform  them  of  services  paid  for  by  the  program  and  the  balance  of 
inpatient  days  or  home  health  visits  for  the  current  benefit  period. 

For  outpatient  hospital  benefits  (and  other  services  furnished  by 
providers  which  are  covered  under  the  medical  insurance  program), 
claims  are  submitted  to  the  intermediary,  usually  upon  completion 
of  services.  Since  eligibility  for  payment  and  the  determination  of 
the  amount  payable  depend  upon  the  deductible  status  of  the  bene- 
ficiary, the  intermediary  queries  the  Social  Security  Administration 
central  records  for  deductible  status.  (If,  on  the  basis  of  a  previous 
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query  for  other  covered  part  B  services,  the  intermediary  has  already 
been  advised  that  the  deductible  has  been  met,  the  intermediary  does 
not  need  to  make  a  further  request  for  the  remainder  of  the  calendar 
year.)  The  intermediary  then  computes  the  amount  of  payment  due 
the  provider  and  makes  payment  on  the  basis  of  reasonable  cost.  A 
record  of  payment  is  transmitted  to  the  Social  Security  Administra- 
tion and  an  explanation  of  benefits  is  sent  to  the  beneficiary. 

Under  a  special  provision  of  the  1967  amendments,  hospitals  are 
allowed  to  collect  the  full  amount  of  outpatient  charges  from  a  bene- 
ficiary if  they  are  $50  or  less,  when  they  cannot  determine  his  deductible 
status  at  the  time  of  collection.  Where  such  a  payment  is  made  by  the 
beneficiary  and  the  subsequent  query  reply  from  the  Social  Security 
Administration  indicates  that  all  or  part  of  the  deductible  has  pre- 
viously been  met,  the  intermediary  can  make  payment  directly  to  the 
beneficiary  to  compensate  for  the  amount  of  his  overpayment  to  the 
provider.  Such  beneficiary  overpayments  to  the  provider  are  taken 
into  account  in  the  final  cost  settlement  by  the  intermediary  at  the  end 
of  the  provider's  accounting  period. 

Improvements  in  the  intermediary  claims  process 

The  intermediary  claims  process  showed  substantial  improvement 
during  Medicare's  second  year,  as  many  of  the  early  operational  prob- 
lems were  resolved.  By  the  end  of  fiscal  1968  the  claim  processing  time 
for  inpatient  hospital  claims — the  largest  portion  of  their  workload — 
was  reduced  to  slightly  less  than  11  days.  Combined  with  the  fact  that 
virtually  all  intermediaries  by  the  end  of  the  year  were  making  interim 
payments  to  providers  at  intervals  of  1  week  or  less,  there  have  been 
very  few  problems  among  providers  regarding  cash  flow. 

Some  initial  problems  developed  in  processing  outpatient  hospital 
claims,  however.  The  1967  amendments  provided  that  effective  on  and 
after  April  1, 1968,  all  outpatient  services  would  be  covered  only  under 
the  medical  insurance  program.  Prior  to  April  1,  outpatient  hospital 
diagnostic  services  were  covered  under  hospital  insurance,  with  a  com- 
plex deductible  provision  and  a  time  limitation  which  was  difficult  to 
administer.  The  1967  amendment  change  greatly  simplified  outpatient 
coverage  for  beneficiaries  and  significantly  reduced  billing  problems 
for  hospitals.  Because  of  required  intermediary  claims  processing  and 
systems  changes,  a  backlog  of  unprocessed  outpatient  claims  began 
accumulating  shortly  after  April  1,  but  steadily  improving  interme- 
diary capacity  toward  the  end  of  the  fiscal  year  permitted  processing 
of  these  claims  within  30  days  on  the  average. 

A  total  of  13,529,200  claims  were  processed  in  fiscal  1968 — an  in- 
crease of  4,574,100  or  51.1  percent  over  the  preceding  year.  With  the 
increase  of  workloads  in  fiscal  1968,  intermediary  manpower  needs 
also  were  greater  as  reflected  by  a  43  percent  increase  in  staff  (exclud- 
ing audit  staff)  over  the  prior  year.  The  smaller  percentage  increase  in 
manpower  compared  with  the  increase  in  claims  processed  reflects  im- 
proved productivity  per  man-year,  which  advanced  by  5.6  percent,  to 
2,715  claims  processed  per  man-year.  At  the  same  time,  the  unit  cost 
of  processing  a  claim  dropped  from  $3.36  in  fiscal  1967  to  $3.13  in 
fiscal  1968 — a  reduction  of  6.8  percent. 
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Comparisons  between  1967  and  1968  in  significant  areas  of  adminis- 
trative performance  by  intermediaries  are  shown  in  the  following 
table : 


Part  A  intermediaries  (excluding  provider 
auditing) 

Total  fiscal  year 
1967 

Total  fiscal  year 
1968 

Net  difference 

Percent 
change 

Claims  processed    

Administrative  cost    

Average  manpower...  ._   ._  

Unit  cost    

Productivity  per  man-year  

8,955,100 
$30, 122,000 
3,485.0 
$3.  36 
2,570 

13,  529,  200 
$42,  284,  000 
4, 983.  0 
$3. 13 
2,715 

4,  574,  100 
$12,162,000 
1,498.0 
-$.  23 
145 

51. 1 
40.  4 
43.0 
-6.8 
5.6 

It  should  be  noted  that  fiscal  1967  represented  the  beginning  of  the 
program  when  extensive  amounts  of  time  were  spent  acquiring  neces- 
sary staff  and  equipment  and  in  establishing  effective  claims  proce- 
dures. During  the.  first  half  of  fiscal  1967,  there  was  not  a  significant 
workload  because  of  the  lag  between  discharges  and  submission  of 
bills  by  providers.  It  took  about  6  months  for  the  pipeline  to  fill  so 
that  claims  were  flowing  into  the  intermediaries  on  a  steady  basis.  In 
addition,  extended  care  coverage  did  not  begin  until  the  second  half 
of  fiscal  1967.  Consequently,  the  comparisons  in  the  above  table  must 
take  into  account  that  fiscal  1968  was  the  first  full  year  of  normal  oper- 
ations and  that  fiscal  1967  is  not  a  representative  base  year. 

One  of  the  most  intensive  areas  of  intermediary  activity  during  the 
year  was  in  securing  cost  reports  from  the  providers  for  their  first  ac- 
counting period.  Most  intermediaries  have  encountered  difficulties  in 
this  area,  primarily  because  for  many  providers  this  has  been  their 
first  experience  in  submitting  such  detailed  cost  statements.  As  the 
fiscal  year  progressed,  intermediary  efforts  began  to  show  results.  As 
of  June  30,  1968,  intermediaries  had  received  83  percent  of  the  6,800 
hospital  cost  reports  due  for  the  first  accounting  period. 

Upon  receipt  of  cost  statements,  intermediaries  are  required  to  un- 
dertake an  audit  review  of  each  statement,  either  through  their  own 
resources  or  under  contracts  with  private  firms.  By  June  30,  1968, 
audits  had  been  initiated  on  almost  80  percent  of  the  cost  reports  re- 
ceived. Field  audits  had  been  completed  on  a  little  over  60  percent  of 
those  started,  and  final  settlements  had  been  made  on  slightly  over  40 
percent  of  the  audited  hospital  cost,  reports. 

As  the  audit  program  progressed,  problems  were  identified  which 
were  retarding  the  rate  of  audit  completion.  Tailoring  an  audit  pro- 
gram which  is  applicable  to  providers  whose  size  and  recordkeeping 
capability  varied  widely  posed  several  policy  and  procedural  prob- 
lems. The  need  to  perform  Medicare  audits  for  over  13,000  providers 
(hospitals,  home  health  agencies,  and  extended  care  facilities)  has 
placed  a  considerable  burden  on  the  existing  audit  capability  of  the 
Nation.  The  newness  and  scope  of  the  Medicare  audit  program  pre- 
cluded as  rapid  implementation  as  desirable  in  fiscal  year  1968. 

Intermediaries  and  the  Social  Security  Administration,  with  coun- 
seling assistance  from  groups  such  as  the  American  Institute  of  Certi- 
fied Public  Accountants  (AICPA)  and  the  American  Hospital  Asso- 
ciation (AHA),  directed  their  resources  toward  resolution  of  these 
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problems.  Studies  were  made  to  determine  causes  for  delays  at  various 
stages  of  the  audit  cycle.  As  a  result  of  these  studies,  modifications 
have  been  made  in  the  policies  and  procedures  which  are  designed  to 
simplify  and  expedite  provider  audit  activity.  While  there  remain 
areas  in  which  further  modifications  are  to  be  made,  a  number  of  steps 
were  taken  in  fiscal  year  1968  to  expedite  filing  of  cost  reports,  to  im- 
prove audit  subcontracting  procedures,  and  to  tailor  the  scope  of 
audits  to  the  needs  of  individual  providers. 

Special  open  item  project 

Although  it  affects  only  a  small  number  of  claims,  one  of  the  most 
difficult  operational  problems  in  the  intermediary  process  in  fiscal 
1968  was  that  of  open  items.  Because  a  beneficiary's  current  eligibility 
for  hospital  insurance  benefits  is  determined  by  his  prior  use  of  such 
benefits,  providers  need  to  confirm  how  much  eligibility  a  beneficiary 
has  before  they  can  be  assured  of  payment  for  the  services  they  will 
render.  Thus,  for  every  admission  or  start  of  care  notice  from  the  pro- 
vider, the  intermediary  queries  the  central  record  system  in  Baltimore 
to  determine  the  number  of  days  of  care  or  home  health  visits  for 
which  the  patient  is  currently  eligible.  Unless  the  central  record  system 
has  received  a  hospital  or  extended  care  facility  discharge  notice  or 
termination  of  home  health  care  notice  for  any  previous  services  in 
the  same  benefit  category,  it  must  reply  to  the  query  by  indicating  that 
a  prior  admission  or  start  of  care  entry  has  not  been  closed  and  the 
current  eligibility  status  of  the  beneficiary  for  additional  services  of 
that  type  is  not  reportable.  When  such  open  items  occur,  a  considerable 
additional  effort  is  involved  in  establishing  a  completed  record  for  the 
prior  service.  In  many  cases  the  discharge  or  termination  of  care  has 
long  since  occurred,  but  the  proper  notice  has  not  been  transmitted 
from  the  intermediary  to  the  central  record  system,  due  to  delays  in 
final  bill  submittal  or  timelags  involved  in  bill  processing,  transmis- 
sion to  the  central  record,  or  data  recording. 

A  special  study  was  undertaken  in  the  spring  of  1968  to  determine 
whether  hospital  submittal  of  a  punchcard  notice  directly  to  the  cen- 
tral record  system  at  the  time  of  discharge  could  significantly  reduce 
the  open  item  problem.  All  hospitals  in  Connecticut  cooperated  in  the 
study.  Analysis  of  the  data  is  not  yet  complete,  but  preliminary  indi- 
cations are  that  the  procedure  can  substantially  reduce  the  time  period 
between  discharge  and  the  computer  entry  of  this  information,  with- 
out any  undue  burden  on  providers  or  added  complexity  in  the  inter- 
mediary claim  process.  Planning  is  now  underway  to  apply  the  new 
procedure  on  a  national  basis  before  the  end  of  fiscal  1969. 

Description  of  carrier  claims  process 

The  carrier  receives  all  claims  for  reimbursement  of  reasonable 
charges  for  physicians'  services  and  other  covered  medical  services 
reimbursable  on  a  charge  basis.  These  claims  may  or  may  not  be  ac- 
companied by  copies  of  physicians'  or  suppliers'  bills,  depending  upon 
whether  the  beneficiary  completes  the  claim  form  himself  and  attaches 
bills  he  has  received  or  whether  the  claim  is  completed  by  the  physician 
or  supplier  under  assignment  or  as  an  assistance  to  the  claimant.  Every 
claim  received  by  the  carrier  requires  two  determinations  in  respect  to 
each  distinct  service  furnished  the  beneficiary.  First,  a  determination 
must  be  made  as  to  whether  the  service  i9  covered.  If  the  service  is 
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covered,  then  a  determination  must  be  made  as  to  the  reasonable 
charge  for  that  service.  The  efficiency  of  the  carrier  claims  process  is, 
therefore,  greatly  dependent  upon  securing  detailed  itemization  of 
services  rendered  as  well  as  the  carrier's  maintenance  of  accurate  and 
current  information  concerning  independent  physician  and  supplier 
charge  patterns  for  similar  services  to  other  patients  in  the  same 
locality. 

To  assure  completeness  of  claims,  the  carriers,  through  a  continuing 
professional  relations  program  with  physicians  and  their  office  assist- 
ants, have  encouraged  the  completion  of  claim  forms  in  the  physician's 
office  whether  or  not  the  physician  takes  assignment.  On  a  national 
basis,  for  June  1968,  61.8  percent  of  the  claims  received  involving 
physician  services  (other  than  hospital-based  physicians),  were  taken 
on  assignment.  In  accepting  assignment,  the  physician  agrees  to  accept 
the  reasonable  charge  determined  by  the  carrier  as  his  full  charge  for 
the  services  involved.  Some  physicians  accept  assignment  for  all  bills 
rendered  Medicare  beneficiaries  while  others  accept  assignment  in  in- 
dividual situations. 

The  basic  steps  in  the  carrier  claims  process  can  be  briefly  summa- 
rized as  follows :  Upon  receipt  of  claims,  controls  are  established  to 
assure  proper  disposition  and  to  permit  location  of  claims  in  the 
event  of  inquiry.  Claims  are  reviewed  for  coverage  of  services  and  for 
completeness  of  information  and  are  then  moved  on  for  the  determina- 
tion of  reasonable  charges.  This  is  accomplished  by  comparing  the 
bill  charges  with  customary  charges  of  the  physician  for  such  services 
and  the  prevailing  charge  established  in  the  locality  for  similar  serv- 
ices. Increasingly,  this  action  is  accomplished  through  a  computer 
process  in  order  to  handle  the  volume  of  claims  expeditiously  and 
economically. 

It  should  be  noted  that  each  carrier  receives  claims  for  payment  of 
medical  insurance  benefits  provided  by  physicians  or  suppliers  located 
within  its  geographic  area.  This  continuity  of  relationship  between 
the  carrier  and  the  physicians  and  suppliers  in  a  geographical  area 
is  essential  for  the  establishment  and  maintenance  of  customary  and 
prevailing  charge  data. 

As  in  the  hospital  insurance  program,  SSA  maintains  a  master 
eligibility  and  utilization  record  of  all  medical  insurance  enrollees.  An 
important  step  in  the  claims  process  requires  the  carrier  to  determine 
current  eligibility  of  the  claimant  for  benefits  and  whether  or  not  the 
claimant  has  met  the  current  year  deductible.  If  the  carrier  has  proc- 
essed claims  for  services  to  the  individual  beneficiary  earlier  in  the 
year,  it  may  have  information  in  its  history  file  regarding  the  status 
of  the  deductible.  If  not,  it  queries  the  SSA  master  record  transmitting 
essential  identifying  information  and  the  amount  of  the  reasonable 
charge,  using  the  same  transmittal  facilities  as  are  available  for  inter- 
mediaries in  Part  A.  SSA  in  updating  the  master  record  responds  to 
the  query,  generally  within  24  hours,  verifying  eligibility  and  identi- 
fying the  amount  of  the  deductible  remaining  to  be  satisfied.  The 
carrier  then  makes  the  appropriate  payment  to  the  physician  or  sup- 
plier if  an  assignment  has  been  taken  or,  if  not,  to  the  beneficiary.  An 
explanation  of  the  action  taken  on  the  claim,  and  the  computation  of 
the  benefit  payment,  if  any,  is  sent  to  the  beneficiary,  and  in  assign- 
ment cases,  to  the  physician  or  supplier  with  a  copy  to  the  beneficiary. 
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Improvements  in  the  carrier  claims  process 

Generally  speaking,  by  the  end  of  Medicare's  second  year,  the  car- 
rier staffs  were  more  experienced  and  better  trained.  Also,  most  of 
the  earlier  major  systems  and  procedural  problems  involved  in  the 
basic  claims  processing  operations  were  sufficiently  resolved  so  that, 
for  most  carriers,  acceptable  levels  of  productivity  and  claims  proc- 
essing time  had  been  achieved. 

Carriers  during  fiscal  1968  were,  therefore,  able  to  devote  greater 
attention  to  refining  and  perfecting  more  sophisticated  systems,  and 
several  carriers  which  up  to  that  time  had  relied  on  entirely  manual 
operations  began  to  convert  to  partial  or  completely  automated  claims 
processing  systems.  Effective  electronic  data  processing  systems  will 
enable  carriers  to  further  reduce  claims  processing  time  and  thereby 
improve  service  to  beneficiaries  as  well  as  to  eventually  realize  admin- 
istrative cost  savings  through  the  efficiency  of  automated  systems.  In 
addition,  such  systems  can,  far  more  efficiently  than  manual  systems, 
incorporate  quality  control  indicators  as  management  devices  to  aid 
in  achieving  more  effective  administration. 

A  great  deal  of  emphasis  during  fiscal  1968  was  placed  on  insuring 
that  there  were  adequate  safeguards  in  every  carrier's  system  to  detect 
duplicate  claims  and  thereby  prevent  duplicate  payments.  The  broad 
range  of  covered  services  and  large  volumes  of  claims  under  Part  B,  the 
provisions  for  assigned  and  nonassigned  claims,  and  the  advanced  age 
of  the  beneficiaries  which  sometimes  leads  to  confusion  as  to  claims 
form  completion  and  submittal,  all  combine  to  create  a  potential  for 
duplicate  claims  and  payments  not  ordinarily  found  in  other  health 
insurance  programs.  While  all  carriers  had  some  duplicate  claims  de- 
tection procedures  established  prior  to  Medicare  in  respect  to  their 
private  programs,  many  such  systems  had  to  be  improved  or  revised  to 
make  them  adequate  to  meet  the  increased  demands  occasioned  by  the 
Medicare  program.  SSA  participated  in  experimenting  and  testing 
with  different  carriers  to  determine  the  most  effective  type  of  computer- 
ized screens  to  detect  duplicate  claims,  and  also  to  identify  the  major 
causes  of  duplicate  claims  so  that  eventually,  instead  of  relying  on 
detecting  duplicate  claims  upon  receipt,  they  can  be  cut  off  at  the 
source.  During  fiscal  1968,  after  consultation  with  the  carrier  represent- 
ation, irromi,  SSA  issued  criteria  which  carriers  were  to  follow  in  struc- 
turing duplicate  claims  detection  systems  and  at  the  same  time  estab- 
lished a  reporting  system  under  which  carriers  will  furnish  SSA  in- 
formation on  their  progress  in  implementing  their  systems  and  on  the 
volume  of  duplicate  claims  detected.  This,  combined  with  soon-to-be- 
initiated  claims  processing  validation  tests  and  SSA's  continuing  car- 
rier performance  reviews  should  substantially  reduce  the  duplicate 
payment  problem. 

The  progress  of  all  of  the  50  carriers  in  establishing  effective  claims 
systems  and  improving  their  level  of  general  performance  has  not,  of 
course,  been  the  same.  There  were  some  carriers  which  experienced 
unique  or  greater  problems  during  the  "tooling-up"  period  and  which, 
consequently,  had  difficulty  in  keeping  workloads  current  during  the 
early  months  of  the  program.  In  certain  areas  of  the  country  carriers 
were  faced  with  shortages  of  experienced  personnel  when  recruiting 
and  consequently  it  took  these  carriers  longer  to  train  their  staffs.  Some 
carriers  experienced  unexpected  problems  when  converting  from  man- 
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ual  to  automated  systems  which  they  eventually  overcame,  but  the  time 
required  varied.  Still  others  were  faced  with  unexpected  heavy  work- 
loads. Toward  the  end  of  fiscal  1968  there  were  a  few  carriers  whose 
performance  could  be  considered  to  be  at  best  still  only  marginal,  and 
SSA  had  to  decide  whether  to  continue  the  contracts  with  these  few 
carriers.  After  considering  all  of  the  factors  involved,  the  decision 
was  made  to  renew  the  contracts  with  these  few  marginal  carriers  for 
at  least  the  first  6  months  of  fiscal  1969. 

The  decision  to  renew  a  particular  carrier's  contract  is  not  primarily 
related  to  the  availability  of  a  capable  organization  willing  to  handle 
the  particular  workload.  As  witnessed  by  the  140  proposals  originally 
received  from  a  variety  of  health  insurance  organizations  to  serve  as 
carriers,  there  'are  many  willing  organizations  which  are  available  to 
serve  as  carriers.  However,  the  matter  of  introducing  'a  new  organiza- 
tion to  replace  a  carrier — or  even  to  assume  jmrt  of  its  workload — 
is  a  step  which  would  not  be  without  significant  problems  even  if  the 
new  organization  were  one  which  was  already  serving  as  a  carrier  in 
•another  area.  Any  new  carrier  would  have  to  overcome  the  same 
"tooling-up"  problems  that  all  carriers  experienced  originally  (that 
is,  hiring  and  training  staff,  acquiring  equipment,  and  so  forth)  and 
these  problems  would  be  considerable  and  costly,  notwithstanding 
SSA's  and  the  replacement  carrier's  ability.  In  short,  no  organization 
has  the  instant  capability  to  take  over  any  carrier's  workload. 

Prior  to  their  selections,  the  50  organizations  currently  serving  as 
carriers  were  evaluated  very  carefully  and  extensively  at  the  time  of 
selection  against  a  set  of  criteria  developed  expressly  to  meet  the 
needs  of  the  Medicare  program.  These  criteria  include  potential  ability 
to  process  the  expected  volume  of  work,  ability,  and  experience  in 
determining  reasonable  charges  for  physicians'  services,  and  the  extent 
and  substance  of  the  organization's  relations  with  the  professional 
community  in  a  particular  geographic  area.  The  50  carriers  selected 
had  the  greatest  potential  for  doing  the  job  based  on  their  overall 
organization  and  experience,  and  while  some  carriers  experienced 
greater  difficulties  than  did  others  in  discharging  their  responsibilities, 
it  was  felt  that  they  had  the  potential  to  perform  effectively.  The 
results  of  the  priority  attention  given  to  the  few  marginal  carriers 
after  their  contract  renewal  appears  to  demonstrate,  in  most  instances, 
that  the  decision  to  retain  these  carriers  (as  opposed  to  having  risked 
seriously  disrupting  the  program  in  replacing  them)  was  a  sound 
one. 

Carriers  processed  a  total  of  33,779,200  claims  in  fiscal  1968,  an 
increase  of  96.7  percent  over  fiscal  1967's  total  of  17,177,000.  Man- 
power, although  increasing  a  significant  53  percent,  was  far  under  the 
percentage  increase  in  the  number  of  claims  processed.  Carriers  gen- 
erally had  better  trained  staffs  during  the  second  year  of  operations, 
and  many  operating  problems  had  been  solved.  This  resulted  in  a 
gratifying  gain  in  productivity  per  man-year  to  2,915  claims — an  in- 
crease of  28.5  percent  over  fiscal  1967.  The  unit  cost  decreased  from 
$3.52  in  fiscal  year  1967  to  $2.91  in  fiscal  year  1968 — a  reduction  of 
17.3  percent. 

During  the  fourth  quarter,  unit  costs  increased  somewhat  over  the 
third  quarter  while  productivity  per  man-year  declined.  These  changes 
reflect  remedial  actions  by  some  carriers  to  improve  the  quality  of 
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work — particularly  in  the  areas  of  reasonable  charge  determinations, 
detection  of  duplicate  payments,  and  improved  case  control  systems. 

In  the  following  table,  comparing  fiscal  year  1968  carrier  processing 
results  with  the  preceding  year,  it  must  be  kept  in  mind  that  the  first 
6  months  of  fiscal  1967  was  an  abnormal  period  characterized  by  low 
workloads  and  high  unit  costs  due  to  low  productivity  and  recruiting 
and  training  activities.  Thus,  fiscal  1967  is  not  a  representative  "base 
year"  against  which  fiscal  1968  activities  can  be  accurately  compared 
in  all  respects. 


Part  B  carriers  (including  RR  Board) 

Total  fiscal 
year  1967 

Total  fiscal 
year  1968 

Net 
difference 

Percent 
change 

Claims  processed   

Administrative  cost  

Average  manpower.  . 

Unit  cost...  ...   

Productivity  per  man-year   

17,177,000 
$60, 442, 000 
7,  573. 0 
$3.  52 
2, 268 

33,779, 200 
$98, 178, 000 
11,589.0 
$2.91 
2,915 

16, 602, 200 
$37, 736, 000 
4,016 
-$.61 
647 

96.7 
62.4 
53.0 
-17.3 
28.  5 

Part  B  model  system 

The  50  part  B  carriers,  operating  in  77  locations,  process  Medicare 
claims  through  a  variety  of  systems.  Most  carriers  have  employed  com- 
puters and  automated  systems  in  an  effort  to  reduce  the  paperwork 
and  clerical  operations  required  in  processing  the  very  large  volume 
workloads  resulting  from  Medicare.  The  automated  systems  vary  in 
their  design,  effectiveness,  and  success  in  accomplishing  program  ob- 
jectives. Many  of  the  automated  systems  do  an  excellent  job  in  one  or 
more  aspects,  but  no  single  carrier  system  as  yet  fully  serves  all  pro- 
gram goals. 

The  few  carriers  who  are  not  automated  plan  to  do  so  at  an  early 
date.  Many  of  the  carriers  with  automated  systems  are  planning  to 
redesign  their  systems.  And,  as  legislation,  policy  decisions,  and  ad- 
ministrative actions  almost  always  require  systems  changes,  there  is 
constant  activity  in  designing,  redesigning,  and  programing  carriers' 
systems.  Costs  of  such  activity  are  substantial  in  individual  situations 
a  nd  quite  large  in  the  aggregate. 

In  an  effort  to  reduce  costs  in  the  long  run,  and  to  make  a  model 
system  available  to  carriers  that  have  not  yet  achieved  a  fully  effective 
automated  processing  system,  the  Administration,  in  collaboration 
with  the  Pilot  Life  Insurance  Co.  of  North  Carolina,  has  undertaken 
the  development  of  a  fully  automated  claim  processing  system.  The 
system  is  being  installed  at  Pilot  and  as  soon  as  sufficient  experience  is 
gained,  the  model  system  will  be  made  available  at  no  further  cost  to 
other  carriers.  The  system  is  being  designed  in  modules,  or  segments, 
which  can  be  installed  one  at  a  time,  and  the  computer  programs  will 
be  written  in  COBOL  (COmmon  Business-Oriented  Language)  so 
that  they  can  be  readily  adapted  for  most  makes  of  equipment. 

Work  on  the  model  system  has  been  on  schedule  so  far  and  there  is 
reasonable  expectation  that  the  first  modules  of  the  system  will  be  in 
operation  at  Pilot  in  early  1969,  with  the  total  system  installed  and 
operating  by  June  1969. 

All  carriers  have  been  kept  informed  of  progress  on  the  model  sys- 
tem and  many  carriers  have  expressed  strong  interest  in  adopting  all 
or  part  of  the  system  as  soon  as  it  becomes  available. 
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Improvement  in  the  direct  reimbursement  claims  process 

The  great  majority  of  providers  chose  to  receive  Medicare  payments 
through  the  selection  of  an  intermediary.  A  few,  however,  did  not 
exercise  the  option  to  designate  an  intermediary  and,  hence,  deal  di- 
rectly with  the  Social  Security  Administration.  Most  of  these  provid- 
ers represent  State  and  municipal  facilities  and  agencies  operating  as 
part  of  a  governmental  structure.  As  of  June  30,  1968,  236  hospitals, 
35  extended-care  facilities,  and  29  home-health  agencies  were  sub- 
mitting bills  to  the  Social  Security  Administration.  A  direct  reim- 
bursement branch  was  established  in  the  Bureau  of  Health  Insurance 
to  process  this  workload. 

The  direct  reimbursement  branch  now  processes  approximately  1 
percent  of  the  national  part  A  workload.  Because  the  direct  reim- 
bursement branch  has  a  carrier  function  only  in  respect  to  provider- 
based  physician  billings  from  governmental  institutions,  workload 
comparisons  with  other  carriers  is  not  meaningful.  In  fiscal  year  1968, 
the  direct  reimbursement  branch  workload  increased  more  than  180 
percent  from  the  preceding  year,  from  118,028  to  330,614  claims 
processed. 

The  processing  of  notices  of  admission  and  starts  of  care  from  direct 
dealing  providers  follows  the  same  steps  as  in  the  intermediary  proc- 
ess. The  direct  reimbursement  branch  encounters  some  special  prob- 
lems, however,  because  of  the  fact  that  most  direct  dealing  providers 
have  not  regularly  received  insurance  payments  from  third-party 
payers  in  the  past  and  they  are  not,  therefore,  as  experienced  as  other 
providers  in  submitting  proper  information,  preparing  required  bill- 
ings or  maintaining  necessary  record  systems.  In  addition,  it  is  some- 
what more  difficult  for  the  direct  reimbursement  branch  to  communi- 
cate directly  with  providers  to  clarify  problem  areas  and  to  conduct 
training  programs,  as  other  intermediaries  have,  because  they  are  so 
widely  dispersed  geographically  in  respect  to  the  claims  processing 
function  in  Baltimore.  During  fiscal  year  1968,  however,  through  the 
use  of  regional  and  district  office  personnel  in  personal  contracts  with 
direct  dealing  providers,  the  direct  reimbursement  branch  made  con- 
siderable progress  in  improving  the  accuracy  of  notices  of  admission 
and  starts  of  care  and  in  securing  timely  billings.  A  number  of  in- 
ternal improvements  have  also  been  made  in  improving  the  claims 
review  function  of  the  direct  reimbursement  branch,  through  com- 
puterization of  certain  processing  steps  and  intensive  training  of 
claims  review  staff. 

All  of  these  improvements  resulted  in  a  reduction  of  average  claims 
processing  time  from  4.8  weeks  at  the  beginning  of  fiscal  year  1968  to 
2.2  weeks  at  the  end  of  the  year. 

Reviewing  intermediary  and  carrier  performance 

The  Bureau  of  Health  Insurance  has  spent  considerable  staff  time 
reviewing  various  indices  of  performance  with  intermediaries  and  car- 
riers to  assure  that  their  operations  are  efficient  and  economical  as  well 
as,  where  necessary,  to  furnish  assistance  to  those  companies  which, 
in  one  aspect  or  another,  are  not  meeting  performance  standards.  Four 
separate  closely  coordinated  plans  have  been  established  for  covering 
specific  aspects  of  total  operations.  The  four  systems  are  :  performance 
review,  contractor  operations  analysis  system,  financial  management, 
and  audits  by  the  DHEW  audit  agency.  In  addition,  special  technical 
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assistance  is  available  for  specific  problems.  The  total  system  is  con- 
stantly reviewed  and,  as  necessary,  modified  to  assure  that  it  is  an  effec- 
tive tool  for  comparing  intermediary  and  carrier  performance  with 
predetermined  objectives  and  norms. 

The  result  of  these  efforts  is  an  ability  to  determine  with  reasonable 
promptness  where  problems  exist  so  that  corrective  action  can  be  taken. 
Appropriate  staff  then  concentrate  on  these  areas,  working  closely 
with  specific  intermediaries  and  carriers  to  resolve  problems  before 
they  become  serious. 

Contract  performance  review 

An  important  device  for  providing  intermediaries  and  carriers  with 
an  independent  review  of  their  performance  is  the  contract  perform- 
ance review.  This  activity  was  implemented  in  January  1967.  Through 
June  30,  1968,  onsite  performance  reviews  had  been  made  at  over  90 
intermediary  and  carrier  claims  processing  centers. 

The  Bureau  of  Health  Insurance  review  team  spends  from  3  to  5 
days  discussing  operational  problems  with  intermediary  or  carrier 
management  as  well  as  actually  observing  procedures,  examining  rec- 
ords, and  interviewing  appropriate  personnel  at  all  levels.  Indepth 
study  is  made  of  personnel  and  management  practices;  claims  proc- 
essing; program  integrity;  application  of  reimbursement  principles; 
professional  relations ;  and  beneficiary  services. 

A  most  important  aspect  of  the  performance  review  is  the  exit  inter- 
view. At  that  time  the  team's  findings  are  j)resented  orally  for  con- 
sideration by  the  management  of  the  intermediary  or  carrier.  In  this 
setting  the  Bureau  of  Health  Insurance  team  and  the  contractor's  man- 
agement, consult  together  concerning  appropriate  measures  to  improve 
any  areas  of  operation  which  the  review  has  revealed  are  in  need  of 
remedial  action. 

Subsequent  to  the  review  the  team  prepares  a  report  including  find- 
ings and  recommendations  for  improvement  which  serves  as  a  refer- 
ence document  for  the  intermediary  and  carrier  in  working  to  over- 
come any  problems  noted  during  the  review.  Since  recommendations 
for  improvement  may  often  require  extensive  operational  modifica- 
tions and,  consequently,  considerable  time  for  implementation,  appro- 
priate followups  are  made  to  determine  any  difficulties  that  the  inter- 
mediary or  carrier  has  in  implementing  such  recommendations.  These 
followup  discussions  are  the  responsibility  of  the  Bureau  of  Health 
Insurance  regional  office  staff  who  are  able  to  offer  any  additional 
consultation  in  making  agreed-upon  changes. 

The  performance  review  activity  affords  the  Bureau  of  Health  Insur- 
ance the  opportunity  to  provide  each  intermediary  and  carrier  with 
the  benefit  of  the  problem-solving  experience  of  other  organizations 
also  serving  the  health  insurance  program.  By  the  same  token,  as  a 
result  of  the  individual  reviews,  ideas  are  generated  for  various  modi- 
fications which  will  simplify  operations,  reduce  costs,  and  provide 
better  sendee.  In  furtherance  of  this  objective,  plans  are  being  devel- 
oped to  publish  findings  and  recommendations  which  would  apply  in 
general  to  intermediary  and  carrier  operations  and  which  would,  in 
addition,  generate  ideas  from  intermediaries  and  carriers  that  could 
prove  useful  in  overall  health  insurance  administration. 
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Contractor  operations  analysis 

Intermediaries  and  carriers  submit  several  types  of  reports,  both 
workload  and  financial,  on  a  monthly  or  quarterly  basis  as  appropriate. 
These  reports,  when  analyzed  together,  measure  the  operations  per- 
formed in  terms  of  work  units  and  the  manpower  and  costs  required  in 
that  performance.  The  monthly  workload  reports  reflect  not  only  the 
quantity  of  work  being  performed,  but  also  the  timeliness  of  perform- 
ance and  the  complexity  involved.  Quantity  is  measured  grossly  in 
units  received  and  cleared,  whereas  currency  of  performance  is  re- 
flected in  terms  of  workload  backlogs  and  the  quantity  of  cases  pending 
over  30  days.  The  complexity  of  work  performed  is  indicated  through 
the  breakdown  of  claims  by  type.  For  example,  the  breakout  for  Part 
A  identifies  bills  submited  by  type  of  provider,  i.e.,  inpatient  hospital, 
outpatient  hospital,  extended  care  facility  and  home  health  agency. 
The  breakout  for  Part  B  identifies  claims  assigned,  claims  not  assigned, 
as  well  as  hospital-based  and  group  practice  prepayment  plan  physi- 
cian service  claims.  Also,  complexity  is  measured  by  counts  of  cases 
which  have  to  be  returned  for  additional  information  or  otherwise 
investigated  before  processing  can  be  completed. 

The  basic  objective  of  the  monitoring  system  is  to  summarize  the 
most  pertinent  data  from  various  sources  on  an  individual  company 
basis  and  in  terms  of  national  averages  or  pars  for  comparison  pur- 
poses. Also,  other  pertinent  information  gleaned  from  correspondence 
and  personal  contacts  is  included  in  the  reports.  Significant  differences 
between  individual  company  performance  and  national  averages  or 
pars  are  identified  and  referred  to  regional  offices  for  further  attention. 

In  addition  to  monitoring  the  information  flowing  into  central  office, 
performance  areas  are  selected  on  a  monthly  or  bimonthly  basis  for 
indepth  analysis.  In  the  course  of  a  year,  approximately  eight  topics 
will  be  covered  by  this  close  scrutiny.  This  work  is  completed  largely 
by  field  personnel  by  means  of  onsite  visits.  In  this  way,  activities 
which  do  not  receive  direct  attention  during  the  course  of  the  regular 
review  process  are  given  a  more  intensive  review. 

These  contract  monitor  reports  are  furnished  to  top  management 
as  a  quick  reference  to  determine  the  position  of  each  intermediary 
and  carrier  with  respect  to  the  more  significant  yardsticks  available, 
and  are  indicators  of  trouble  spots.  Under  this  system,  the  Bureau  of 
Health  Insurance  can  determine  at  a  glance  how  an  intermediary  or 
carrier  is  progressing  and  what,  if  any,  deficiencies  are  present.  By 
means  of  this  monitoring  system,  problems  can  be  identified  at  early 
stages,  and  through  the  coordinated  efforts  of  intermediaries,  carriers, 
and  the  Bureau  of  Health  Insurance  staff,  problem  situations  can  be 
responded  to  more  effectively  and  more  rapidly. 

Financial  management 

Major  effort  in  fiscal  1968  regarding  management  of  the  financial 
aspects  of  the  program  was  emphasized  in  two  areas  of  contractor 
operations:  first,  improvement  of  fiscal  policies  designed  to  achieve 
maximum  economy  without  adversely  affecting  program  efficiency  or 
impairing  the  attainment  of  program  objectives  and  second,  to  assure 
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more  complete  review  of  intermediary  and  carrier  operations  for  the 
purpose  of  maintaining  better  control  over  program  administrative 
costs. 

In  the  latter  part  of  fiscal  year  1968,  policy  guidelines  were  issued 
to  intermediaries  and  carriers  on  the  sharing  of  costs  between  the 
Medicare  program  and  their  regular  business,  when  information  from 
Medicare  records  is  used  in  processing  complementary  insurance  claims 
for  Medicare  beneficiaries.  Generally,  intermediaries  and  carriers  ob- 
tain and  use  Medicare  information  in  one  of  two  ways;  either  they 
make  copies  of  Medicare  documents  for  association  with  the  comple- 
mentary claim,  or  they  integrate  their  complementary  insurance  claims 
process  with  the  Medicare  claims  process.  The  principles  set  forth  in 
this  policy  require  intermediaries  and  carriers  to  share  the  costs  of  any 
operation  from  which  they  derive  some  benefit  either  directly  or  in- 
directly, in  connection  with  their  own  business.  The  refined  methods 
of  cost  allocation  resulting  from  implementation  of  this  policy  will 
produce  a  more  equitable  snaring  of  costs  and  thereby  reduce  program 
costs  by  about  $2.5  million  annually. 

A  significant  fiscal  policy  change  was  developed  specifically  for  the 
purpose  of  reducing  operating  costs  within  one  of  the  most  expensive 
operations  in  the  Medicare  program ;  that  is,  auditing  providers.  Based 
on  prior  audit  requirements,  the  ongoing  costs  of  auditing  providers 
would  have  been  approximately  $28  million.  By  implementing  the  new 
policy,  there  should  be  significant  reduction  in  the  cost  of  provider 
audits  so  that  the  ongoing  cost  will  be  approximately  $20  million — a 
savings  of  $8  million  annually.  Basically,  these  costs  will  be  reduced 
by  changing  the  requirements  so  that  full  scope  audits  will  not  be  re- 
quired in  every  instance  and,  where  hospitals  have  demonstrated  a  his- 
tory of  good  recordkeeping  and  accurate  costing,  audits  will  not  be 
conducted  on  an  annual  basis. 

During  fiscal  1968,  the  Bureau  of  Health  Insurance  conducted  49 
fiscal  reviews  of  intermediaries  and  carriers.  These  fiscal  reviews  are 
onsite  visits  to  the  intermediaries  or  carriers  for  a  period  of  2  to  3  days 
during  which  time  financial  problems  in  such  areas  as  audit  excep- 
tions, budget  requirements,  methods  of  cost  allocation,  and  reporting 
practices  are  discussed  in  depth.  Questions  on  fiscal  policy  are  discussed 
in  depth  and  more  efficient  ways  of  conducting  operations  from  a 
financial  point  of  view  are  explored. 

A  cost  analysis  report  has  been  developed  which  includes  several  in- 
dexes for  making  a  quantitative  comparison  of  intermediary  and  car- 
rier operations.  These  indexes  include  among  others  unit  cost,  ratio  of 
administrative  costs  to  benefits,  and  productivity.  Those  intermediaries 
and  carriers  which  do  not  fall  within  an  acceptable  range  from  the 
norm  are  then  identified  and  efforts  are  concentrated  on  these  organiza- 
tions to  determine  the  reasons  for  the  variations  and  to  find  ways  of 
bringing  them  within  acceptable  limits. 

Audit  of  intermediaries  and  carriers  by  DHEW  audit  agency 

The  DHEW  Audit  Agency  is  responsible  for  auditing  the  annual 
cost  report  submitted  by  each  intermediary  and  carrier,  which  forms 
the  basis  for  the  final  cost  settlement.  A  copy  of  each  proposed  settle- 
ment, along  with  any  remarks  by  the  fiscal  personnel  or  contract  ad- 
ministrators of  the  Bureau  of  Health  Insurance,  is  forwarded  to  the 
DHEW  Audit  Agency. 
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While  the  primary  purpose  of  the  audit  is  the  review  of  allowability 
of  administrative  costs,  the  scope  of  the  audits  is  not  limited  to  finan- 
cial considerations.  It  includes  an  examination  of  each  intermediary 
and  carrier  operation  to  (1)  verify  financial  transactions  and  deter- 
mine whether  funds  were  used  in  accordance  with  applicable  laws, 
regulations  and  procedures;  (2)  ascertain  whether  policies,  plans, 
and  procedures  are  adequate  and  being  adhered  to;  (3)  provide  man- 
agement with  systematic  appraisals  of  financial  and  administrative 
controls  and  information  as  to  whether  operations  are  carried  out  effec- 
tively, efficiently,  and  economically;  and  (4)  to  determine  reliability 
of  financial  records  and  reports. 

During  the  fiscal  year,  98  audit  reports  were  received  from  the 
DHEW  Audit  Agency  and  55  closing  agreements  were  processed.  Con- 
sidering only  those  audits  which  were  completed  during  the  year  and 
closing  agreements  signed,  intermediaries  and  carriers  claimed  $11,- 
668,436.  The  auditors  took  exception  to  $234,491,  SSA  disallowed 
$147,443,  and  the  total  amount  of  settlement  was  $11,520,993.  The 
total  amount  of  settlement  was  $11,520,993.  The  total  amount  settled 
was  98.7  percent  of  the  amount  claimed.  However,  it  should  be  noted 
that  some  of  the  claims  not  yet  settled  are  those  involving  audit  ex- 
ceptions for  substantial  amounts  of  money.  In  subsequent  periods,  the 
amount  of  cost  disallowed  is  expected  to  be  about  2  percent  of  the 
total  amount  claimed. 

C.  REIMBURSEMENT  POLICIES  AND  PROCEDURES 

Reimbursement  to  participating  providers,  that  is,  hospitals,  ex- 
tended care  facilities,  and  home  health  agencies,  under  both  the  hos- 
pital insurance  and  medical  insurance  programs,  is  required  by  law 
to  be  based  on  the  "reasonable  costs"  of  furnishing  covered  services 
to  Medicare  beneficiaries.  Reimbursement  under  the  medical  insurance 
program  for  covered  services  which  are  furnished  by  physicians  or 
others  who  render  services  on  a  charge  basis,  is  required  by  law  to  be 
based  on  the  "reasonable  charges"  for  such  services.  Special  adapta- 
tions of  these  charge  provisions  are  applied  to  group  practice  pre- 
payment plans  who  elect,  to  have  their  services  to  members  reimbursed 
on  a  reasonable  cost  basis. 

Provider  reimbursement 13 

In  determining  reimbursement  for  provider  costs,  all  provider  ex- 
penses directly  or  indirectly  related  to  patient  care  costs  are  recog- 
nized, including  depreciation,  interest,  educational  costs,  compensa- 
tion of  owners,  an  allowance  in  lieu  of  costs  not  otherwise  reflected 
in  the  principles  of  reimbursement,  and,  for  proprietary  institutions, 
an  allowance  representing  a  reasonable  return  on  equity  capital. 

Because  the  law  requires  that  reimbursement  to  providers  may  not 
result  in  the  Medicare  program  reimbursing  costs  attributable  to 
care  furnished  to  non-Medicare  beneficiaries  and,  equally,  that  others 
do  not  bear  any  part  of  the  costs  of  services  rendered  to  Medicare 
beneficiaries,  methods  of  apportionment  of  these  separate  costs  must 

13  The  principles  of  reimbursement  for  provider  costs  were  developed  in  late  1965  and 
early  1966,  on  the  basis  of  extensive  discussions  between  the  Social  Security  Administra- 
tion and  representatives  of  all  segments  of  the  health  field,  as  well  as  other  major  health 
care  insurers.  They  were  first  published  in  May  1966  under  the  title  "Principles  of  Reim- 
bursement for  Provider  Costs.  They  have  since  been  Incorporated  in  Federal  regulations. 
See  appendix  B. 
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be  used.  In  general .  the  apportionment  is  computed  by  taking  the  ratio 
between  the  charges  for  services  rendered  to  Medicare  beneficiaries 
and  the  charges  for  services  rendered  to  the  provider's  total  patient 
population  and  applying  this  ratio  to  the  total  operating  costs  of  the 
provider  which  are  attributable  to  patient  care  services.  This  is  com- 
monly called  the  RCC  method  (ratio  of  charges  to  costs),  and.  on 
occasion,  the  RCC  AC  method  (ratio  of  charges  to  charges  applied 
to  costs) . 

At  the  outset  of  the  program,  two  approved  methods  were  estab- 
lished for  cost  apportionment,  either  of  which  may  be  used  at  the 
option  of  the  provider.  The  departmental  method  applies  the  bene- 
ficiary's share  of  total  charges,  on  a  departmental  basis,  to  total  costs 
for  the  respective  departments  in  the  institution.  The  combination 
method  reimburses  the  provider  for  routine  services  furnished  Medi- 
care beneficiaries  on  an  average  per  diem  basis  but  apportions  the  costs 
of  ancillary  services  between  Medicare  and  non-Medicare  patients  on 
the  basis  of  the  ratio  between  ancillary  charges  to  Medicare  patients 
and  total  ancillary  charges.  Temporary  methods  of  cost  apportion- 
ment for  accounting  periods  ending  before  December  31,  1968.  were 
permitted  for  providers  who  were  unable  to  use  the  two  approved 
methods  and  special  methods  have  been  developed  for  providers  hav- 
ing an  all-inclusive  rate  or  no-charge  structure.14 

Since  the  actual  costs  of  services  cannot  be  determined  until  the 
end  of  the  provider's  accounting  period,  providers  are  paid  currently 
on  the  basis  of  estimated  costs.  This  is  accomplished  through  interim 
payments,  generally  computed  as  a  percentage  of  the  charges  billed, 
which  are  made  to  the  provider  at  weekly  or,  sometimes,  biweekly 
intervals.  If  the  interim  rate  of  payment  has  been  carefully  deter- 
mined, the  provider  receives  payment  closely  related  to  the  rate  of 
current  billing  and  a  close  relationship  should  exist  at  the  end  of  the 
year  between  the  amount  due  the  provider  on  the  final  cost  settlement 
and  the  total  amount  of  interim  payments  he  has  received  over  the 
accounting  period.  Preliminary  indications  for  the  first  accoimting 
period  are  that  interim  payment  totals  are  less  than  final  cost  settle- 
ment amounts  by  about  5  percent. 

In  addition  to  interim  payments,  providers  may  request  current 
financing  payments.  These  payments  are  intended  to  finance  the  care 
being  furnished  to  beneficiaries  during  their  inpatient  stay  in  the 
facility,  even  though  billings  have  not  yet  been  submitted  to  the  inter- 
mediary on  their  behalf.  They  are  computed  so  as  to  reflect  each  pro- 
vider's cost  experience  in  the  program  and  are  recomputed  quarterly 
in  order  to  consider  the  provider's  most  recent  experience. 

The  availability  of  accelerated  payments  on  account  was  continued 
in  fiscal  1968  for  providers  who  were  able  to  demonstrate  that  their 
operating  capital  situation  was  being  adversely  affected  temporarily, 
because  of  billing  or  payment  delays.  Rather  than  modifv  interim  or 
current  financing  payments  to  cover  a  limited  period  of  difficulty,  the 
mechanism  of  accelerated  payments  has  proven  helpful.  Because  of 
improvements  in  billing  and  processing  efficiency  in  fiscal  1968,  pay- 
ments under  this  provision  were  only  two-thirds  of  the  somewhat  over 
$25  million  paid  to  providers  under  this  provision  in  fiscal  1967. 


14  See  pp.  53-54  for  a  discussion  on  all-inclusive  rate  and  no-charge  structure  hospital. 
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A  new  method  of  interim  reimbursement  was  established,  beginning 
with  January  1,  1968,  which  permitted  interim  payments  to  providers 
without  regard  to  billings.  This  method  is  called  periodic  interim  pay- 
ment (PIP).  Based  on  prior  cost  experience  and  estimates  of  antici- 
pated patient  use  of  facilities  over  the  provider's  accounting  year,  a 
schedule  of  equal  payments  is  computed  and  paid,  generally  at  weekly 
intervals,  without  regard  to  patient  use  of  facilities  during  each  pay- 
ment period.  The  most  significant  advantage  of  PIP  for  providers  is 
that  it  permits  them  to  achieve  improved  management  because  of  the 
assured  receipt  of  fixed  payments  on  a  regular  basis. 

The  acceptance  of  this  new  interim  reimbursement  method  has  been 
limited.  As  of  June  30,  1968,  only  123  hospitals  had  elected  to  be  paid 
in  this  manner.  Intermediaries  are  continuing  to  discuss  this  new 
method  with  their  providers  and,  as  the  many  advantages  become 
better  understood,  an  increasing  number  of  hospitals  are  expected  to 
adopt  this  procedure. 

In  an  effort  to  assure  that  providers  are  fully  familiar  with  the  prin- 
ciples of  reimbursement,  the  Administration  has  prepared  and  dis- 
tributed a  "Provider  Reimbursement  Manual."  The  manual  defines  the 
principles  in  considerable  detail  and  illustrates  their  application  to  a 
variety  of  situations.  It  also  contains  detailed  information  on  the 
preparation  of  annual  cost  reports  upon  which  final  cost  settlements 
are  based.  In  addition,  new  hospital  cost  forms  were  developed  for 
distribution  in  fiscal  1969.  These  forms  were  designed  to  also  accom- 
modate the  cost  submittal  requirements  of  the  child  health  and  medical 
assistance  programs  under  titles  V  and  XIX  of  the  Social  Security 
Act.  The  use  of  these  common  cost  forms  should  reduce  the  amount 
of  effort  needed  by  providers  to  obtain  reimbursement  under  all  three 
health  programs.  Their  use  will  also  facilitate  the  common  audit  of 
provider  records  for  all  three  programs  which  is  currently  being 
negotiated  between  the  Social  Security  Administration  and  the  Social 
and  Rehabilitation  Service. 

All-inclusive  rate  or  no-charge  structure  facilities 

The  general  principles  of  reimbursement  are  not  readily  adaptable 
for  use  in  institutions  which  do  not  have  a  charge  structure  or  which 
use  a  fixed,  all-inclusive  per  diem  rate  for  services  rendered  to  all 
patients.  When  hospitals  do  not  charge  for  each  service  rendered,  ac- 
cumulated charges  are  not  available  as  a  basis  for  apportioning  the 
costs  of  services  between  Medicare  and  non-Medicare  patients. 

A  special  study  was  undertaken  to  determine  how  the  cost  of  cov- 
ered services  furnished  Medicare  beneficiaries  should  be  determined  in 
such  hospitals.  Many  of  these  hospitals  represent  large  public  hospital 
systems  including  long-term  psychiatric,  tuberculosis,  and  chronic  dis- 
ease hospitals.  Traditionally,  such  institutions  have  received  an  annual 
budget  allocation  within  which  to  operate.  While  an  accounting  had  to 
be  made  for  the  total  allocation,  no  requirement  existed  for  determin- 
ing costs  of  services  rendered  to  specific  patients  or  classes  of  patients. 
Therefore,  these  hospitals  did  not  maintain  routinely  the  records  or 
data  necessary  to  permit  a  determination  of  Medicare's  share  of  such 
costs. 

As  a  result  of  this  study,  a  number  of  temporary  alternative  methods 
were  devised  for  apportioning  costs  of  the  all-inclusive  rate  and  no- 
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charge  structure  hospitals  to  Medicare  and  non-Medicare  patients. 
These  temporary  methods  were  made  available  initially  for  use  in 
apportioning  costs  incurred  during  Medicare  cost-reporting  periods 
ending  before  January  1,  1969.  Because  many  all-inclusive  rate  or  no- 
charge  structure  institutions  will  need  additional  time  to  more  fully 
develop  their  statistical  data  and  accounting  systems,  the  period  in 
which  the  temporary  alternative  methods  may  be  used  has  been  ex- 
tended to  cost  reporting  periods  ending  before  January  1,  1970. 

In  order  to  establish  a  permanent  method  of  apportionment  for  the 
all-inclusive  rate  and  no-charge  structure  hospitals,  the  Administra- 
tion has  conducted  numerous  onsite  evaluations  of  the  temporary 
methods  implemented  by  these  hospitals.  Of  the  alternative  temporary 
methods,  the  departmental  statistical  method  appears  to  be  the  most 
reliable  for  use  in  the  all-inclusive  rate  and  no-charge  structure  hos- 
pital. Under  this  method  Medicare's  share  of  routine  service  costs  is 
determined  by  computing,  for  either  type  of  hospital,  an  average  per 
diem  cost  of  routine  services  and  multiplying  this  figure  by  total  days 
of  care  to  Medicare  patients  or,  for  all-inclusive  rate  hospitals,  apply- 
ing the  ratio  of  Medicare  inpatient  charges  and  total  impatient  charges 
to  the  hospital's  total  inpatient  costs  for  routine  care.  The  Medicare 
portion  of  ancillary  service  costs,  for  both  types  of  hospital,  is  de- 
termined on  the  basis  of  the  ratio  between  utilization  statistics  for 
Medicare  patients  and  for  all  patients.  This  method  offers  a  more  ac- 
curate basis  than  the  other  temporary  methods  for  apportioning  costs, 
through  the  use  of  weighted  statistics. 

Differential  levela  of  care  in  extended  care  facilities 

Another  special  payment  situation  occurs  when  extended  care  facil- 
ities assess  differential  charges  for  routine  services  based  on  estimated 
variations  in  the  level  of  care.  Under  Medicare,  care  in  an  extended 
care  facility  was  designed  to  represent  the  next  appropriate  step  after 
the  intensive  care  furnished  in  a  hospital.  It  was  intended  to  make 
unnecessary  what  might  otherwise  possibly  be  the  continued  occupancy 
of  a  high-cost  hospital  bed  which  is  more  appropriately  used  by  acutely 
ill  patients.  The  program  concept  of  an  extended  care  facility  is  that 
it  is  an  institution,  or  a  "distinct  part"  of  an  institution,  providing  to 
all  inpatients  a  more  or  less  uniform  level  of  care,  defined  as  extended 
care  services. 

Because  Medicare  reimbursement  is  designed  to  approximate  as 
nearly  as  possible  the  actual  cost  of  providing  services  to  Medicare 
beneficiaries,  extended  care  facilities  have  been  permitted  to  apportion 
routine  care  under  Medicare  for  an  interim  period,  on  the  basis  of 
their  customary  charging  practices  which  reflect  estimated  variations 
in  the  levels  of  routine  care  furnished  to  different  patients.  During 
this  interim  period,  however,  providers  are  expected  to  make  what- 
ever adjustments  and  preparations  are  necessary  in  their  methods  of 
operations  and  in  their  charging:  practices  to  conform  to  the  program 
concept  of  an  extended  care  facility,  that  is,  a  facility,  or  distinct  part 
of  a  facility,  providing  more  or  less  uniform  care  to  all  of  its  patients. 
Upon  the  expiration  of  the  interim  period,  the  Medicare  program  will 
consider  that  all  patients  in  an  extended  care  facility  are  receiving 
extended  care  level  services  and  that  any  differential  charges  for  rou- 
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tine  services  in  the  extended  care  facility  will  be  acceptable  for  pro- 
gram purposes  only  where  they  are  based  on  differences  in 
accommodations. 

There  is  a  provision  in  the  law  that  a  distinct  part  of  an  institution 
may  be  certified  as  an  extended  care  facility.  Under  this  provision,  the 
standards  of  care  required  to  participate  in  the  program  as  an  extended 
care  facility  would  apply  only  to  the  extended  care  facility  part.  Thus, 
in  a  nursing  home  or  home  for  the  aged,  the  level  of  care  provided  in 
the  noncertified  part  could  be  much  lower  than  in  the  distinct  part 
certified  as  an  extended  care  facility.  Those  patients  who  do  not  re- 
quire the  same  level  of  nursing  and  other  services  provided  for  ex- 
tended care  patients  may  be  placed  in  that  area  of  the  institution 
which  is  not  providing  extended  care  services,  and  under  these  circum- 
stances the  Medicare  reimbursement  procedures  do  provide  for  the 
recognition  of  the  higher  costs  of  the  part  certified  as  the  extended 
care  facility. 

Provider  cost  analysis  program 

The  program  is  charged  with  more  than  just  the  responsibility  for 
payment  to  providers  on  the  basis  of  reasonable  cost  for  services  ren- 
dered to  Medicare  beneficiaries.  It  is  also  committed  to  a  continuing 
evaluation  of  the  effect  of  Medicare  reimbursement  on  the  financial 
condition  of  providers  participating  in  the  program.  In  order  to  eval- 
uate the  reasonableness  of  cost,  to  provide  operating  data  as  an  aid 
in  evaluating  the  principles  of  reimbursement,  and  to  develop  needed 
cost,  and  financial  data,  a  program  of  cost  and  financial  analysis  has 
been  undertaken  which  will  initially  be  applied  to  participating  hos- 
pitals. This  program  is  designed  essentially  to  facilitate  program  man- 
agement but  provides  sufficient  detail  for  indepth  analysis  of  indi- 
cated problem  areas.  With  such  information  it  will  be  possible  to 
determine  and  evaluate  the  reasonable  costs  incurred  by  an  individual 
provider  or  group  of  providers,  and  permit  a  comparison  of  their  cost 
and  financial  experience  with  similar  hospitals  or  groups  of  hospitals 
on  a  regional  or  national  basis.  Cost  and  related  charge  data  as  well 
as  significant  operating  and  financial  information  will  be  summarized 
and  analyzed. 

Reimbursement  of  physicians  and  suppliers 

The  medical  insurance  program  was  designed  primarily  to  reim- 
burse physicians'  fees  and  other  medical  services  ordinarily  rendered 
on  a  charge  basis.  To  assure  appropriate  limits  to  the  risks  under- 
written by  the  Medicare  program,  the  law  requires  that  these  services 
be  reimbursed  on  the  basis  of  "reasonable  charges." 

The  law  requires  that  in  determining  reasonable  charges,  carriers 
should  take  into  account  the  customary  charges  of  physicians  and 
other  suppliers  of  medical  services  and  the  prevailing  charges  in  the 
locality  for  similar  services.  The  law  also  specifies  that  the  reasonable 
charge  for  a  service  may  not  exceed  the  charge  applicable  for  a  similar 
service  and  under  comparable  circumstances  to  the  carrier's  own 
policyholders  and  subscribers.  The  reasonable  charge,  therefore,  is  a 
charge  for  a  service  which  in  the  absence  of  unusual  circumstances  or 
medical  complications  is  the  lowest  of  the  following:  (1)  the  actual 
charge  of  the  physician  or  other  person  rendering  the  service,  (2)  the 
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charge  the  physician  or  other  person  customarily  makes  for  similar 
services,  (3)  the  prevailing  charges  in  the  locality  for  similar  services, 
or  (4)  the  charge  upon  which  the  carrier  bases  payment  to  its  own 
subscribers  for  similar  services  under  comparable  circumstances. 

Under  Medicare,  the  customary  charge  for  a  service  is  intended  to 
be  the  charge  the  physician  or  supplier  would  ordinarily  make  for 
a  comparable  service  to  his  patients  or  customers  in  general.  Prevail- 
ing charges  are  those  charges  which  fall  within  the  range  of  charges 
most  frequently  and  widely  made  in  a  locality  for  similar  services,  In 
applying  the  customary  and  prevailing  criteria  the  carriers,  of  course, 
take  into  account  situations  where  unusual  circumstances  or  medical 
complications  warrant  a  higher  charge  in  a  particular  case. 

Intensive  efforts  were  made  during  the  year  to  assure  proper  reim- 
bursement for  the  services  of  provider-based  physicians  and  teaching 
physicians.  These  two  areas  of  reimbursement  are  among  the  more 
complex  to  administer. 

For  provider-based  physicians  the  regulations,  by  and  large,  limit 
Medicare  reimbursement  to  the  compensation  they  receive  from  a  pro- 
vider if  they  are  on  a  salaried  or  similar  compensation  type  basis. 
The  difficulty  experienced  throughout  the  first  year  of  operation  with 
respect  to  split  billing  required  under  Medicare  for  radiologists1  and 
pathologists'  services  was,  to  a  considerable  extent,  reduced  by  the 
administrative  simplification  in  the  1967  amendments  to  the  Social 
Security  Act  which  permitted  billing  by  the  hospital  on  a  consolidated 
basis  for  inpatient  radiology  and  pathology  services.  However,  the 
Department  is  increasingly  concerned  with  a  significant  trend  toward 
changes  in  the  pattern  of  arrangements  between  provider-based 
physicians  and  providers,  particularly  in  the  case  of  radiologists,  many 
of  whose  arrangements  with  hospitals  have  been  modified  so  that  the 
hospitals  and  physicians  may  bill  patients  separately  for  their  respec- 
tive services.  When  independent  billing  arrangements  replace  a  prior 
compensation  arrangement,  the  objective  in  determining  reasonable 
charges  for  the  physician  services  is  to  assure  that  there  is  no  unreason- 
able increase  in  the  physician's  patient  income  under  the  new  arrange- 
ment compared  to  patient  income  for  the  same  services  under  the  prior 
arrangement.  A  number  of  intermediaries  and  carriers  have  had  dif- 
ficulty in  securing  conformity  with  this  objective  and  further  efforts 
in  this  area  are  particularly  essential. 

With  regard  to  attending  physicians  who  supervise  interns  and 
residents  in  a  teaching  setting,  the  Medicare  regulations  and  policies 
recognize  a  charge  by  the  attending  physician  in  this  setting  only  if 
he  personally  renders  a  medical  service  required  for  the  beneficiary's 
medical  care.  The  regulations  for  determining  reasonable  charges  in  a 
teaching  setting  specify  that  a  charge  should  be  recognized  under  the 
medical  insurance  program  for  the  services  of  a  physician  who  involves 
residents  and  interns  in  the  care  of  his  patient  only  if  his  services  to 
the  patient  are  of  the  same  character  as  the  services  he  renders  to  his 
other  paying  patients,  in  terms  of  the  medical  responsibilities  for  the 
patient's  care  that  he  assumes  and  fulfills.  Guidelines  have  been  issued 
which  specifically  outline  the  conditions  under  which  the  program 
can  recognize  a  physician  as  an  attending  physician  eligible  for  re- 
imbursement for  his  patient  services.  The  implementation  of  these 
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guidelines  has  required  the  continuing  attention  of  intermediaries  and 
carriers  because  of  the  varied  situations  that  are  presented  and  differ- 
ences in  interpretation  by  the  medical  profession  and  providers. 

During  the  past  year  members  of  the  Department  conducted  compre- 
hensive training  programs,  participated  at  meetings  of  professional 
organizations  in  the  health  insurance  field,  and  held  meetings  with 
medical  staff  of  hospitals  and  those  on  the  faculty  of  medical  schools 
who  are  engaged  in  the  teaching  of  interns  and  residents,  in  order  to 
clarify  the  regulations  in  respect  to  reimbursement  for  provider-based 
physicians  and  teaching  physicians,  and  to  emphasize  the  goals  of  the 
Medicare  program  so  that  a  common  understanding  will  be  achieved. 
Also,  the  Administration  has  intensified  its  studies  and  reviews  of 
intermediary  and  carrier  performance  in  implementing  the  regula- 
tions and  guidelines  concerning  reimbursement  in  these  areas  and  is 
accelerating  this  review  program  with  the  objective  of  assuring  that 
they  are  achieving  the  intent  of  these  regulations  and  have  a  proper 
statistical  basis  on  which  to  take  appropriate  action  in  preventing 
either  improper  charges  or  unwarranted  increases  in  charges.  During 
these  reviews  with  both  intermediaries  and  carriers,  special  attention 
is  paid  to  staff  training  and  instructional  needs  to  assure  that  the 
regulations  and  guidelines  are  correctly  implemented. 

Reimbursement  of  group  practice  prepayment  plans 

Most  services  covered  by  the  medical  insurance  program  are  ren- 
dered on  a  fee-for-service  basis,  and  reimbursement  is  based  on  the 
reasonable  charges  for  the  specific  services  furnished.  However,  serv- 
ices furnished  under  group  practice  prepayment  plans  are  normally 
rendered  in  return  for  premium  payments,  which  are  not  based  on  any 
individual  member's  actual  or  expected  use  of  plan  services,  but  on  the 
actual  or  expected  use  of  plan  services  by  all  members.  In  recognition 
of  the  need  for  special  adaptation  of  the  Medicare  payment  procedures 
for  services  rendered  by  group  practice  prepayment  plans,  the  law 
provides  that  an  organization  which  furnishes  medical  and  other 
health  services  (or  arranges  for  their  availability)  on  a  prepayment 
basis,  may  elect  to  be  paid  80  percent  of  the  reasonable  costs  for  such 
services  in  lieu  of  reasonable  charges.  Plans  which  elect  this  reim- 
busement  option  deal  directly  with  the  Social  Security  Administra- 
tion rather  than  through  carriers. 

During  the  past  year,  the  Administration  has  dealt  directly  with 
23  plans  on  such  a  reasonable  cost  basis.15  These  plans  have  a  total 
membership  of  approximately  3  million,  of  which  260,000  are  Medi- 
care enrollees.  A  total  of  $22.1  million  in  Medicare  payments  has  been 
paid  to  these  plans  during  the  period  July  1,  1967,  through  June  30, 
1968. 

Interim  monthly  payments  are  made  to  these  plans  for  medical  in- 
surance services  rendered  to  Medicare  beneficiaries.  These  payments 
are  based  on  cost  and  utilization  data  from  the  preceding  year  and 
have  been  adjusted  to  reflect  the  current  year  enrollment,  utilization, 
and  operating  costs.  The  total  amount  of  these  payments  is  adjusted 
at  the  end  of  the  accounting  year  so  that  the  total  payments  equal  the 
cost  of  covered  services  to  Medicare  beneficiaries  minus  an  allowance 
for  applicable  deductibles  and  coinsurance  amounts. 


18  A  list  of  these  plans  Is  given  In  app.  B. 
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Many  plans  have  felt  that,  under  this  method  of  reimbursement, 
Medicare  members  do  not  share  in  the  plan's  total  costs  to  the  same 
extent  as  other  plan  members.  In  effect,  non-Medicare  members  of  the 
plan  are  required  to  subsidize  the  Medicare  member  for  those  amounts 
in  excess  of  the  budgeted  costs  of  providing-  medical  care  which  the 
plan  requires  to  operate  effectively.  A  new  method  of  reimbursement 
was  introduced  during  fiscal  1968  whereby  group  practice  prepayment 
plans  may  be  reimbursed  reasonable  charges  on  a  nonbill  basis.  Reim- 
bursement under  this  method  will  result  in  Medicare  members  sharing 
in  the  plan's  total  costs  to  the  same  extent  as  other  plan  members.  Since 
payments  to  the  plan  will  be  made  on  other  than  an  individual  bill 
basis  they  will  subject  to  a  retroactive  adjustment  after  a  cost  finding 
is  made  at  the  end  of  each  accounting  period. 

Incentive  reimbursement  experimentation 

The  Social  Security  Amendments  of  1967  authorized  the  Secretary 
of  Health,  Education,  and  Welfare,  under  Medicare,  medicaid,  and  the 
maternal  and  child  health  programs,  to  experiment  with  alternative 
methods  of  reimbursement  to  institutions  and  for  physicians'  serv- 
ices.16 The  provision  reflects  congressional  interest  in  developing  reim- 
bursement methods  which,  at  the  same  time  they  support  high  quality 
services,  will  also  provide  incentives  to  efficiency  and  economy  and 
lead  to  lower  overall  program  costs  than  the  reimbursement  methods 
now  provided  for  under  the  law.  The  principal  features  of  the  new 
provision  are  as  follows : 

1.  For  purposes  of  the  experiments,  the  generally  applicable 
reasonable  cost  and  reasonable  charge  provisions  may  be  waived. 
Any  additional  cost  to  the  Medicare  program  resulting  from  the 
experiments  will  be  met  from  the  appropriate  social  security  trust 
funds.  Under  the  medicaid  or  maternal  and  child  health  programs 
the  Secretary  is  authorized  to  reimburse  States  for  additional  costs 
resulting  from  the  experiments. 

2.  The  projects  will  apply  experimental  methods  of  reimburse- 
ment or  payment  to  demonstrate  the  effect  of  the  methods  on  effi- 
ciency, economy,  and  the  quality  of  care.  Before  selecting  an  ex- 
periment, the  Department  must  obtain  the  advice  and  recommen- 
dations of  specialists  who  are  competent  to  evaluate  it  as  to  the 
soundness  of  its  objectives,  the  possibilities  of  securing  productive 
results,  the  adequacy  of  resources  to  conduct  it,  and  its  relation- 
ship to  other  similar  experiments  already  completed  or  in  process. 

3.  Participation  in  the  experiments  by  institutions,  organiza- 
tions, and  physicians  will  be  voluntary. 

Implementation  of  the  experimentation  program 

The  Department  of  Health,  Education,  and  Welfare  has  placed  a 
high  priority  on  the  development  of  suitable  experiments,  and  the  So- 
cial Security  Administration,  the  Social  and  Rehabilitation  Service, 
Public  Health  Service,  and  other  components  of  the  Department  have 
met  with  other  public  and  private  third-party  payers,  professional  and 
provider  associations  and  health  care  institutions  and  organizations 
to  seek  and  try  out  the  best  ideas  for  methods  of  reimbursement  that 
may  promote  lower  health  care  costs. 


10  Sec.  402  of  the  1967  amendments  to  the  Social  Security  Act.  See  app.  A. 
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In  order  to  encourage  and  facilitate  the  widest  possible  participa- 
tion by  all  parties  involved  in  the  delivery  and  financing  of  health  care 
services,  the  incentive  reimbursement  program  was  given  wide  pub- 
licity. As  early  as  November  and  December  1967,  meetings  were  held 
with  individuals  and  with  representatives  of  groups  interested  in  par- 
ticipating in  reimbursement  experiments.  Following  enactment  of  Pub- 
lic Law  90-248  on  January  2,  1968,  contacts  with  potential  experi- 
menters were  expanded  to  solicit  their  early  submittal  of  proposals. 
In  the  spring  of  1968,  guidelines  setting  forth  and  explaining  the  objec- 
tives to  be  sought  in  incentive  reimbursement  experiments,  the  criteria 
to  be  used  in  evaluating  proposals  to  experiment,  and  priorities  to  be 
used  in  selecting  experiments  for  implementation,  the  standards  for 
conducting  experiments,  and  the  procedures  for  submission,  review, 
and  selection  of  proposals  were  widely  distributed  to  organizations 
and  individuals  whose  interest  in  the  experimental  program  was  known 
or  anticipated.  Face-to-face  meetings  were  also  held  with  organiza- 
tions possessing  the  capacity  to  formulate  and  sponsor  experiments  or 
do  related  research— provider  groups,  public  and  private  third-party 
payers,  university  groups,  and  private  research  organizations. 

At  the  time  of  this  report,  over  500  individuals,  associations,  and  or- 
ganizations have  written  to  the  Department  requesting  copies  or  addi- 
tional copies  of  the  guidelines.  In  addition  to  proposals,  ideas,  and 
offers  expressed  at  meetings,  the  Administration  has  received  written 
inquiries  concerning  its  views  with  respect  to  specific  ideas  for  possible 
development  as  experiments,  general  offers  to  participate  in  experi- 
ments which  may  be  developed,  and  about  50  more  or  less  specific 
proposals  to  experiment. 

The  administrative  process  that  has  been  followed  is  outlined  below : 

1.  Review  and  screening  of  proposals  by  the  operating  agency 
or  agencies  and  through  a  departmental  coordinating  committee 
established  to  coordinate  activities  related  to  the  program. 

2.  Submission  of  experiments  that  are  being  considered  for 
implementation  to  the  Advisory  Panel  on  Incentive  Reimburse- 
ment Experimentation  appointed  in  May  1968  to  advise  the  Sec- 
retary on  reimbursement,  experimentation.17 

3.  Implementation  and  evaluation  of  the  results  of  approved 
experiments  by  the  appropriate  Government  and  private  third- 
party  payers,  providers  of  services,  and  research  organizations. 

Close  liaison  has  been  maintained  between  the  Advisory  Panel  and 
the  Health  Insurance  Benefits  Advisory  Council  so  that  the  views 
and  concerns  of  the  Council  can  be  taken  into  account  by  the  Advis- 
ory Panel  and  to  facilitate  HIBAC  review  of  specific  proposals  where 
such  review  is  requested  by  the  Advisory  Panel  or  by  the  Department. 

The  Advisory  Panel  held  its  first  meeting  on  June  22,  1968,  and 
met  again  on  September  27  and  28.  The  first  meeting  of  the  panel  was 
primarily  an  orientation  meeting,  although  a  number  of  resumes  of 
proposals  were  presented  for  initial  review  by  the  panel.  To  facilitate 
its  work,  the  panel  decided  to  operate  by  establishing  ad  hoc  subcom- 
mittees for  the  purpose  of  evaluating  individual  proposals  prior  to 
consideration  by  the  panel  as  a  whole.  A  separate  subcommittee  was 
also  established  to  set  forth  the  kinds  of  experimental  hypotheses  and 


17  A  list  of  members  of  the  Advisory  Panel  appears  in  app.  B. 
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demonstrations  to  be  undertaken,  including1  identification  of  the  re- 
search needs  of  the  program  and  identification  of  likely  areas  where 
experiments  may  be  engaged  in  or  developed.  At  its  September  meet- 
ing, the  panel  concentrated  on  the  research  needs  of  the  program  and 
discussion  of  those  proposals  that  had  previously  been  reviewed  by 
subcommittees  of  thepanel. 

Four  carefully  designed,  well-laid-out  experimental  proposals  have 
received  approval  for  their  full  development  and  are  close  to  final 
approval. 

The  first  of  these  is  to  emplov  the  Hospital  Cost  Analysis  Service, 
Inc.,  an  existing  Maryland  nonprofit  organization,  armed  at  present 
with  hospital  cost-finding  authority  for  the  Blue  Cross  and  State  pro- 
grams, and  to  assign  to  this  agency  consultative  and  educational  re- 
sponsibilities. The  agency's  work  would  proceed  in  four  steps:  first, 
to  review  the  costs  of  all  of  the  participating  voluntary  hospitals  in 
Maryland  and  to  compare  them  with  each  other  and  with  hospitals 
throughout  the  United  States;  second,  to  determine  which  hospitals 
have  high  costs  because  of  managerial  inefficiency  or  poor  accounting 
practices;  third,  to  suggest  wavs  for  high-cost  hospitals  to  reduce 
their  costs :  and,  fourth,  to  establish  maximums  third  parties  will  pay, 
maximums  which  are  realistic  if  the  hospitals  follow  good  administra- 
tive practice. 

The  second  plan,  sponsored  by  the  Associated  Hospital  Service 
(Blue  Cross)  and  Hospital  Association  of  Greater  New  York,  is  to 
establish  an  inpatient  per  diem  target  rate  for  Medicare  and  Blue 
Cross  reimbursement  to  each  hospital  participating  in  the  experiment. 
The  target  would  be  proposed  by  the  hospital  and  approved  by  the 
Blue  Cross  plan,  with  incentive  payments  made  for  achieving  a  lower 
rate  than  the  target  and  penalties  for  exceeding  the  target  rate. 

The  third  plan  is  to  establish  departmental  target  reimbursement 
rates  for  Connecticut's  hospitals.  Rate  approval  boards  consisting  of 
hospital  administrators,  controllers,  directors  of  nursing,  physicians, 
and  hospital  trustees  would  do  the  rate  setting.  This  plan  would 
emphasize  labor  per  unit  of  measurable  output — pound  of  laundry, 
cost  per  meal,  et  cetera,  and  a  system  of  reimbursement  incentives 
would  be  based  on  actual  performance  compared  with  the  target. 

The  fourth  experiment  is  to  allow  the  Health  Insurance  Plan  of 
Greater  New  York  to  pay  hospitals  providing  services  to  members  of 
the  olan  on  a  negotiated  capitation  basis,  so  that  the  hospitals  would 
receive  no  less  reimbursement  if  they  helped  reduce  the  amount  of  in- 
hospital  services  provided,  and  no  more  reimbursement  if  they  kept 
the  patients  in  the  hospital  longer.  Final  cost  estimates  for  these  four 
proposals  will  have  to  await  further  development  of  the  plans  in 
accordance  with  recommendations  made. 

Other  proposals  and  studies 

Review  by  components  of  the  Department  has  resulted  in  10  pro- 
posals being  formally  referred  to  the  National  Center  for  Health 
Services  Research  and  Development  for  their  consideration.  Some 
denial  letters  have  been  sent  to  organizations  and  individuals  whose 
submittals  did  not  meet  the  requirements  of  the  incentive  reimburse- 
ment guidelines.  Other  proposals  are  in  various  stages  of  review  within 
the  Department. 
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D.  ACHIEVING  MAXIMUM  PARTICIPATION  BY  QUALIFIED  PROVIDERS 

By  January  1967,  the  great  bulk  of  certification  activity  had  taken 
place.18  During  this  initial  phase  of  the  certification  process  the  most 
important  consideration  was  to  bring  into  the  program  as  many  pro- 
viders as  possible,  so  long  as  they  met  the  health  and  safety  require- 
ments of  the  program  and  the  requirements  of  title  VI  of  the  Civil 
Rights  Act.  The  great  majority  of  hospitals  and  a  large  number  of 
extended  care  facilities  and  home  health  agencies  were  able  to  fully 
meet  the  conditions  of  participation.  A  number  were  certified  condi- 
tionally, with  the  understanding  that  identified  deficiencies  would  be 
promptly  corrected.  Approximately  600  hospitals  were  certified  under 
the  "special  access"  provision  of  the  regulations,  which  permitted  cer- 
tification where  a  failure  to  certify  would  have  deprived  beneficiaries 
of  access  to  local  health  facilities  from  which  they  had  regularly  re- 
ceived health  services.  In  no  instance,  of  course,  could  a  hospital  be 
certified  under  this  provision  where  the  patient's  health  and  safety 
might  be  adversely  affected  by  receiving  care  from  such  a  facility. 

During  Medicare's  second  year,  the  main  emphasis  of  certification 
activity  has  been  focused  on  upgrading  those  facilities  which  did  not 
fully  meet  the  program's  conditions  of  participation.  Significant  im- 
provement has  resulted  from  this  more  intensive  State  agency  activity 
which  has  involved  greatly  expanded  consultation  with  providers  to 
correct  deficiencies.  Some  facilities  which  could  not  overcome  deficien- 
cies or  were  unable  to  continue  to  meet  the  requirements  for  participa- 
tion voluntarily  withdrew  from  the  program,  while  others  had  their 
agreements  terminated  by  the  Secretary.  These  activities  are  discussed 
in  greater  detail  in  the  following  sections. 

In  addition,  the  1967  amendments  provided  coverage  for  additional 
outpatient  physical  therapy  services  and  for  portable  X-ray  services. 
Considerable  effort  was  involved  during  fiscal  1968  in  certifying  po- 
tential providers  of  these  new  services. 

Title  VI  of  the  Civil  Rights  Act 

In  addition  to  meeting  the  quality  standards  established  under  the 
health  insurance  program,  hospitals,  extended  care  facilities,  and  home 
health  agencies  wishing  to  participate  in  the  Medicare  program  must 
be  in  compliance  with  title  VI  of  the  Civil  Rights  Act  of  1964.  Under 
this  act,  a  participating  provider  may  not  engage  in  discriminatory 
practices  on  the  basis  of  race,  color,  or  national  origin. 

In  the  first  annual  report  on  Medicare,  it  was  reported  that  every 
effort  had  been  made  by  the  Department  to  secure  voluntary  compli- 
ance of  institutions  with  the  civil  rights  requirement.  These  efforts  to 
secure  voluntary  compliance  are  continuing,  and  it  is  estimated  that 
at  the  end  of  fiscal  1968  there  were  less  than  30  hospitals  which  could 
meet  Medicare's  health  and  safety  standards  but  are  not  participating 
presumably  because  of  failure  to  comply  with  title  VI  requirements. 

Emergency  hospital  services 

In  enacting  the  original  Medicare  legislation,  Congress  recognized 
that  there  might  be  situations  in  which  beneficiaries  would  require 


18  State  agencies,  under  agreements  with  the  Secretary  of  Health,  Education,  and 
Welfare,  survey  potential  participating  facilities  and  make  recommendations  for  certifica- 
tion to  the  Secretary.  See  p.  35. 
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emergency  hospital  services  and  that  this  might  sometimes  result  in 
their  being  taken  to  an  institution  which  was  not  participating  in 
the  program.  In  such  situations,  it  was  felt  that  where  the  nonpartici- 
pating hospital  met  certain  requirements  assuring  the  health  and  safe- 
ty of  their  emergency-care  patients,  the  program  should  pay  for  the 
services.  It  was  intended,  however,  that  payment  should  only  be  made 
for  the  duration  of  the  need  for  emergency  care  and  only  where, 
taking  into  account  the  availability  of  any  nearby  participating  hos- 
pitals, the  nonparticipating  facility  was,  in  fact,  the  most  accessible 
hospital  able  to  furnish  the  necessary  emergency  care. 

Prior  to  fiscal  year  1968,  approximately  260  hospitals  had  been  sub- 
mitting claims  under  these  emergency  provisions.  At  the  end  of  fiscal 
year  1968,  more  than  70  of  these  facilities  had  become  participating 
providers.  Since  January  1968, 15  hospitals,  with  a  total  of  1,626  beds, 
that  have  been  submitting  close  to  20  percent  of  the  national  total  of 
emergency  claims,  are  now  fully  participating  in  the  program.  For 
example,  a  hospital  in  Texas  that  had  been  submitting  43  percent  of 
that  State's  emergency  claims,  is  now  a  participating  provider.  In 
Louisiana  five  hospitals  accounting  for  about  30  percent  of  that  State's 
emergency  claims  have  become  participating  providers,  as  well  as  six 
hospitals  in  Georgia  previously  submitting  23  percent  of  that  State's 
emergency  claims. 

There  are  approximately  30  of  the  remaining  hospitals  which  meet 
the  health  and  safety  requirements  of  the  program  and  whose  failure 
to  become  participating  providers  is  based  upon  problems  in  comply- 
ing with  the  civil  rights  requirements.  The  Department's  Office  of 
Civil  Rights  is  working  closely  with  hospital  associations  and  profes- 
sional organizations  to  assist  these  facilities  in  meeting  the  civil  rights 
requirements.  As  a  result  of  these  efforts,  several  more  hospitals,  espe- 
cially in  Mississippi  and  Alabama  (where  most  of  the  30  hospitals 
are  located) ,  are  expected  to  become  fully  participating  providers  dur- 
ing fiscal  year  1969. 

In  order  to  assure  that  emergency  care  is  reimbursable  only  when 
the  nonparticipating  hospital  is,  in  fact,  the  most  accessible  hospital 
and  that  the  services  rendered  are  truly  of  an  emergency  nature,  the 
Department  has  recently  promulgated  additional  regulations  provid- 
ing for  more  specific  documentation  as  to  both  the  medical  need  for 
the  emergency  care  and  whether  the  most  accessible  hospital  available 
is  being  used. 

Payment  for  emergency  services  can  only  be  made  if  the  claim  for 
payment  is  accompanied  by  sufficient  information  to  show  that  the 
hospital  was  the  most  accessible  hospital  available  equipped  to  handle 
the  emergency  and  by  a  supporting  statement  from  a  physician  certi- 
fying the  emergency  nature  of  the  hospitalization.  The  Public  Health 
Service  has  responsibility  for  determining  whether  an  emergency 
claim  meets  the  medical  necessity  requirements  of  the  regulations.  In 
determining  whether  the  hospital  admission  was  of  an  emergency 
nature,  review  physicians  in  the  regional  offices  of  the  Service  evaluate 
the  attending  physician's  statements,  and,  in  most  instances,  the  hos- 
pital records. 

It  is  anticipated  that  the  regulations  along  with  the  increasing 
number  of  nonparticipating  hospitals  that  are  being  brought  into  the 
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program,  will  result  in  a  substantial  decline  in  the  number  of  emer- 
gency claims. 

Certification  of  hospitals 

In  the  fiscal  year  ending  June  30,  1968,  a  total  of  6,865  general, 
psychiatric  and  tuberculosis  hospitals  had  been  certified  to  participate 
in  the  health  insurance  program.  Of  the  total  certified  general  hos- 
pitals, 600  had  been  certified  under  the  "special  access"  provisions. 

The  State  agencies  have  reported  that  those  hospitals  which  re- 
ceived special  access  certification  have,  in  general,  made  significant 
progress  toward  correction  of  their  original  deficiencies.  The  nation- 
wide shortage  of  registered  nurses,  however,  is  especially  acute  in  those 
rural  and  isolated  areas  where  most  access  facilities  are  located  and 
has  remained  the  single  most  significant  obstacle  for  these  hospitals  to 
overcome,  despite  their  continuing  recruitment  efforts. 

The  access  hospitals  have,  however,  made  measurable  strides  in  such 
areas  as  correction  of  physical  plant  deficiencies  (e.g.,  installation  of 
sprinkler,  emergency  gas,  water  and  power  systems,  etc.),  obtaining 
the  services  of  pathologists,  qualified  dietitians,  medical  records  libra- 
rians, and  the  purchase  of  new  equipment  for  operating  and  recovery 
rooms,  such  as  cardiac  monitors  and  defibrillators. 

Terminations 

During  fiscal  year  ending  June  30,  1968,  32  agreements  with  hos- 
pitals were  terminated  either  by  the  voluntary  request  of  the  provider 
or  by  the  Secretary.  Eleven  were  terminated  for  failure  to  comply  with 
the  statute  and  regulations.  The  primary  reason  for  termination  in  10 
of  the  11  hospitals  was  failure  of  the  facilities  to  meet  the  nursing  re- 
quirements of  section  1861(e)  (5)  of  the  law.  The  other  hospital  was 
terminated  for  failure  to  comply  with  the  health  and  safety  require- 
ments as  set  forth  in  the  Federal  regulations. 

Twenty-one  hospitals,  which  consisted  of  749  beds,  requested  and 
were  approved  for  voluntary  withdrawal  from  the  program  during 
this  same  period.  Twelve  of  these  voluntary  terminations  resulted  from 
the  inability  of  the  facilities  to  continue  to  meet  the  conditions  of  par- 
ticipation and  the  realization  by  the  hospitals  that  termination  by  the 
Secretary  would  result  from  continued  noncompliance.  One  hospital 
withdrew  from  the  program  when  it  discontinued  its  operation.  The 
remaining  eight  hospitals  requested  termination  of  their  agreements 
due  to  the  fact  that  they  had  had  few,  if  any.  Medicare  admissions 
during  the  previous  fiscal  year.19 

Extended  care  facilities 

As  of  July  1968,  there  were  4,702  extended  care  facilities  participat- 
ing in  the  Medicare  program.  A  basic  problem  continued  to  be  the  avail- 
ability of  extended  care  services  in  some  locations.  Data  on  the  distri- 
bution of  certified  facilities  relative  to  population  density  indicate  wide 
variations  throughout  the  country.  Where  there  appear  to  be  short- 
ages, plans  are  underway  to  explore  with  appropriate  agencies,  in  and 
out  of  the  Government  and  at  both  Federal  and  State  levels,  what  can 
be  done  to  encourage  the  establishment  and  Medicare  participation  of 
additional  extended  care  facilities. 

19  Additional  involuntary  terminations  processed  since  June  1,  1968 :  Hospitals,  16 ; 
extended  care  facilities,  15  ;  total  of  31.  Additional  voluntary  terminations  processed 
since  June  1,  1968  :  Hospitals,  16  ;  extended  care  facilities,  143  ;  home  health  agencies,  23. 
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The  ongoing  resurveys  of  certified  facilities  indicate  substantial  im- 
provements in  many  aspects  of  extended  care  services.  For  example, 
at  the  beginning  of  extended  care  coverage  in  January  1967,  there  were 
over  300  facilities  which  had  been  given  conditional  certifications, 
rather  than  full  certifications,  because  of  their  inability  to  obtain  quali- 
fied charge-nurses  for  each  tour  of  duty.  As  of  July  1968,  there  were 
only  53  facilities  which  had  not  yet  corrected  this  deficiency.  More- 
over, as  the  cycle  of  periodic  resurveys  became  operative,  State  agen- 
cies made  more  thorough  inspections  and  offered  more  effective  con- 
sultation, with  the  result  that  a  substantial  number  of  other  deficiencies 
were  disclosed  and  corrected. 

The  Social  Security  Administration  and  the  Social  and  Rehabilita- 
tion Service  are  jointly  engaged  in  studying  the  interrelationships  of 
the  title  XVIII  coverage  of  extended  care  services  and  title  XIX  bene- 
fits for  other  levels  of  nursing  home  care,  so  that  appropriate  con- 
sistency in  health  care  standards  and  their  implementation  can  be 
achieved  with  respect  to  the  skilled  nursing  facilities  covered  by  both 
programs. 

The  proliferation  of  "distinct  part"  extended  care  facilities  is  a  mat- 
ter which  has  caused  some  concern.  Complex  reimbursement  and  other 
administrative  problems  are  sometimes  involved  where  part  of  an  in- 
stitution is  certified  as  an  extended  care  facility  while  the  remainder 
is  left  outside  the  Medicare  program.  To  remedy  this,  new  rules  on  es- 
tablishment of  "distinct  parts"  are  being  considered  to  allow  for  par- 
tial certification  of  an  institution  only  where  there  is  a  genuine  dif- 
ference in  levels  of  care  based  on  medical  needs  of  the  patients,  and  not 
artificial  breakdowns  established  principally  to  secure  reimbursement 
advantages. 

Utilization  review 

The  conditions  of  participation  for  hospitals  and  extended  care  facil- 
ities require  that  each  facility  establish  a  utilization  review  committee, 
consisting  of  at  least  two  physicians,  to  review  all  long-stay  cases  and 
to  undertake  sample  reviews  of  admissions  and  professional  services 
rendered.  The  utilization  review  mechanism  is  widely  recognized  as  a 
method  which  can  significantly  contribute  to  the  assurance  of  quality 
care  through  the  more  effective  utilization  of  institutional  facilities. 
However,  utilization  review  remains  a  new  and  complex  concept  to 
many  providers,  particularly  to  extended  care  facilities,  few  of  whom 
have  organized  medical  staffs. 

During  the  first  operating  year  of  Medicare,  the  Social  Security  Ad- 
ministration issued  instructions  to  State  agencies  and  fiscal  intermedi- 
aries outlining  their  respective  roles  in  assessing  the  effectiveness  of 
utilization  review  activities  by  participating  providers.  In  fiscal  1968, 
the  Social  Security  Administration  took  additional  steps  to  assure  in- 
creased emphasis  on  utilization  review  in  State  agency  and  interme- 
diary contacts  with  providers.  Instructions  have  been  issued  to  State 
agencies  telling  them  to  look  beyond  written  utilization  review  plans 
to  the  operational  aspects  of  committee  functioning,  within  the  frame- 
work of  the  established  role  for  the  State  agency,  and  to  give  increased 
emphasis  to  assuring  that  committees  are  performing  sample  reviews 
of  admissions  and  services  rendered.  The  regional  offices  of  the  Bureau 
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of  Health  Insurance  have  initiated  meetings  of  representatives  of  the 
State  agencies  and  fiscal  intermediaries,  to  encourage  a  mutual  ex- 
change of  ideas  and  information,  and  to  provide  both  groups  with  the 
opportunity  to  discuss  their  complementary  roles  in  the  light  of  specific 
cases.  In  addition,  meetings  have  been  held  to  train  regional  office 
personnel  in  current  principles  and  policies  regarding  utilization  re- 
view. On  a  national  ba^sis,  the  Social  "Security  Administration  has 
worked  closely  with  the  Blue  Cross  Association  and  other  interme- 
diaries to  assure  coordination  of  instructions  and  operating  practices 
between  the  State  agencies  and  the  intermediaries. 

Home  health  agencies 

A  great  variety  of  professional  and  community  organizations  have 
participated  with  the  involved  governmental  agencies  to  promote  the 
availability  and  usage  of  home  health  services.  The  fact  that  some 
areas  are  not  served  at  all  and  others  are  served  only  sparsely  by  home 
health  agencies  indicates  that  these  efforts  may  not  have  been  alto- 
gether successful  in  establishing  this  relatively  new  type  of  health 
care  as  a  readily  available  resource  when  such  services  are  needed  in 
the  health  care  of  Medicare  patients. 

The  Bureau  of  Health  Insurance  and  the  Public  Health  Service  have 
investigated  and  discussed  this  situation  with  informed  sources  in  a 
number  of  localities  throughout  the  country.  The  facts  usually  dis- 
closed are  that  there  is  a  widespread  public  unf  amiliarity  with  the  con- 
cept of  home  health  care  as  a  professional  level  of  health  care. 

A  special  study  is  being  made  of  a  limited  number  of  communities 
in  which  the  availability  and  usage  of  home  health  services  relative  to 
the  over-age-65  population  is  markedly  low.  Detailed  statistical  and 
background  information  will  be  obtained  concerning  these  communi- 
ties, to  determine  whether  the  lack  of  availability  or  usage  reflects  an 
unmet  need  for  home  health  services  or  whether  the  apparent  short- 
age is  due  to  the  availability  of  other  health  facilities  and  to  ingrained 
local  customs  and  practices  oriented  toward  the  use  of  such  other  facil- 
ities. Although  even  in  such  areas  it  might  be  well  to  press  for  the 
greater  usage  of  home  health  services,  initial  efforts  will  be  concen- 
trated in  those  communities  where  there  is  a  public  demand  for  such 
services  which  is  unsatisfied  because  of  lack  or  funds  or  personnel,  or 
where  a  greater  degree  of  local  initiative  is  required  to  establish  home 
health  agencies. 

Although,  after  2  years  of  Medicare,  an  adequate  availability  of 
home  health  services  remains  the  major  problem  in  implementing  the 
home  health  benefits  provision,  the  program  is  giving  increasing  at- 
tention to  improving  the  quality  of  services  rendered  by  existing  home 
health  agencies  and  seeing  that  they  are  rendered  at  reasonable  cost. 
To  this  end,  survey  and  reimbursement  guides  are  being  revised  to 
stress  appropriate  analysis  by  State  agencies  and  intermediaries  of  the 
type  and  extent  of  care  being  rendered ;  that  is,  the  degree  to  which 
physicians'  instructions  are  being  observed  as  to  treatments  given, 
frequency  of  visits,  and  similar  elements  of  care. 

Independent  laboratories 

By  July  31, 1967,  the  initial  certification  of  independent  laboratories 
was  virtually  completed.  Of  the  approximately  2,700  laboratories 
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which  had  originally  submitted  requests  for  approval,  2,566  had  been 
approved  as  of  that  date ;  and  about  150  had  been  denied  approval  to 
have  one  or  more  of  their  services  reimbursed  under  the  Medicare 
program.  Of  the  denials,  21  have  since  requested  reconsideration. 
Seven  of  these  denials  were  reversed  and  in  the  remainder  the  denial 
was  affirmed. 

Following  completion  of  initial  certification  activity,  the  State 
agencies,  the  Social  Security  Administration,  and  the  Public  Health 
Service  began  addressing  themselves  to  the  issues  for  continuing  the 
eligibility  of  independent  laboratories,  especially  those  laboratories 
whose  directors  did  not  have  the  basic  education  and/or  experience 
requirements  necessary  to  qualify  them  as  directors  under  the  regula- 
tions. The  most  urgent  issue  relating  to  these  individuals  was  the 
immediate  need  to  qualify  them  as  directors  through  the  use  of  an 
examination  sponsored  by  the  Public  Health  Service,  because  approval 
of  461  laboratories  beyond  July  31, 1967,  in  whole  or  in  part,  depended 
solely  upon  the  laboratory  director  taking  and  passing  the  written 
examination.  The  initial  examination  was  given  June  1-2, 1967.  Make- 
up examinations  were  given  late  in  June  and  again  in  July  to  assure 
that  every  individual  who  had  expressed  an  intent  to  take  the  examina- 
tion was  not  disadvantaged  because  of  illness  or  other  unavoidable 
absence. 

As  a  result  of  experience  gained  and  comments  received  from  inter- 
ested parties  in  the  latest  part  of  the  certification  activities,  modifi- 
cation of  certain  of  the  regulations,  originally  published  on  Decem- 
ber 16, 1966,  was  found  to  be  desirable.  Changes  were  jointly  developed 
by  SSA  and  the  PHS  and  were  incorporated  into  revised  regulations 
published  on  January  13,  1968.  These  changes  took  into  account  com- 
ments and  complaints  received  prior  to  hearings  by  the  Committee 
on  Ways  and  Means,  as  well  as  testimony  presented  to  the  committee. 
Among  the  more  important  changes  were : 

1.  Liberalization  in  certain  of  the  requirements,  as  well  as  limi- 
tation of  the  requirements  to  those  tests  laboratories  perform  for 
Medicare  beneficiaries  only. 

2.  Deferral  of  the  proficiency  testing  requirements  until 
July  31, 1968. 

3.  With  respect  to  the  June  30,  1971,  expiration  date  for  tem- 
porary qualification  of  certain  personnel,  criteria  were  established 
permitting  individuals  who  qualified  before  1971  to  continue  to 
qualify  after  June  30,  1971,  on  a  permanent  basis. 

The  immediate  results  of  these  modifications  were  that  no  labora- 
tories were  adversely  affected  by  the  regulations  that  nondoctoral 
directed  laboratories  successfully  participate  in  a  proficiency  testing 
program  by  July  31,  1968.  This  was  due,  for  the  most  part,  to  the  fact 
that  States' having  laboratories  with  nondoctoral  directed  laboratories 
were,  by  that  later  date,  either  already  operating,  or  had  recently 
approved,  acceptable  proficiency  testing  programs.  In  April  1968,  each 
State  was  asked  to  report  on  the  status  of  its  proficiency  testing  pro- 
gram as  it  would  be  by  July  31,  1968,  and  plans  contemplated  for 
1968-69.  Reports  received  indicated  that  six  States  would  not  have 
a  Medicare  required  proficiency  testing  program  in  effect.  This,  how- 
ever, did  not  pose  any  problem  inasmuch  as  there  were  no  laboratories 
approved  in  these  States  for  whom  participation  in  a  proficiency  test- 
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ing  program  was  mandatory.  The  status  reports  reflect  that  full  pro- 
ficiency testing  programs  are  operative  in  all  the  remaining  States  and 
that  the  programs  cover  all  the  specialties  in  which  laboratories 
desiring  participation  in  the  program  perform  tests. 

In  modifying  the  regulations  which  allowed  temporarily  approved 
laboratories,  to  remain  in  the  program  on  a  permanent  basis  after 
June  30,  1971,  a  provision  was  also  made  that,  in  addition  to  perform- 
ing satisfactorily  in  a  proficiency  testing  program,  such  laboratories 
must  take  part  in  a  performance  evaluation  program.  This  evaluation 
program  will  place  great  reliance  upon  three  main  elements :  (1)  quali- 
fications of  personnel;  (2)  proper  maintenance  of  records,  equipment, 
facilities;  and  (3)  effective  quality  control  system. 

Evaluation  of  these  three  critical  elements,  along  with  proficiency 
testing  results,  should  determine  whether  a  clinical  laboratory  is  pro- 
viding safe  and  dependable  laboratory  services.  Recently  revised  labo- 
ratory survey  forms  will  facilitate  the  gathering  of  such  performance 
evaluation  data.  In  addition,  surveyors  conducting  surveys  for  Medi- 
care must  possess,  as  a  minimum,  a  baccalaureate  degree  with  a  reliable 
laboratory  science  major  and  at  least  3  years  of  broad  experience  in  a 
clinical  laboratory  setting.  By  July  1,  1968,  most  State  agencies  had 
reported  that  qualified  surveyors  were  on  the  State  agency's  staff  or 
would  be  very  shortly.  At  the  time  this  report  was  prepared  all  State 
agencies  had  on  their  staff,  either  full  time  or  as  consultants,  individ- 
uals with  the  necessary  qualifications. 

Outpatient  physical  therapy 

Under  the  1967  amendments  to  the  Social  Security  Act,  coverage  of 
outpatient  physical  therapy  services  under  the  medical  insurance  plan 
was  extended,  effective  July  1,  1968,  to  include  such  services  furnished 
by  providers  of  services,  including  clinics,  rehabilitation  agencies,  or 
public  health  agencies.  There  are  a  total  of  55  newly  certified  provid- 
ers— that  is,  rehabilitation  agencies,  clinics  and  public  health  agen- 
cies— whose  outpatient  physical  therapy  services  were  reimbursable 
as  of  July  1, 1968. 

In  spite  of  the  small  number  of  rehabilitation  agencies,  clinics,  and 
public  health  agencies  certified  as  additional  providers  of  outpatient 
physical  therapy  services,  there  are  no  signs  of  inadequate  availability 
of  such  services  because  of  absence  of  these  new  types  of  providers. 
This,  quite  likely,  is  because  the  over  13,000  participating  hospitals, 
extended  care  facilities  and  home  health  agencies  were  deemed  quali- 
fied, without  any  additional  certifications,  to  provide  covered  out- 
patient physical  therapy  services.  However,  HHA's  which  wish  to 
furnish  such  services  on  the  premises  of  the  agency  must  meet  addi- 
tional conditions  of  participation  related  to  physical  environment. 

Certification  of  suppliers  of  portable  X-ray  services 

The  proposed  regulations  embodying  the  requirements  which  must 
be  met  by  suppliers  of  portable  X-ray  services  as  conditions  for  cov- 
erage of  their  services  were  published  on  July  16,  1968.  It  was  neces- 
sary, however,  to  identify  and  initially  certify  all  qualified  suppliers 
of  such  services  without  waiting  for  publication  of  proposed  regula- 
tions since  coverage  of  portable  X-ray  services  became  effective  Janu- 
ary 1,  1968.  Therefore,  an  interim  reimbursement  procedure  was  insti- 
tuted effective  January  1,  1968,  which  permitted  payment  for  covered 


68 


services  rendered  by  apparently  qualified  suppliers.  State  agencies 
were  instructed  to  make  preliminary  investigation  of  known  suppliers 
to  ascertain  if  any  were  known  to  be  operating  with  significant  de- 
ficiencies with  respect  to  equipment,  personnel  operating  the  equip- 
ment, or  method  of  operation.  The  State  agencies,  with  assistance  from 
carriers,  identified  and  initially  certified  140  suppliers  of  portable 
X-ray  services.  Of  this  total,  approximately  30  are  concentrated  in 
California,  which  has  the  greatest  number  of  owner-operators. 

Following  the  publication  of  the  proposed  regulations,  comments 
were  received  from  the  American  College  of  Radiology,  the  New  York 
State  health  agencies,  the  California  Association  of  Portable  Radio- 
logic Technologists,  and  others.  On  the  basis  of  the  comments  received 
and  Administration  review  of  the  proposed  regulations,  a  number  of 
changes  are  being  considered.  The  principal  change  provides  for  a 
"grandfather"  clause  which  will  enable  operators  to  qualify  by  the 
substitution  of  training  and  experience  for  formal  education 
requirements.20 

Reviews  of  State  agency  performance 

Two  periodic  review  mechanisms  have  been  developed  to  monitor 
State  agency  performance  and  identify  areas  in  which  improvements 
can  be  achieved. 

Program  review 

Program  reviews,  carried  out  by  personnel  of  the  Bureau  of  Health 
Insurance  and  the  Public  Health  Service,  are  designed  to  determine 
the  effectiveness  of  the  certification  guidelines  and  the  conditions  of 
participation.  Through  June  30, 1968,  29  States  had  been  visited  by  the 
review  teams,  and  other  States  are  being  visited  on  a  continuing  basis. 
To  gain  firsthand  knowledge  of  State  problems  in  surveying  and  pro- 
viding consultation  to  providers,  and  as  a  means  of  achieving  a  more 
complete  evaluation  of  State  agency  survey  activity,  the  program  re- 
view teams  have  recently  undertaken  onsite  surveys  of  a  sampling  of 
providers  of  service  in  conjunction  with  the  program  review  visits. 
The  surveys  have  proved  to  be  an  effective  mechanism  in  identifying 
areas  of  weakness  in  survey  and  evaluation  activities,  where  increased 
training  emphasis  of  State  surveys  is  necessary.  These  program  re- 
views have  also  identified  areas  where  further  interpretation  and  clar- 
ification of  the  Federal  regulations  are  necessary. 

Comprehensive  administrative  review 

Comprehensive  administrative  reviews  of  State  agency  administra- 
tion of  the  provider  certification  process  are  carried  out  by  Bureau 
of  Health  Insurance  regional  and  central  office  staff  members,  usually 
with  additional  representation  by  Public  Health  Service  regional  staff. 
These  are  reviews  in  such  areas  as  management  of  workload  organiza- 
tion, personnel  management,  training,  and  financial  management,  as 
distinguished  from  the  program  reviews  which  are  oriented  toward 
the  quality,  consistency,  and  effectiveness  of  program  execution. 

The  reviews  of  State  agency  staffing  and  organizational  patterns 
identified  the  need  for  revision  of  a  number  of  State  plans  and  budgets 
to  accommodate  the  financing  of  positions  occupied  by  employees 

20  The  regulations,  including  this  change,  were  published  in  the  Federal  Register  on 
Jan.  10,  1969. 
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who  engage  in  multiprogram  activities  in  States  where  employees 
wholly  supported  by  health  insurance  funds  perform  services  in  other 
programs  (usually  State  licensure)  as  well  as  Medicare.  In  most  of 
the  States  in  which  this  was  observed,  corrective  action  has  already 
been  taken  by  instituting  acceptable  time  reporting  systems  or  by 
better  denning  program  duties. 

The  reviews  also  brought  out  various  organizational  problems  in- 
volving lines  of  supervision,  and  inadequate  emphasis  on  title  XVIII 
objectives  and  priorities.  This  is  an  area  in  which  there  is  a  need  for 
extensive  further  activity  to  evaluate  State  agency  operations  and 
to  recommend  methods  for  improving  efficiency. 

E.  PROGRAM  COST  CONTROLS  AND  UTILIZATION  SAFEGUARDS 

When  Congress  designed  the  benefit  structure  for  financing  the 
Medicare  program,  it  was  anticipated  that  the  costs  of  health  care 
services  would  increase.  The  assumptions  as  to  such  increases  were 
developed  on  the  basis  of  past  trends  in  health  care  prices.  The  financ- 
ing for  both  the  hospital  insurance  and  the  supplementary  medical 
insurance  programs  thus  allowed  for  an  increase  in  the  costs  of  hos- 
pital care  and  physician  services  on  the  basis  of  both  previous  experi- 
ence and  predicted  trends. 

During  the  course  of  Medicare's  first  year,  however,  it  became  in- 
creasingly apparent  that  the  costs  of  hospital  care  were  rising  at  a  more 
rapid  rate  than  had  been  anticipated  in  the  actuarial  assumptions 
which  served  as  a  basis  for  financing  the  hospital  insurance  program. 
As  the  same  time,  physician  fees  also  rose  somewhat  more  than  had 
been  anticipated  in  the  actuarial  assumptions  which  served  as  a  basis 
for  financing  the  supplementary  medical  insurance  program  (and  this 
factor  was  recognized  in  determining  the  premium  rate  applicable  for 
April  1968  through  June  1969) . 

In  Medicare's  second  year,  both  hospital  costs  and  physician  fees 
increased  at  about  the  same  rates  as  had  been  assumed  in  the  revised 
actuarial  estimates  which  were  made  in  1967. 

Increases  in  prices  of  health  care  services  are  not  only  the  concern 
of  Medicare  and  other  insurers  of  health  care  services  but,  equally, 
it  is  the  concern  of  every  citizen,  affecting,  as  it  does,  not  only  what 
he  pays  directly  for  health  care  but  also  what  he  pays  in  the  form  of 
constantly  increasing  insurance  premiums. 

In  its  first  2  years,  Medicare  paid  almost  $8.3  billion  for  health  care 
services.  This  is  approximately  45  percent  of  the  total  amount  of  bene- 
fits paid  in  that  same  period  by  all  other  health  insurers  in  the  Nation. 
By  no  means  all  of  the  Medicare  disbursements  were  new  income ;  much 
of  them  replaced  other  insurance.  Clearly,  however,  the  program  had 
a  substantial  fiscal  impact  on  the  health  community  and  carried  with 
it  the  risk  of  inducing  some  price  increase,  especially  when  the  eco- 
nomic sector  affected  was  already  operating  close  to  its  manpower  and 
facility  limits.  It  has  been  essential,  therefore,  that  Medicare  review 
increases  in  costs  or  charges  to  assure  itself,  as  well  as  the  public  whose 
funds  finance  the  program,  that  any  such  increases  are  responses,  not 
just  to  the  availability  of  additional  funds,  but  also  to  the  action  of 
factors  which  the  community  as  a  whole  would  accept  as  establishing 
a  justifiable  basis  for  increases  in  the  prices  of  products  and  services. 
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Apart  from  taking  steps  to  assure  that  increases  in  costs  and  charges 
are  warranted,  there  is  another  dimension  of  program  costs  which  re- 
quires constant  review  and  appropriate  controls.  This  is  the  area  of 
unnecessary  or  excessive  utilization  of  covered  services.  Under  the  hos- 
pital insurance  program,  one  of  the  most  obvious  examples  of  this  is 
unnecessary  occupancy  of  expensive  inpatient  facilities,  when  health 
services  at  that  level  of  care  are  not  required.  An  admission  to  a  hos- 
pital for  services  which  could  be  given  on  an  outpatient  basis,  with 
equal  medical  effectiveness,  is  a  particularly  striking  example  of  such 
a  situation.  A  Friday  admission  to  a  hospital  whose  laboratory  is  closed 
on  weekends,  when  the  initial  purpose  of  the  admission  is  to  secure 
diagnostic  services,  is  another  obvious  situation  in  which  costs  are  inap- 
propriately generated.  Extended  stays  in  a  facility  beyond  the  pa- 
tient's medical  need  for  that  facility's  level  of  care  creates  a  far  higher 
care  cost  than  should  be  incurred  by  either  the  patient  or  his  insurer. 
A  reduction  of  a  single  day  of  inpatient  care  for  each  Medicare  bene- 
ficiary admitted  to  a  hospital  would  result  in  savings  of  approximately 
$235  million  in  benefit  expenditures. 

In  the  medical  insurance  program,  excessive  or  unnecessary  utili- 
zation has  substantial  cost  effects  because  of  the  fact  that  the  common 
charge  structure  for  medical  services,  whether  in  an  outpatient  hospital 
setting  or  in  respect  to  services  furnished  by  private  physicians,  is 
generally  that  a  fee  is  charged  for  each  visit.  Under  such  a  system, 
medical  care  costs  can  be  substantially  increased  solely  as  a  result  of  an 
increased  number  of  visits  which  may  or  may  not  always  represent  a 
proportionate  increase  in  either  the  quantity  or  quality  of  medical  serv- 
ices rendered.  Thus,  if  patients  initiate  physician  or  outpatient  visits 
which  their  medical  needs  do  not  require  or  if  they  request  additional 
visits  after  their  current  medical  needs  have  been  met,  program  liability 
can  be  considerably  increased  even  though  no  medically  necessary  serv- 
ice is  rendered.  Similarly,  there  can  be  situations  in  which  physicians 
and  outpatient  clinics  may  invite  or  allow  more  patient  visits  than  are 
required  for  the  patient's  medical  management  or  which  customary 
practice  would  ordinarily  dictate. 

The  program  has  approached  its  responsibilities  in  the  area  of  cost 
control  and  utilization  safeguards  in  a  number  of  different  ways.  First, 
of  course,  the  structure  of  the  program  itself  provides  some  funda- 
mental controls  and  safeguards.  There  are  benefit  limitations  on  the 
number  of  days  of  care  in  hospitals  and  extended  care  facilities  and 
for  home  health  visits.  These  limits  are  intended  to  assure  coverage  for 
the  vast  majority  of  medical  situations  that  require  these  levels  of  serv- 
ice and  yet  provide  upper  limits  which  would  tend  to  exclude  some 
situations  of  excessive  utilization.  The  program  prescribes  certain  de- 
ductible and  coinsurance  amounts  which  may  serve  as  a  safeguard 
against  the  initiation  of  unnecessary  services  because  they  require  the 
patient  to  share  the  cost  of  services  and,  thus,  provide  some  motivation 
to  him  not  to  seek  services  unnecessarily  or  prolong  services  beyond  his 
medical  need.  Particularly  significant  are  the  program  requirements 
that,  for  services  to  be  reimbursable,  they  must  be  furnished  on  a 
physician's  order  or  under  his  direction  and  that  for  inpatient  serv- 
ices to  be  reimbursable,  a  physician  must  certify,  at  periodic  intervals, 
that  they  continue  to  be  medically  necessary. 
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Finally,  section  1862(a)  (1)  of  the  Social  Security  Act  provides  that, 
under  both  the  hospital  and  medical  insurance  programs,  payment  may 
not  be  made  for  services  which  are  not  reasonable  and  necessary  for 
the  diagnosis  and  treatment  of  illness  and  injury. 

Another  utilization  safeguard  mechanism  on  which  Medicare  places 
great  reliance  is  utilization  review.  The  law  requires  that  every  partic- 
ipating hospital  and  extended  care  facility  have  a  committee,  consist- 
ing of  at  least  two  physicians,  to  review  the  medical  necessity  of  care 
furnished  by  the  facility  to  Medicare  patients.  In  their  review  of  long- 
stay  cases,  these  committees  identify  questionable  cases  which  are  then 
discussed  with  the  attending  physician  for  consideration  of  discharge 
or  transfer  to  an  alternative  level  of  care.  The  decision  of  the  commit- 
tee that  further  care  in  the  facility  is  not  needed  results  in  the  termina- 
tion of  benefits.  But  beyond  conserving  program  funds  when  benefits 
for  unnecessary  care  are  terminated,  an  effective  committee  also  has  a 
substantial  influence  on  attending  physicians  which  follows  from  their 
awareness  that  a  committee  of  their  peers  is  periodically  reviewing 
extended  institutional  stays. 

There  is  another  dimension  of  utilization  review  which,  in  the  long 
run,  will  be  of  even  greater  importance  than  the  review  of  long-stay 
cases.  The  law  also  requires  that  each  committee  establish  programs  of 
sample  review  of  admissions  and  professional  services  rendered  by 
the  facility  with  a  view  toward  examining  the  medical  necessity  of 
such  admissions  and  services  iand  achieving  a  more  effective  utilization 
of  health  care  facilities.  The  accumulation  of  data  from  this  level  of 
review  and  its  periodic  evaluation  by  the  administrative  and  medical 
staff  of  each  facility  has  great  potential  for  improving  the  patient  care 
practices  of  health  facilities  in  the  Nation. 

In  dealing  with  the  problem  of  unwarranted  escalation  of  costs  and 
charges,  intermediaries  have  considerably  intensified  their  review  of 
cost  reports  received  from  health  facilities  and,  most  particularly,  car- 
riers have  intensified  their  review  of  bills  submitted  by  physicians  and 
suppliers.  For  health  facilities,  a  cost  analysis  program  is  being  de- 
veloped to  establish  additional,  more  refined  criteria  for  determining 
the  reasonableness  of  individual  provider  costs  in  comparison  with 
similar  institutions  in  the  same  geographic  area.  Through  these  re- 
views, it  is  expected  that  a  number  of  specific  areas  in  which  costs 
appear  to  be  excessive  for  a  given  provider  can  be  identified  for  fur- 
ther analysis.  In  addition,  more  sophisticated  reviews  of  individual 
provider  billings  are  increasingly  being  undertaken  by  intermediaries 
to  evaluate  services  rendered  in  terms  of  various  measures  of  medical 
appropriateness. 

In  respect  to  physician  and  supplier  charge  levels,  the  first  step  re- 
quired has  been  the  development  of  customary  charge  profiles  for  in- 
dividual physicians  and  suppliers.  These  profiles  serve  as  a  basis  for 
computation  of  prevailing  charges,  that  is,  the  range  of  charges  by 
most  physicians  and  suppliers  in  given  localities  for  similar  services. 
As  carriers  improve  these  systems  and  particularly  as  they  become 
automated,  variations  from  customary  and  prevailing  charges  can  be 
identified  and  subjected  to  review  for  reduction  to  the  reasonable 
charge  level  of  payment. 
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Although  most  carriers  have  developed  customary  and  prevailing 
charge  "screens,"  and  are  using  them  with  some  degree  of  effectiveness, 
some  carriers  have  not  yet  established  sufficiently  dependable  mech- 
anisms. During  fiscal  year  1968,  a  great  deal  of  effort  was  directed 
toward  the  establishment  of  effective  review  mechanisms  by  all  car- 
riers. This  effort  is,  of  course,  continuing.  Exhibit  3  in  appendix  D 
shows,  at  6-month  intervals  during  Medicare's  first  2  years,  the  percent 
of  services  for  which  charge  reductions  were  made  and  the  amount  and 
percent  of  reduction.  The  significant  upward  trend  in  each  of  these 
four  semiannual  periods  reflects  the  intensification  of  carrier  efforts 
in  applying  customary  and  prevailing  charge  screens  and  the  increas- 
ing sophistication  of  such  screens,  in  large  part  due  to  increased  com- 
puter, rather  than  manual,  screening  processes. 

In  addition  to  customary  and  prevailing  charge  screens,  a  number 
of  other  utilization  criteria  have  been  or  are  being  introduced  into 
carrier  systems.  A  particularly  important  screen,  utilized  by  many 
carriers,  permits  the  prompt  identification  of  individual  physicians 
whose  total  bills  for  Medicare  patients  in  given  periods  significantly 
exceed  what  would  normally  be  expected  in  ordinary  practice.  Investi- 
gation of  physicians  identified  by  means  of  such  a  screen  can  disclose 
instances  of  over-utilization  or  cases  in  which  the  physician's  practices 
are  sufficiently  questionable  to  warrant  reporting  to  the  State  or  local 
medical  society  or  even  cases  of  deliberate  fraud  in  which  prosecution 
would  be  appropriate.  The  increasing  awareness  that  cases  involving 
possibly  excessive  rates  of  payment  are  being  investigated  constitutes 
a  significant  deterrent  to  abuse.  It  should  be  noted,  of  course,  that 
physicians  identified  by  such  a  gross  payment  screen  will,  by  no  means, 
necessarily  be  engaged  in  improper  practices.  On  the  basis  of  a  special 
study  of  payments  to  physicians  reported  by  selected  carriers  for  the 
period  June  1966  through  December  1967,  47  physicians  within  the 
areas  served  by  these  carriers  were  identified  as  receiving  gross  pay- 
ments representing  Medicare  reimbursement  exceeding  $50,000  a 
year.  Exhibit  4  in  appendix  D  shows  a  breakdown  of  these  physicians 
by  specialty.  In  13  of  the  cases,  the  carriers  found  no  basis  for  ques- 
tioning the  services  rendered.  In  the  remaining  34  cases,  however,  the 
investigation  is  continuing  and  in  some  it  is  expected  that  there  will 
be  evidence  of  incorrect  billing,  or  improper  utilization  and  excessive 
charges.  It  should  be  noted  that  the  cases  investigated  include  a  num- 
ber of  highly  qualified  specialists  with  extensive  practices  in  urology, 
ophthalmology,  internal  medicine,  and  general  surgery — areas  in 
which  one  would  expect  a  high  incidence  of  utilization  by  aged  pa- 
tients— and  that  charges  for  services  fell  within  acceptable  ranges. 
Also,  the  Medicare  payment  figures  represent  gross  income  to  the  phy- 
sician, without  reflecting  costs  incurred  by  the  physician  in  maintain- 
ing his  practice.  Exhibits  5  and  6  in  appendix  D  show  the  preliminary 
results  of  the  carriers'  investigations.  This  type  of  carrier  review  will 
be  intensified  in  fiscal  1969  and  with  increased  computer  capacity  it 
can  be  performed  more  often  on  a  gross  billing  basis  coincident  with 
payment. 

Other  types  of  screens  which  are  being  increasingly  used  by  car- 
riers provide  for  the  identification  of  physician-patient  contacts  which 
appear  abnormally  frequent  for  a  particular  diagnostic  category  or 
therapeutic  procedure,  or  for  identification  of  potential  markup  situa- 
tions where  physicians  include  an  added  charge  for  services  actually 
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provided  by  an  independent  laboratory,  or  the  identification  of  situa- 
tions in  which  a  physician  begins  charging  separately  for  component 
services  which  he  had  previously  rendered  as  a  combination  or  package 
service  with  a  single  charge.  Carriers  are  increasingly  incorporating 
such  screens  into  their  electronic  data  processing  systems  rather  than 
applying  them  manually  in  the  case-review  process. 

All  of  these  efforts  to  preclude  payment  for  unnecessary  or  excessive 
services  greatly  depend  for  their  success  on  the  support  of  the  medical 
community,  particularly  in  the  establishment  of  norms  which  rep- 
resent generally  acceptable  professional  practices.  The  medical  com- 
munity has  given  substantial  supix>rt  to  the  efforts  of  many  carriers 
in  establishing  such  criteria.  It  should  be  noted,  of  course,  that  in 
many  instances  variations  from  usual  patterns  are  justified  by  the  facts 
of  an  individual  case.  The  important  thing,  however,  is  that  the  Medi- 
care claims  review  process  must  be  able  to  identify  significant  varia- 
tions so  that  further  review  can  be  undertaken  in  instances  where  the 
possibility  of  excessive  or  improper  utilization  should  be  investigated. 

The  area  of  utilization  safeguards  is  a  critically  important  area  of 
program  administration.  The  Administration  is  currently  giving  these 
aspects  of  intermediary  and  carrier  performance  the  highest  priority 
and  intends  to  work  closely  with  the  intermediaries  and  carriers  in  the 
current  fiscal  year  to  develop  uniformly  effective  claims  review 
processes. 

F.   BENEFICIARY  ENROLLMENT  AND   PREMIUM  COLLECTION 

Each  month  about  125,000  people  reach  age  65.  The  Social  Security 
Administration  makes  an  intensive  effort  to  locate  every  eligible  per- 
son to  establish  their  entitlement  to  hospital  insurance  and  offer  them 
the  opportunity  to  enroll  in  the  voluntary  medical  insurance  program. 

Because  they  are  already  on  the  social  security  monthly  benefit  rolls, 
hospital  insurance  entitlement  is  automatically  established  for  approxi- 
mately one-half  of  the  125,000,  and  information  on  medical  insurance 
enrollment  can  be  promptly  transmitted  to  this  group  by  mail.  Vir- 
tually all  of  the  others  are  reached  either  through  their  own  initiative, 
as  urged  in  public  informational  programs,  or  through  comprehensive 
"leads"  programs  utilizing  a  variety  of  techniques  for  identifying  and 
informing  those  who  are  eligible. 

About  one-half  of  the  over  60,000  who  attain  age  65  in  any  month, 
but  who  are  not  eligible  for  cash  benefits,  can  be  identified  from  com- 
bined social  security  and  Internal  Eevenue  Service  sources.  These  peo- 
ple are  advised  by  mail  3  months  before  they  reach  65  of  their  right  to 
enroll  for  both  parts  of  Medicare.  To  reach  the  remainder,  programs 
have  been  established  with  hundreds  of  large  institutions  and  employ- 
ers throughout  the  country  through  which  people  are  identified  as  they 
approach  65  and  are  encouraged  to  contact  their  social  security  office. 
In  addition,  many  of  the  Nation's  health  insurers  include  notices  in 
their  communication  to  policyholders  who  are  approaching  65  as  part 
of  their  invitation  to  purchase  complementary  coverage.  Also  of  great 
help  are  the  many  public  information  messages  conveyed  through  the 
mass  media  which  emphasize  the  availability  of  hospital  insurance  and 
the  importance  of  the  decision  on  medical  insurance  enrollment  for 
those  approaching  age  65. 
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In  addition  to  the  7-month  initial  medical  insurance  enrollment  pe- 
riod for  people  who  are  approaching  age  65  (beginning  with  the  third 
month  before  the  month  they  become  65,  and  ending  3  months  after 
the  month  they  become  65)  there  is  an  annual  general  enrollment 
period  from  January  1  through  March  31,  for  those  who  either  fail 
to  enroll  in  their  initial  enrollment  period,  or  who  previously  enrolled 
and  had  their  coverage  terminated.  Extensive  efforts  were  undertaken 
to  advise  persons  who  had  not  previously  enrolled  that  another  op- 
portunity was  available  in  the  6-month  general  enrollment  period 
from  October  1,  1967,  through  March  31,  1968.  Records  of  the  Social 
Security  Administration  were  screened  to  identify  all  those  who  had 
not  replied,  or  replied  negatively,  in  their  initial  enrollment  period 
and  a  mail  recontact  was  made  with  this  group.  Internal  Revenue 
records  were  again  used  to  identify  potential  enrollees  not  shown  on 
social  security  records.  A  broad  publicity  program  was  undertaken 
and  many  of  the  Nation's  large  insurers  included  special  information 
in  their  subscriber  communications.  As  a  result,  some  700,000  people 
were  added  to  the  medical  insurance  rolls  in  this  period,  in  addition 
to  those  who  enrolled  as  they  reached  age  65  during  these  months.  As 
of  July  30,  1968,  almost  18,800,000  of  the  elderly— nearly  95  percent 
of  those  eligible — were  enrolled  in  the  medical  insurance  program. 

Premium  collection 

The  medical  insurance  program  is  financed  through  monthly  pre- 
miums paid  by  those  who  enroll  in  the  program  and  by  equivalent 
matching  payments  made  from  the  general  revenues  of  the  Federal 
Government.  The  premium  rate  through  March  1968  was  $3  per  month. 
This  amount  was  increased  to  $4  per  month,  beginning  April  1968. 

For  people  receiving  social  security  cash  benefits,  railroad  retire- 
ment benefits,  or  Federal  civil  service  annuities,  premiums  are  deduct- 
ed from  their  monthly  benefit  checks.  About  half  of  those  not  receiving 
monthly  benefits  are  billed  quarterly  for  premiums  by  the  Social  Se- 
curity Administration  or  Railroad  Retirement  Board.  Premiums  may 
be  paid  for  as  long  as  a  year  in  advance,  and  for  individuals  finan- 
cially unable  to  make  quarterly  payments,  arrangements  can  be  made 
for  monthly  payments. 

The  Social  Security  Administration  also  has  group  billing  arrange- 
ments with  126  organizations  which  pay  premiums  on  behalf  of  groups 
or  enrollees.  These  group  premium  payment  arrangements  make  it 
easier  to  integrate  the  group  medical  insurance  plans  with  Medicare. 
Some  organizations  are  required  by  collective  bargaining  contracts 
to  pay  premiums  for  members  of  the  group ;  others  provide  medical 
care  for  their  members  and  use  medical  insurance  reimbursement  to 
reduce  the  cost  of  such  care  to  their  members. 

State  buy-in  activities 

Under  the  Medicare  law,  as  amended  in  1967,  States  are  permitted 
to  enter  into  agreements  with  the  Secretary,  based  on  a  request  made 
before  January  1,  1970,  to  buy  in — that  is,  to  enroll  and  pay  the  medi- 
cal insurance  premiums — for  public  assistance  recipients  age  65  or 
over  who  were  receiving  money  payments  under  an  approved  public 
assistance  plan  and  for  all  aged  people  eligible  to  receive  medical  as- 
sistance under  an  approved  title  XIX  plan.  The  State  may  limit  the 
agreement  to  cover  only  individuals  (other  than  monthly  social  secu- 
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nty  and  railroad  retirement  beneficiaries)  who  are  receiving  money 
payments  under  an  approved  public  assistance  plan,  or  it  may  cover 
individuals  including  monthly  social  security  and  railroad  retirement 
beneficiaries  who  are  receiving  money  payments  under  an  approved 
public  assistance  plan,  or  it  may  cover  all  aged  persons  determined 
eligible  to  receive  medical  assistance  under  title  XIX,  whether  or  not 
they  receive  monthly  social  security  or  railroad  retirement  benefits,  or 
whether  or  not  they  receive  money  payments. 

As  of  June  30,  1968,  39  States,  Guam,  and  the  Virgin  Islands  had  ac- 
tive agreements  enrolling  approximately  1.6  million  public  assistance 
and  medical  assistance  recipients  in  the  supplementary  medical  insur- 
ance program.  The  increase  in  the  number  of  buy-in  States  during  the 
past  year  is  largely  attributable  to  the  1967  amendments  which  (1)  ex- 
tended the  deadline  for  executing  a  buy-in  agreement  to  December  31, 
1969,  and  (2)  provided  that,  after  that  date,  there  will  be  no  Federal 
assistance  toward  the  payment  of  medical  expenses  which  would  have 
been  covered  by  supplementary  medical  insurance  had  the  individual 
for  whom  the  expenditure  is  made  been  enrolled  in  the  program.  It  is 
expected  that  virtually  all  of  the  States  will  "buy  in"  before  the 
January  1,  1970,  deadline. 

Termination  of  supplementary  medical  insurance  coverage 

People  whose  premiums  are  deducted  from  social  security,  railroad 
retirement,  or  Federal  civil  service  retirement  benefit  checks — the  vast 
majority  of  enrollees — had  their  first  opportunity  to  voluntarily  with- 
draw from  the  program  during  the  6-month  general  enrollment  period 
that  began  on  October  1, 1967.  There  were  only  about  40,000  such  with- 
drawals in  that  period — a  fraction  of  1  percent  of  those  eligible  to 
disenroll — and,  as  previously  noted,  during  the  same  period  some 
700,000  people  who  were  eligible  to  enroll  elected  to  start  their  coverage 
in  the  program. 

Under  the  1967  amendments,  beneficiaries,  effective  with  April  1, 
1968,  can  give  notice  of  withdrawal  at  any  time,  and  their  coverage 
will  be  terminated  at  the  close  of  the  following  calendar  quarter.  There 
were  approximately  7,000  such  withdrawals  in  the  April-June  quarter 
of  1968,  a  voluntary  withdrawal  rate  of  about  0.15  percent  on  an  annual 
basis. 

In  the  second  year  of  the  program,  a  monthly  average  of  1.6  million 
people  were  billed  directly  for  their  premiums.  Most  of  them  were  billed 
on  a  quarterly  basis.  As  of  the  end  of  June  1968,  there  were  about 
150,000  unenrolled  persons  whose  supplementary  medical  insurance 
coverage  had  teen  terminated  for  nonpayment  of  premiums.  Termina- 
tions of  enrollment  for  nonpayment  of  premiums  were  apparently  due 
in  many  instances  to  the  lack  of  financial  resources  for  the  premium. 
Many  people  terminated  for  nonpayment  of  premium  were  later  re- 
enrolled  when  their  State  public  assistance  programs  entered  into  buy- 
in  agreements  for  welfare  or  medical  assistance  recipients. 

G.  INCREASING  PROGRAM  UNDERSTANDING  21 

The  achievements  of  Medicare  in  its  first  2  years  would  not  have  been 
possible  without  a  considerable  understanding  of  the  program  by  its 
millions  of  beneficiaries  and  by  the  entire  health  community.  The 
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informational  activities  which  accomplished  this  have  not  been  con- 
ducted solely  by  the  Social  Security  Administration  and  the  inter- 
mediaries and  carriers,  but  have  involved  the  assistance  and  coopera- 
tion of  innumerable  organizations  outside  of  Government. 

I mf roving  beneficiary  understanding 

The  main  effort  in  reaching  program  beneficiaries  is  in  the  issuance 
of  written  materials.  The  major  written  vehicle  which  SSA  relies  on 
to  inform  beneficiaries  of  their  Medicare  benefits  and  how  to  receive 
them  is  the  publication  titled  "Your  Medicare  Handbook."  The  hand- 
book was  first  distributed  to  beneficiaries  when  the  program  began  in 
July  1966.  It  remained  as  the  most  comprehensive  source  of  informa- 
tion on  Medicare  until  the  passage  of  the  1967  amendments  which 
obsoleted  major  port  ions  of  the  old  handbook. 

Twenty-three  million  copies  of  a  revised  edition  were  issued  in  May 
and  June  1968.  In  preparing  the  new  Medicare  handbook,  comments 
were  secured  from  the  program's  intermediaries  and  carriers,  as  well 
as  major  organizations  in  the  health  care  field.  Social  security  staff 
members  in  SSA's  district  offices  were  asked  for  recommendations 
based  on  their  thousands  of  contacts  with  beneficiaries  since  the  issu- 
ance of  the  first  handbook.  An  extensive  review  was  made  of  benefi- 
ciary correspondence  over  the  preceding  2  years  reflecting  their  prob- 
lems in  understanding  Medicare  provisions.  Early  drafts  of  the  revised 
handbook  were  reviewed  by  a  panel  of  seven  experts  in  public  com- 
munications, and  a  pilot  test  of  the  new  handbook  was  undertaken 
with  beneficiaries  in  a  small  community  in  Maryland.  The  new  edition 
was  a  marked  change  from  the  old  handbook.  Colors  were  used  to  sepa- 
rate the  sections  describing  the  hospital  insurance  and  medical  insur- 
ance parts  of  the  program.  The  language  level  was  carefully  gaged 
to  assure  a  greater  degree  of  beneficiary  understanding,  and  the  con- 
fusing term  "spell  of  illness"  was  changed  to  "benefit  period."  A 
special  index  was  prepared  so  that  beneficiaries  could  readily  identify 
the  special  program  changes  brought  about  by  the  1967  amendments. 
A  new  section  was  included  which  emphasized  blood  rejdacement  op- 
portunities through  the  American  Red  Cross  and  the  American  Asso- 
ciation of  Blood  Banks,  calling  particular  attention  to  the  fact  that 
replacement  was  often  possible  because  of  a  relative's  membership  in 
a  blood  donor  plan. 

Separate  handbooks  were  prepared  and  distributed  for  those  who 
had  hospital  insurance  only  or  medical  insurance  only.  The  Railroad 
Retirement  Board  prepared  a  modified  version  for  its  beneficiaries. 

It  was  clear  that  a  single  handbook  encompassing  all  of  the  benefits 
available  under  Medicare  could  only  meet  part  of  the  overall  informa- 
tional needs  of  beneficiaries.  A  great  deal  of  emphasis  has,  therefore, 
been  placed  on  making  informational  literature  available  to  benefici- 
aries at  the  location  where  they  actually  receive  covered  services. 
Through  this  technique,  information  which  is  specifically  related  to 
the  service  he  is  receiving  can  be  brought  to  the  beneficiary's  attention 
at  the  time  when  it  is  most  relevant.  Moreover,  when  the  beneficiary 
reads  such  descriptive  material  at  the  location  where  services  are  being 
received,  the  assistant  in  the  physician's  office  or  the  employees  of  a 
health  facility  are  available  to  provide  additional  information  and 
answer  any  questions  which  the  beneficiary  may  have. 
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A  number  of  pamphlets  and  brochures  of  this  kind  have  been  pre- 
pared and  distributed  to  beneficiaries,  hospitals,  extended  care  facil- 
ities, home  health  agencies,  and  physicians'  offices.  These  pamphlets 
cover  specific  program  areas ;  for  example,  "When  You  Enter  a  Hos- 
pital" ;  "Outpatient  Hospital  Benefits" ;  "How  To  Claim  Benefits  Un- 
der Medical  Insurance." 

SSA's  779  district  offices  and  3,241  regularly  visited  contact  stations 
provide  readily  accessible  informational  service  to  the  public  through 
personal  contacts  and  in  response  to  telephone  and  letter  inquiries. 
These  direct  beneficiary  services  extend  from  answering  questions  to 
assisting  in  the  completion  of  claims  forms.  In  fiscal  year  1968,  SSA 
recorded  close  to  11  million  district  office  Medicare  inquiries  and  an 
additional  2,700,000  claims  assistance  actions  on  behalf  of  beneficiaries. 
District  offices  also  engage  in  extensive  informational  activities 
through  their  access  to  more  than  12,000  newspapers,  1,830  magazines, 
3,786  radio  stations,  and  708  television  stations.  Regular  releases  are 
furnished  to  these  outlets  and  district  office  staff  frequently  appear  on 
radio  and  television  programs.  District  office  staff  made  over  41,000 
talks  in  fiscal  year  1968  before  civic  and  professional  audiences  and 
placed  over  4,000  exhibits  at  conventions,  libraries,  and  other  public 
locations.  Much  of  the  material  distributed  or  displayed  through  these 
outlets  represented  information  on  Medicare. 

Intermediaries  and  carriers  have  engaged  in  substantial  public  in- 
formation activities,  ranging  from  the  establishment  of  public  inquiry 
sections  in  their  operations  for  handling  telephone  and  mail  contacts, 
to  the  involvement,  particularly  by  carriers,  in  numerous  public  ap- 
pearances at  meetings  of  beneficiaries,  civic  groups,  and  similar  audi- 
ences. In  addition,  many  intermediaries  and  carriers  include  Medicare 
information  in  their  communications  to  their  own  subscribers,  particu- 
larly those  who  have  coverage  complementary  to  Medicare.  Further, 
a  substantial  part  of  intermediary  and  carrier  communications  to  the 
health  community  conveys  beneficiary-related  information,  so  that 
physicians  and  their  assistants  as  well  as  health  care  personnel  in 
hospitals  and  other  facilities  are  able  to  act  as  sources  of  Medicare 
information  to  beneficiaries. 

Informing  the  health  community 

A  primary  source  of  Medicare  information  to  physicians  has  been 
the  publication  entitled  "Medicare — A  Reference  Guide  for  Physi- 
cians." This  publication  was  first  issued  in  May  1966  and  distributed 
to  all  of  the  Nation's  physicians  as  well  as  to  providers  and  major 
organizations  in  the  health  community. 

In  developing  a  revised  version  of  the  Reference  Guide  to  incor- 
porate the  1967  amendment  changes,  the  same  intensive  effort  was  en- 
gaged in  to  achieve  an  improved  product  as  in  the  case  of  the  new 
Medicare  handbook  for  beneficiaries.  Of  particular  value  was  the  coop- 
eration of  the  American  Medical  Association  through  their  selection 
of  a  panel  of  physicians  to  review  and  advise  SSA  on  the  new  edition. 

Copies  of  the  new  Reference  Guide  were  mailed  in  August  1968  to 
all  of  the  Nation's  physicians  and  every  major  organization  in  the 
health  community. 

Another  SSA  publication,  transmitted  by  carriers  to  physicians' 
offices,  was  the  small  brochure,  "Notes  for  the  Office  Assistant."  This 
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brochure  provided  a  brief  explanation  of  the  claims  process  for  medi- 
cal insurance  reimbursement,  describing  both  the  assignment  and  di- 
rect billing  methods  of  claims  submission,  and  included  specific  infor- 
mation on  how  to  complete  the  SSA-1490,  the  "Request  for  Medicare 
Payment"  form. 

Intermediaries  and  carriers  have  developed  a  wide  variety  of  com- 
munication media  addressed  to  the  health  community.  Most  of  them 
utilize  regular  issuances  to  transmit  program  information  directly  to 
physicians  and  providers  of  services.  In  addition  to  these  regular  writ- 
ten communications,  active  orientation  and  training  programs  are 
conducted  with  groups  of  office  assistants  and  key  personnel  of  hos- 
pitals, extended  care  facilities,  and  home  health  agencies.  These  meet- 
ings not  only  have  permitted  intermediaries  and  carriers  to  transmit  a 
considerable  body  of  essential  program  information  to  these  audiences 
but,  more  importantly,  has  afforded  the  health  community  a  sig- 
nificant opportunity  to  identify  specific  problems  and  make  recom- 
mendations to  intermediaries  and  carriers  for  specific  information 
materials  or  activities  which  would  overcome  these  problems.  Interme- 
diaries and  carriers  also  take  part  in  many  health  community  conven- 
tions and  related  meetings,  usually  appearing  as  featured  speakers, 
panel  members,  or  resource  persons  available  to  answer  the  questions 
of  those  attending  the  meetings.  In  addition,  numerous  articles  have 
been  prepared  by  intermediaries  and  carriers  for  publication  in  health 
community  journals  and  other  media. 

SSA,  through  its  central  office  and  regional  offices,  has  developed 
effective  informational  relationships  with  the  major  national  orga- 
nizations in  the  health  care  field  and  with  the  major  national  publica- 
tions reaching  the  health  care  community.  The  AMA  News  has  been 
extremely  helpful  in  publishing  program  information  of  value  to 
physicians  and  in  defining  the  physicians'  important  role  in  assuring 
proper  utilization  of  Medicare  services  and  in  assisting  patients  to 
secure  Medicare  benefits. 

H.  COORDINATION  OF  MEDICARE  AND  STATE  MEDICAL  ASSISTANCE  PROGRAMS 

Medicare  and  the  State  medical  assistance  programs,  commonly 
called  medicaid,  have  worked  closely  together  since  1966  both  at  the 
Federal  and  State  levels  in  an  effort  to  achieve  consistent  and  com- 
patible policies  and  procedures  governing  reimbursement,  health  care 
standards,  and  claims  processing.  The  1967  amendments  to  both  titles 
XVIII  and  XIX  of  the  Social  Security  Act  significantly  increased 
the  need  for  such  coordination. 

Increasingly  effective  measures  to  facilitate  the  processing  of  claims 
in  which  payment  may  be  made  under  both  programs  have  been  im- 
plemented in  most  States.  In  general,  the  policy  is  that  the  Social 
Security  Administration  will  furnish  information  pertinent  to  proc- 
essing medical  assistance  claims  and,  whenever  appropriate,  will  share 
operations  with  medical  assistance  programs  in  the  interest  of  reduc- 
ing total  Federal  spending.  The  Social  Security  Administration  will 
pay  the  full  cost  of  those  operations  which  are  necessary  for  title 
XVIII,  even  though  they  may  also  benefit  a  medical  assistance  pro- 
gram. The  medical  assistance  program,  however,  will  pay  for  those 
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operations  or  costs  not  necessary  to  the  title  XVIII  process.  Common 
Medicare  and  medical  assistance  claims  forms  have  been  developed 
and  common  provider  cost  report  forms  and  audits  are  being  devel- 
oped. Where  there  is  a  common  carrier  in  a  State  for  both  programs, 
authorization  has  been  granted  to  issue  a  single  check  combining  pay- 
ments for  each  program. 

Beginning  July  1,  1967,  hospitals  participating  in  the  title  XIX 
program,  as  well  as  title  V  programs  for  crippled  children,  were  re- 
quired to  use  title  XVIII's  principles  of  reimbursement  for  provider 
costs  in  determining  payment  for  services  rendered  to  beneficiaries  of 
these  two  programs.  Thus,  the  development  of  new  or  revised  princi- 
ples of  hospital  cost  reimbursement  became  a  cooperative  effort  by  all 
three  programs.  A  coordinating  committee  has  been  established  con- 
sisting of  representation  from  the  Social  and  Rehabilitation  Service 
and  the  Social  Security  Administration.  Contemplated  changes  in  cost 
principles,  intermediary  letters,  and  replies  to  inquiries  which  require 
the  adoption  of  new  or  revised  positions  are  being  cleared  by  the 
respective  parties. 

During  fiscal  year  1968,  the  Social  Security  Administration  and  the 
Social  and  Rehabilitation  Service  established  an  interagency  commit- 
tee to  explore  potential  reductions  in  the  cost  of  provider  audits 
through  the  development  of  a  common  cost  report  and  a  common  audit 
program  meeting  the  requirements  of  title  XVIII,  title  XIX,  and 
title  V.  We  reached  agreement  with  the  Social  and  Rehabilitation 
Service  on  the  basic  issues  relating  to  this  policy  and  hope  that  within 
the  next  fiscal  year  we  will  be  able  to  implement  this  policy.  When  it 
becomes  fully  effective,  we  anticipate  that  auditing  costs  for  the  Medi- 
care program  will  be  reduced  by  $3.5  million. 

The  1967  amendments  also  introduced  additional  conditions  for  Fed- 
eral reimbursement  in  the  various  health  care  programs  under  title 
XIX,  which  necessitated  joint  consideration  and  a  unified  approach. 
Particularly  significant  were  the  provisions  relating  to  utilization  of 
care  and  services  under  title  XIX,  standards  for  skilled  nursing  homes 
receiving  Federal  financial  assistance  under  title  XIX,  and  assistance 
in  the  form  of  services  in  intermediate  care  facilities. 

Effective  April  1, 1968,  the  States  were  required  to  establish  methods 
and  procedures  designed  to  safeguard  against  unnecessary  utilization 
of  care  and  services  furnished  under  title  XIX  plans.  The  Social  Secu- 
rity Administration  together  with  representatives  of  the  Public 
Health  Service  and  the  Social  and  Rehabilitation  Service  have  col- 
laborated in  the  formulation  of  a  policy  statement  to  implement  this 
statutory  provision.  Certain  coordination  problems  have  arisen  as  a 
result  of  this  requirement.  Instructions  issued  thus  far  have  encouraged 
(but  do  not  require)  the  delegation  of  the  function  of  evaluating  utili- 
zation review  to  the  agencies  doing  this  work  under  title  XVIII.  The 
Social  and  Rehabilitation  Service's  policy  provides  in  effect  that  any 
facility  subject  to  utilization  review  under  Medicare  will  not  be  sub- 
ject to  different  utilization  review  standards  for  medicaid ;  however, 
a  State  may  at  its  option  establish  different  requirements  for  facilities 
that  do  not  participate  in  Medicare.  It  will  be  important  to  obtain 
feedback  as  to  variances  in  utilization  review  requirements,  the  extent 
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of  delegations,  and  problems  encountered  where  different  agencies 
carry  out  title  XVIII  and  title  XIX  functions. 

The  Social  Security  Amendments  of  1967  introduced  standards 
which  will  become  applicable  over  a  period  of  several  years  to  skilled 
nursing  homes  participating  under  title  XIX.  In  addition,  effective 
January  1,  1968,  States  are  authorized  to  make  vendor  payments  on 
behalf  of  cash  assistance  recipients  in  facilities  which  furnish  more 
than  room  and  board  but  less  than  skilled  nursing  care.  These  are 
termed  "intermediate  care  facilities."  An  evaluation  and  approval  pro- 
gram for  such  facilities,  similar  to  the  title  XVIII  certification  proc- 
ess, is  being  developed  by  the  Social  and  Rehabilitation  Service.  Coor- 
dination has  been  carried  out  in  several  areas  pertinent  to  this  process, 
and  standards  have  been  drafted  which  will  be  submitted  for  publica- 
tion in  the  Federal  Register.  A  single  survey  approach  will  be  applied 
where  feasible,  under  which  the  inspection  and  evaluation  of  a  facility 
will  simultaneously  serve  the  purpose  of  State  licensure,  Medicare,  and 
medicaid. 

The  1967  amendments  also  provided  that,  effective  July  1,  1968, 
States  will  receive  75  percent  Federal  matching  funds  under  title  XIX 
for  consultation  to  help  health  facilities  qualify  for  participation  in 
the  various  Federal  health  programs.  When  this  provision  goes  into 
effect  the  current  100  percent  funding  of  the  consultation  function, 
under  title  XVIII  only,  will  be  discontinued.  Initial  steps  have  been 
taken  to  assure  coordinated  efforts  by  the  Social  and  Rehabilitation 
Service,  the  Public  Health  Service,  and  the  Social  Security  Adminis- 
tration in  implementing  this  new  provision,  in  properly  allocating 
Federal  funding  between  the  agencies  and  appropriately  relating  the 
consultation  function  to  the  ongoing  title  XVIII  certification  process. 
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Appendix  A 

Principal  Changes  in  Medicare  Made  by  the  1967  Amendments 

payment  for  physicians'  and  other  services  may  be  made  on  unpaid  bills 

If  no  assignment  is  taken,  medical  insurance  payments  may  now  he  made 
directly  to  the  patient  on  the  basis  of  an  itemized  bill — even  though  it  has  not 
been  paid.  There  is  no  change  in  the  assignment  method  under  which  physicians 
and  suppliers  may  have  payment  made  directly  to  them.  This  new  provision 
applies  to  all  bills  received  or  processed  by  carriers  on  or  after  January  2,  1968 
(the  date  of  enactment)  even  though  the  services  were  rendered  before  that  date. 

TIME  LIMIT  FOR  FILING  MEDICAL  INSURANCE  BILLS    (PAID  OR  UNPAID) 

In  order  for  payment  to  be  made  on  a  bill  it  must  be  submitted  before  Decem- 
ber 31  of  the  year  following  the  year  in  which  services  are  received.  For  purposes 
of  this  rule,  services  received  in  the  last  3  months  of  a  calendar  year  are  counted 
as  received  in  the  following  year ;  thus,  bills  for  such  services  may  be  submitted 
until  December  31  of  the  second  year  after  the  year  in  which  services  were 
actually  received. 

A  special  extension  permitted  bills  for  covered  services  received  in  July, 
August,  or  September  1966,  to  be  submitted  until  March  31,  1968. 

ELIMINATION   OF  CERTAIN   PHYSICIAN  CERTIFICATIONS 

Physician  certification  of  medical  necessity  for  virtually  all  outpatient  hospital 
services  and  admissions  to  general  hospitals  has  been  eliminated.  The  provision 
applies  to  admissions  and  to  outpatient  services  furnished  on  and  after  January  2, 
1968.  The  first  certification  for  inpatient  services  in  a  general  hospital  will  now  be 
required  as  of  the  14th  day  of  services.  Certification  on  admission  is  still  required 
for  admissions  to  psychiatric  and  tuberculosis  hospitals  and  to  extended  care 
facilities. 
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ADDITIONAL    INPATIENT    HOSPITAL    BENEFIT    DAYS     (EFFECTIVE    JANUARY    1,  1968) 

Each  hospital  insurance  beneficiary  will  have  a  "lifetime  reserve"  of  60  addi- 
tional days  of  inpatient  hospital  coverage.  These  additional  days  can  be  used  at 
the  patient's  option  whenever  the  90  days  covered  in  a  "spell  of  illness"  have 
been  exhausted,  and  are  subject  to  $20  a  day  coinsurance.  This  benefit  is  not 
renewable ;  the  number  of  days  in  a  beneficiary's  "lifetime  reserve"  is  perma- 
nently reduced  by  the  number  of  days  used. 

FULL   REIMBURSEMENT   OF  RADIOLOGY  AND   PATHOLOGY   SERVICES   TO  HOSPITAL 
INPATIENTS    (EFFECTIVE  APRIL  1,  1968) 

Payment  of  the  full  reasonable  charges  may  be  made  under  medical  insurance 
for  radiology  and  pathology  services  furnished  by  physicians  to  inpatients  of 
participating  hospitals.  The  $50  annual  deductible  does  not  have  to  be  met.  Thus, 
because  there  will  rarely  be  any  patient  liability  for  these  services,  Medicare 
reimbursement  procedures  can  be  greatly  facilitated  and  the  patient  can  fre- 
quently be  left  out  of  the  process  completely. 

Under  this  provision,  it  will  also  be  possible  to  pay  for  radiology  and  pathology 
services  to  hospital  inpatients  in  a  manner  that  is  more  consistent  with  the  usual 
billing  procedures  of  many  hospitals  and  the  manner  in  which  these  services 
are  reimbursed  by  most  other  health  insurance  programs.  Where  the  hospital 
customarily  bills  for  both  the  hospital's  services  and  the  services  of  the  patholo- 
gists and  radiologists,  the  absence  of  the  medical  insurance  deductible  and  coin- 
surance will  now  make  it  unnecessary  to  break  down  the  bill  on  a  patient-by- 
patient  basis  into  the  parts  covered  under  the  hospital  insurance  and  medical 
insurance  programs,  since  this  can  be  done  on  an  aggregate  basis.  Thus,  where 
the  total  services  are  billed  through  the  hospital,  the  provision  would  provide 
opportunities  for  the  development  of  hospital  billing  procedures  that  will  greatly 
reduce  paperwork  and  facilitate  administration. 

INCLUSION    OF   ALL    OUTPATIENT    HOSPITAL   BENEFITS    UNDER    MEDICAL  INSURANCE 

(EFFECTIVE  APRIL   1,  1968) 

This  provision  consolidates  all  covered  outpatient  hospital  services  under  the 
medical  insurance  program.  Thus,  there  will  be  only  a  single  deductible  and 
coinsurance  applied  to  all  covered  outpatient  hospital  services  (the  $50  annual 
medical  insurance  deductible  and  20  percent  coinsurance),  and  no  need  to  sepa- 
rate diagnostic  from  therapeutic  services  as  in  the  past,  for  allocation  of  costs 
and  charges  to  different  parts  of  the  Medicare  program. 

Also,  effective  April  1,  1968,  hospitals  may,  in  situations  described  in  regu- 
lations, collect  an  outpatient  charge  of  $50  or  less  from  the  beneficiary.  This 
provision  will  simplify  hospital  col'ection  processes  in  situations  where  the  hos- 
pital cannot  readily  determine  whether  the  patient  has  met  the  deductible,  and 
he  is  able  to  pay  the  bill  at  the  time  services  are  rendered.  Where  such  collections 
are  made,  the  beneficiary  would  ordinarily  receive  the  medical  insurance  reim- 
bursement on  the  basis  of  a  claim  prepared  on  his  behalf  by  the  hospital.  Pay- 
ments to  the  hospital  will  be  periodically  adjusted  to  assure  that  total  hospital 
reimbursement  for  outpatient  services  does  not  exceed  what  the  hospital  would 
have  received  if  it  had  submitted  all  bills  on  a  cost  reimbursement  basis. 

PAYMENT    FOR    ADDITIONAL   OUTPATIENT   PHYSICAL   THERAPY    SERVICES  (EFFECTIVE 

JULY  1,  1968) 

Physical  therapy  services  previously  have  been  covered  only  when  furnished 
under  the  direct  supervision  of  a  physician  or  to  homebound  patients  under  a 
home  health  plan.  Effective  July  1,  1968,  physical  therapy  services  will  also  be 
covered  under  the  medical  insurance  program  when  furnished  by  qualified  pro- 
viders of  services  or  others  under  arrangements  with,  and  under  the  supervision 
of,  such  providers.  For  purposes  of  this  additional  coverage,  the  term  "providers 
of  services"  includes  approved  clinics,  rehabilitation  agencies  and  public  health 
agencies.  In  order  for  payment  to  be  made  for  such  services,  a  physician  must 
certify  that  the  patient  requires  physical  therapy  services  on  an  outpatient  basis, 
and  is  under  a  plan  of  treatment  established  and  periodically  reviewed  by  a 
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physician  which  prescribes  the  type,  amount,  and  duration  of  the  services.  The 
patient  does  not  need  to  be  confined  to  his  home. 

PAYMENT  UNDER  MEDICAL  INSURANCE  FOR  CERTAIN  ANCILLARY  SERVICES  NOT  PAYABLE 
UNDER  HOSPITAL  INSURANCE  (EFFECTIVE  APRIL  1,  1968) 

Under  this  provision,  payment  can  be  made  under  medical  insurance  for  cer- 
tain ancillary  services  furnished  by  a  hospital  or  extended  care  facility  for  which 
no  payment  can  be  made  under  hospital  insurance.  This  provision  would  apply, 
for  example,  where  a  patient  has  exhausted  his  hospital  insurance  eligibility  or 
where  an  extended  care  facility  patient  has  not  met  the  prior  hospitalization 
requirement.  These  benefits  are  subject  to  the  $50  deductible  and  20  percent 
coinsurance. 

INCLUSION  OF  CERTAIN  PODIATRISTS'  SERVICES  AND  GENERAL  EXCLUSION  OF  SPECIFIED 
FOOT  CARE  SERVICES  (EFFECTIVE  JANUARY  1,  1968) 

Services  of  doctors  of  podiatry  or  surgical  chiropody  are  covered  under  the 
medical  insurance  program  as  physicians'  services,  but  only  with  respect  to  func- 
tions which  they  are  authorized  to  perform  by  the  State  where  they  practice. 
However,  certain  specified  foot  care  services  will  now  be  excluded  whether  per- 
formed by  a  podiatrist  or  medical  doctor.  These  exclusions  include  treatment  of 
flat  foot  conditions,  the  prescription  of  supportive  devices  for  such  conditions, 
treatment  of  subluxations  of  the  foot,  and  routine  foot  care  (including  cutting  or 
removal  of  corns,  warts  or  callouses,  trimming  of  nails  and  other  routine  hygienic 
care). 

SPECIFIC  EXCLUSION  OF  EYE  REFRACTIONS 

All  procedures  performed  during  any  eye  examination  on  and  after  January  2, 
1968,  to  determine  the  refractive  state  of  the  eyes  (even  in  connection  with  fur- 
nishing prosthetic  lenses)  are  now  excluded  from  coverage.  The  exclusion  applies 
whether  the  refractions  are  performed  by  ophthalmologists,  other  physicians,  or 
optometrists,  and  even  though  the  total  examination  is  for  the  treatment  or  diag- 
nosis of  eye  disease  or  injury. 

PAYMENT  FOR  PURCHASE  OF  DURABLE  MEDICAL  EQUIPMENT   (EFFECTIVE  JANUARY  1, 

1968) 

In  addition  to  payment  for  rental,  payment  can  also  be  made  for  purchase  of 
durable  medical  equipment  by  or  for  an  individual.  Except  for  inexpensive  items, 
payment  will  be  made  periodically  in  the  same  amount  as  if  the  equipment  were 
rented,  but  only  for  the  period  of  time  that  the  equipment  is  medically  necessary 
or  until  the  purchase  price  has  been  met,  whichever  occurs  first. 

PAYMENT  FOR  PORTABLE  X-RAY  SERVICES   (EFFECTIVE  JANUARY  1,  1968) 

Payment  will  be  made  for  diagnostic  X-ray  services  furnished  in  the  patient's 
home  or  other  place  of  residence.  These  services  will  be  covered  under  medical 
insurance  if  they  are  provided  under  the  general  supervision  of  a  physician  and  if 
they  meet  health  and  safety  regulations. 

BLOOD  DEDUCTIBLES    (EFFECTIVE  JANUARY   1,  1968) 

Under  this  provision,  the  definition  of  "blood"  is  broadened  to  include  packed 
red  blood  cells  as  well  as  whole  blood.  A  3-pint  blood  deductible  will  now  also 
apply  to  the  medical  insurance  program  for  blood  furnished  during  a  calendar 
year  in  connection  with  services  covered  by  that  program.  This  deductible  is 
separate  from  the  3-pint  blood  deductible  for  each  "spell  of  illness"  in  the  hospi- 
tal insurance  program,  and  neither  can  be  used  to  meet  the  other. 

PAYMENT  FOR  SERVICES  FURNISHED  TO  INPATIENTS  OF  NONPARTICIPATING  HOSPITALS 

Under  this  provision,  partial  payment  may  be  made  for  inpatient  emergency 
or  nonemergency  services  furnished  by  certain  nonparticipating  hospitals  between 
July  1,  1966,  and  January  1,  1968,  and  for  emergency  inpatient  services  furnished 
by  certain  nonparticipating  hospitals  in  respect  to  admissions  on  or  after  January 
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1,  1968.  A  facility  is  considered  a  hospital  under  this  provision  if  it  is  licensed  as  a 
hospital,  has  a  full-time  nursing  service,  and  is  primarily  engaged  in  furnishing 
medical  care  under  the  supervision  of  a  doctor  of  medicine  or  osteopathy.  Hospital 
insurance  will  pay  60  percent  of  the  room  and  board  charges  and  80  percent  of 
other  charges  for  covered  services  after  the  usual  deductibles  are  met.  These 
benefits  are  limited  to  20  days  if  the  hospital  does  not  qualify  to  take  part  in 
Medicare,  but  if  the  hospital  begins  to  participate  in  Medicare  before  January  1, 
1969,  and  applies  its  utilization  review  plan  to  the  services  rendered,  the  full 
duration  of  hospital  insurance  benefits  can  apply. 

INCENTIVE  REIMBURSEMENT  EXERIMENTATION 

The  Secretary  of  Health,  Education,  and  Welfare  is  authorized  to  experiment 
with  alternative  methods  of  reimbursement  to  organizations  and  physicians  under 
the  Medicare,  medicaid,  and  child  health  programs.  The  experiments  would  test 
various  incentives  for  increasing  the  efficiency  and  economy  of  health  services 
without  adversely  affecting  the  quality  of  care.  Experiments  may  involve  only 
those  physicians,  institutions,  and  organizations  that  agree  to  participate  and  may 
not  be  initiated  until  the  Secretary  obtains  the  advice  and  recommendations  of 
specialists  competent  to  evaluate  the  possibility  of  securing  productive  results. 

ADVISORY  COUNCIL  STUDY  OF  HEALTH  INSURANCE  FOR  THE  DISABLED 

An  advisory  council,  to  be  appointed  in  1968,  will  study  the  question  of  provid- 
ing health  insurance  protection  for  the  disabled  under  title  XVIII.  The  council 
will  make  its  recommendations  to  the  Secretary  not  later  than  January  1,  1969. 

CHANGES  IN  REDUCTION  OF  BENEFIT  DAYS  FOR  PSYCHIATRIC  AND  TUBERCULOSIS 
TREATMENT  (EFFECTIVE  JANUARY  1,  1968) 

Any  inpatient  days  in  a  psychiatric  or  tuberculosis  hospital  in  the  90-day  period 
before  his  hospital  insurance  coverage  began  have  previously  counted  against  a 
beneficiary's  days  of  coverage  during  his  first  "spell  of  illness."  This  provision  has 
been  modified  as  follows : 

1.  The  reduction  will  not  apply  to  tuberculosis  hospitals. 

2.  The  provision  no  longer  prevents  payment  for  inpatient  services  in  a 
general  hospital  unless  the  services  are  primarily  for  the  diagnosis  or  treat- 
ment of  mental  illness  and  the  spell  of  illness  began  in  a  psychiatric  hospital. 

3.  The  applicable  period  prior  to  hospital  insurance  eligibility  has  been 
extended  from  90  to  150  days  to  reflect  the  new  lifetime  reserve  of  60  addi- 
tional inpatient  hospital  days. 

HEALTH  INSURANCE  BENEFITS  ADVISORY  COUNCIL 

The  1967  amendments  expand  the  responsibilities  of  the  Health  Insurance 
Benefits  Advisory  Council  to  include  reviewing  the  utilization  of  services  under 
Medicare  and  making  recommendations  for  program  changes. 

STUDY  OF  DRUG  PROPOSALS 

The  Secretary  will  study  a  proposal  to  establish  quality  and  cost  standards  for 
drugs  for  which  payment  is  made  under  the  Social  Security  Act,  and  a  proposal 
to  cover  drugs  under  the  medical  insurance  program.  He  is  required  to  report  his 
findings  and  recommendations  to  the  President  and  the  Congress  by  January  1, 
1969. 

COVERAGE  OF  SERVICES  OF  ADDITIONAL  HEALTH  PRACTITIONERS 

The  Secretary  will  study  the  need  for  extension  of  coverage  under  the  medical 
insurance  program  to  the  services  of  additional  types  of  licensed  practitioners 
performing  health  services  in  independent  practice.  He  will  make  recommenda- 
tions to  the  Congress  prior  to  January  1, 1969. 

HOSPITAL  INSURANCE  ELIGIBILITY 

Individuals  reaching  age  65  prior  to  1968  were  eligible  for  hospital  insurance 
benefits,  under  a  "transitional  insured  status"  provision,  even  though  they  did 
not  have  any  social  security  work  credits.  Under  the  new  law,  people  who  reach 
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65  in  1968  and  are  not  entitled  to  monthly  social  security  or  railroad  retirement 
benefits  will  need  three  calendar  quarters — about  three-fourths  of  a  year — of 
social  security  work  credits,  in  order  to  be  eligible  for  hospital  insurance. 

For  people  who  reach  6o  after  1968,  the  amount  of  work  credits  needed  in- 
creases by  three  quarters  each  year — six  quarters  will  be  needed  by  those  who 
reach  65  in  1969,  nine  by  those  who  reach  65  in  1970,  and  so  on.  Eventually,  the 
amount  of  work  required  for  hospital  insurance  protection  will  be  the  same  as 
that  required  for  monthly  cash  benefits. 

However,  a  person  who  qualifies  for  monthly  benefits  as  the  dependent  or 
survivor  of  an  insured  worker  will  not  need  any  work  credits. 

MEDICAL  INSURANCE  ENROLLMENT 

Changes  were  also  made  in  the  provisions  for  medical  insurance  enrollment. 
A  person  who  is  not  enrolled  for  medical  insurance  may  enroll  during  the  first 
3  months  of  any  year,  provided  this  period  begins  within  3  years  after  he  had 
his  first  opportunity  to  enroll.  People  already  65  or  older  who  do  not  have 
medical  insurance  could  enroll  through  April  1,  1968 :  if  they  did  not  enroll  by 
that  date,  they  will  have  to  wait  until  1969  for  another  opportunity  to  do  so. 

A  person  who  is  enrolled  for  medical  insurance  may  give  notice  of  his  intention 
to  drop  the  insurance  at  any  time.  The  notice  is  effective  at  the  end  of  the  next 
calendar  quarter  (except  for  notices  received  on  or  before  April  1,  1968,  which 
were  effective  on  that  date).  He  may  re-enroll  during  the  first  3  months  of  any 
year,  but  only  if  he  does  so  within  3  years  after  his  coverage  is  terminated. 
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Social  Security  Administration  Organization  Chart 
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Appendix  B — Exhibit  2 
Bureau  of  Health  Insurance  Organization  Chart 
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Appendix  B — Exhibit  3 

Intermediaries  for  Hospital  Insurance  Program  and  States  in  Which  They 

Service  Providers 

Aetna  Life  &  Casualty :  California,  Connecticut,  Florida,  Illinois,  Massachusetts, 

Nevada,  New  York,  Tennessee,  Virginia,  and  Washington. 
Blue  Cross  Association  (through  74  Blue  Cross  plans)  :  All  States  except  Hawaii 

and  Nevada  and  the  Virgin  Islands. 
Community  Health  Association  ( CH A )  :  Michigan. 
Cooperativa  de  Salud  de  Puerto  Rico :  Puerto  Rico. 

Hamilton  Life  Insurance  Co. :  New  York  (extended  care  facilities  only)  * 
Hawaii  Medical  Service  Association  :  Hawaii. 
Inter-County  Hospitalization  Plan,  Inc. :  Pennsylvania. 

Kaiser  Foundation  Health  Plan,  Inc. :  California,  Hawaii,  and  Oregon  (Kaiser 

Foundation  providers  only). 
Mutual  of  Omaha:  Alabama,  California,  Colorado,  District  of  Columbia,  Idaho, 

Iowa,    Kansas,    Kentucky,    Maryland,    Minnesota,    Mississippi,  Missouri, 

Montana,  Nebraska,  Oklahoma,  Oregon,  South  Dakota,  Texas,  Virginia,  Virgin 

Islands,  Washington,  West  Virginia,  and  Wisconsin. 
Nationwide  Mutual  Insurance  Co. :  Ohio. 

New  York  State  Department  of  Health:  New  York  (home  health  agencies  only). 
Prudential  Insurance  Co. :  New  Jersey. 

Travelers  Insurance  Co. :  California,  Connecticut,  Florida,  Georgia,  Maine,  Massa- 
chusetts, Michigan,  Minnesota,  New  Hampshire,  New  Mexico,  New  York, 
Pennsylvania,  Rhode  Island,  and  Vermont. 


Appendix  B — Exhibit  4 
Carriers  for  Medical  Insurance  Program 

Alabama  :  Blue  Cross-Blue  Shield  of  Alabama.1 

Alaska  :  Aetna  Life  &  Casualty. 

Arizona  :  Aetna  Life  &  Casualty. 

Arkansas  :  Arkansas  Blue  Cross  &  Blue  Shield,  Inc.1 


♦Effective  May  1968,  Travelers  Insurance  Co.  became  the  intermediary  for  New  York 
extended  care  facilities. 
1  Blue  Shield  Plan. 
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California : 

California  Blue  Shield.1 

Occidental  Life  Insurance  Co.  of  California. 
Colorado  :  Colorado  Medical  Service,  Inc.1 
Connecticut :  Connecticut  General  Life  Insurance  Co. 
Delaware  :  Blue  Cross  &  Blue  Shield  of  Delaware,  Inc.1 
District  of  Columbia  :  Medical  Service  of  the  District  of  Columbia.1 
Florida  :  Blue  Shield  of  Florida,  Inc.1 
Georgia  :  John  Hancock  Mutual  Life  Insurance  Co. 
Hawaii :  Aetna  Life  &  Casualty. 

Idaho :  The  Equitable  Life  Assurance  Society  of  the  United  States. 
Illinois : 

Continental  Casualty  Co. 

Illinois  Medical  Service.1 
Indiana :  Mutual  Medical  Insurance,  Inc.1 
Iowa  :  Iowa  Medical  Service.1 
Kansas  :  Blue  Cross-Blue  Shield  of  Kansas.1 
Kentucky  :  Metropolitan  Life  Insurance  Co. 
Louisiana  :  Pan-American  Life  Insurance  Co. 
Maine :  Union  Mutual  Life  Insurance  Co. 
Maryland  :  Maryland  Medical  Service,  Inc.1 
Massachusetts :  Massachusetts  Medical  Service.1 
Michigan  :  Michigan  Medical  Service.1 
Minnesota : 

Blue  Shield  of  Minnesota.1 

The  Travelers  Insurance  Co. 
Mississippi :  The  Travelers  Insurance  Co. 
Missouri : 

General  American  Life  Insurance  Co. 

Surgical  Care,  Inc.1 
Montana  :  Montana  Physicians'  Service.1 
Nebraska  : 2  Mutual  of  Omaha  Insurance  Co. 
Nevada  :  Aetna  Life  &  Casualty. 

New  Hampshire :  New  Hampshire- Vermont  Physician  Service.1 

New  Jersey  :  The  Prudential  Insurance  Co.  of  America. 

New  Mexico :  The  Equitable  Life  Assurance  Society  of  the  United  States. 

New  York : 

Blue  Shield  of  Western  New  York,  Inc.1 

Genesee  Valley  Medical  Care.1 

Group  Health  Insurance,  Inc. 

Metropolitan  Life  Insurance  Co. 

United  Medical  Service,  Inc.1 
North  Carolina  :  Pilot  Life  Insurance  Co. 
North  Dakota  :  North  Dakota  Physicians  Service.1 
Ohio: 

Medical  Mutual  of  Cleveland,  Inc.1 

Nationwide  Mutual  Insurance  Co. 
Oklahoma  : 3  Aetna  Life  and  Casualty. 
Oregon :  Aetna  Life  and  Casualty. 
Pennsylvania  :  Pennsylvania  Blue  Shield.1 
Puerto  Rico  :  Seguros  de  Servicio  de  Salud  de  Puerto  Rico,  Inc. 
Rhode  Island  :  Rhode  Island  Medical  Society  Physicians  Service.1 
South  Carolina  :  Blue  Cross — Blue  Shield  of  South  Carolina.1 
South  Dakota  :  South  Dakota  Blue  Shield.1 

Tennessee :  The  Equitable  Life  Assurance  Society  of  the  United  States. 
Texas :  Group  Medical  and  Surgical  Service.1 
Utah :  Medical  Service  Bureau.1 

Vermont :  New  Hampshire- Vermont  Physician  Service.1 
Virgin  Islands :  Mutual  of  Omaha  Insurance  Co. 


1  Blue  Shield  Plan. 

2  The  Nebraska  State  Department  of  Public  Welfare  was  among  the  initial  carrier  selec- 
tions. However,  the  agreement  was  terminated  by  mutual  consent  effective  May  5,  1967, 
following  a  request  by  the  Department  of  Public  Welfare. 

3  As  of  July  1,  1967,  the  Oklahoma  Department  of  Public  Welfare  assumed  the  carrier 
role  for  those  individuals  included  in  the  "buy-in"  agreement. 
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Virginia  : 

Medical  Service  of  the  District  of  Columbia.1 

The  Travelers  Insurance  Co. 
Washington  :  Washington  Physicians  Service.1 
West  Virginia  :  Nationwide  Mutual  Insurance  Co. 
Wisconsin : 

Medical  Society  of  Milwaukee  County.1 

Wisconsin  Physicians  Service.1 
Wyoming :  The  Equitable  Life  Assurance  Society  of  the  United  States. 


Appendix  B — Exhibit  5 

State  Agencies  Administering  Provider  Certification 

Alabama  :  State  Department  of  Public  Health,  Montgomery,  Ala. 
Alaska  :  Alaska  Department  of  Health  and  Welfare,  Juneau,  Alaska. 
Arizona  :  State  Department  of  Health,  Phoenix,  Ariz. 
Arkansas  :  State  Board  of  Health,  Little  Rock,  Ark. 
California  :  State  Department  of  Public  Health,  Berkeley,  Calif. 
Colorado  :  State  Department  of  Public  Health,  Denver,  Colo. 
Connecticut :  State  Department  of  Health,  Hartford,  Conn. 
Delaware  :  State  Board  of  Health.  Dover,  Del. 

District  of  Columbia  :  District  of  Columbia  Health  Department,  Washington,  D.C. 

Florida  :  State  Board  of  Health,  Jacksonville,  Fla. 

Georgia  :  Georgia  Department  of  Public  Health,  Atlanta,  Ga. 

Guam  :  Department  of  Public  Health  and  Welfare,  Agana,  Guam. 

Hawaii :  Hawaii  Department  of  Health,  Honolulu,  Hawaii. 

Idaho  :  Idaho  Department  of  Health,  Boise,  Idaho. 

Illinois  :  Illinois  Department  of  Public  Health,  Springfield,  111. 

Indiana  :  State  Board  of  Health,  Indianapolis,  Ind. 

Iowa  :  State  Department  of  Health,  Des  Moines,  Iowa. 

Kansas  :  State  Department  of  Health,  Topeka,  Kans. 

Kentucky  :  Commonwealth  of  Kentucky  Department  of  Health,  Frankfort,  Ky. 

Louisiana  :  Louisiana  Department  of  Hospitals,  Baton  Rouge,  La. 

Maine  :  Maine  Department  of  Health  and  Welfare,  Augusta,  Maine. 

Maryland  :  State  Department  of  Health,  Baltimore,  Md. 

Massachusetts  :  Massachusetts  Department  of  Public  Health,  Boston,  Mass. 

Michigan  :  Michigan  Department  of  Health,  Lansing,  Mich. 

Minnesota  :  State  Department  of  Health,  Minneapolis,  Minn. 

Mississippi :  Mississippi  State  Board  of  Health,  Jackson,  Miss. 

Missouri :  Division  of  Health,  Jefferson  City,  Mo. 

Montana  :  State  Board  of  Health,  Helena,  Mont. 

Nebraska  :  State  Department  of  Health,  Lincoln,  Neb. 

Nevada  :  Division  of  Health,  Carson  City,  Nev. 

New  Hampshire  :  New  Hampshire  Division  of  Public  Health,  Concord,  N.H. 
New  Jersey  :  State  Department  of  Health,  Trenton,  N.J. 

New  Mexico  :  New  Mexico  Department  of  Public  Health,  Sante  Fe,  N.  Mex.  . 

New  York  :  New  York  State  Department  of  Health,  Albany,  N.Y. 

North  Carolina  :  State  Board  of  Health,  Raleigh,  N.C. 

North  Dakota  :  State  Department  of  Health,  Bismarck,  N.  Dak. 

Ohio  :  Ohio  Department  of  Health,  Columbus,  Ohio. 

Oklahoma  :  State  Department  of  Health,  Oklahoma  City,  Okla. 

Oregon  :  State  Board  of  Health,  Portland,  Oreg. 

Pennsylvania  :  Department  of  Health,  Harrisburg,  Pa. 

Puerto  Rico  :  Puerto  Rico  Department  of  Health,  San  Juan,  P.R. 

Rhode  Island  (except  extended  care  facilities)  :    Rhode  Island  Department  of 

Health,  Providence,  R.I. 
Rhode  Island  (extended  care  facilities  only)  :  Rhode  Island  Department  of  Social 

Welfare,  Providence,  R.I. 
South  Carolina  :  State  Board  of  Health,  Columbia,  S.C. 
South  Dakota  :  State  Department  of  Health,  Pierre,  S.  Dak. 
Tennessee  :  Tennessee  Department  of  Public  Health,  Nashville,  Tenn. 
Texas  :  State  Department  of  Health,  Austin,  Tex. 
Utah  :  State  Department  of  Health,  Salt  Lake  City,  Utah. 


1  Blue  Shield  Plan. 
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Vermont :  Vermont  Department  of  Health,  Burlington,  Vt. 

Virgin  Islands :  Virgin  Islands  Department  of  Health,  St.  Thomas,  V.I. 

Virginia  :  State  Department  of  Health,  Richmond,  Va. 

Washington  :  State  Department  of  Health,  Olympia,  Wash. 

West  Virginia  :  State  Department  of  Health,  Charleston,  W.  Va. 

Wisconsin  :  State  Board  of  Health,  Madison,  Wis. 

Wyoming :  State  Department  of  Public  Health,  Cheyenne,  Wyo. 

Note. — The  government  of  American  Samoa,  the  sole  operator  of  medical  facilities  in 
that  territory,  has  appointed  an  administrative  officer  to  confer  with  DHEW  with  regard 
to  the  Medicare  program. 


Appendix  B — Exhibit  6 

Group  Practice  Prepayment  Plans  Reimbursed  Directly  by  SSA  on 
Reasonable  Cost  Basis 

Atcheson,  Topeka,  and  Santa  Fe  Hospital  Association,  Topeka,  Kans. 

Boro  Medical  Center,  New  York,  N.Y. 

Community  Health  Association,  Detroit,  Mich. 

Community  Health  Foundation,  Cleveland,  Ohio 

Family  Health  Program  of  Southern  California,  Long  Beach,  Calif. 

Group  Health  Cooperative  of  Puget  Sound,  Seattle,  Wash. 

Group  Health  Plan,  Inc.,  St.  Paul,  Minn. 

Health  Insurance  Plan  of  Greater  New  York,  New  York,  N.Y. 

Kaiser  Foundation  Health  Plan,  Inc.,  Oakland,  Calif. 

La  Societe  Francaise  de  Bienfaisance  Mutuelle,  San  Francisco,  Calif. 

Local  1205  Health  Center,  Brooklyn,  N.Y. 

Medical  Institute  of  Local  88,  St.  Louis,  Mo. 

NYSA-ILA  Coordinating  Committee,  New  York,  N.Y. 

NYSA-PWU  Welfare  Fund,  New  York,  N.Y. 

Philadelphia  AFL-CIO  Hospital  Association,  Philadelphia,  Pa. 

Police  and  Firemen's  Medical  Association,  Philadelphia,  Pa. 

Santa  Fe  Coast  Lines  Hospital  Association,  Los  Angeles,  Calif. 

Southern  Pacific  Employees  Hospital  Association,  San  Francisco,  Calif. 

St.  Louis  Labor  Health  Institute,  St.  Louis,  Mo. 

Union  Family  Medical  Fund  of  the  Hotel  Industry  of  NYC,  New  York,  N.Y. 
United  Mine  Workers  of  America  Retirement  and  Welfare  Fund,  Washington, 
DC. 

Wabash  Memorial  Hospital  Association,  Decatur,  111. 
Western  Clinic,  Tacoma,  Wash. 


Appendix  B — Exhibit  7 

Members  of  the  Health  Insurance  Benefits  Advisory  Council 

(As  of  June  14,  1968) 

Charles  L.  Schultze,  Chairman,  professor  of  economics,  University  of  Maryland ; 
senior  fellow,  Brookings  Institution ;  former  Director  of  the  Bureau  of  the 
Budget. 

Bernard  Bucove,  M.D.,  Health  Services  Administrator  of  New  York  City  ;  former 
director,  Washington  State  Health  Department ;  past  president  and  former 
member  of  the  executive  committee  of  the  Association  of  State  and  Territorial 
Health  Officers. 

Kenneth  W.  Clement,  M.D.,  past  president,  National  Medical  Association ;  prac- 
ticing surgeon,  Cleveland,  Ohio. 

Nelson  H.  Cruikshank,  former  director,  Department  of  Social  Security,  AFL- 
CIO. 

Margaret  B.  Dolan,  professor  and  head,  Department  of  Public  Health  Nursing, 
University  of  North  Carolina  School  of  Public  Health ;  past  president  of  the 
American  Nurses'  Association. 

C.  Manton  Eddy,  past  president,  Health  Insurance  Association  of  America  ;  direc- 
tor, Aetna  Insurance  Co. ;  director,  Connecticut  General  Life  Insurance  Co. 
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Caldwell  B.  Esselstyn,  M.D.,  associate  program  coordinator,  New  York  Metro- 
politan Regional  Medical  Program,  Associated  Medical  Schools  of  New  York ; 
former  chairman  and  presently  a  member  of  the  board  of  the  Group  Health 
Association  of  America ;  former  executive  director  of  the  Community  Health 
Association,  Detroit,  Mich. 

Merrill  O.  Hines,  M.D.,  medical  director  and  chairman  of  the  Board  of  Manage- 
ment, Ochsner  Clinic ;  professor  of  clinical  surgery,  Tulane  Medical  School. 

William  R.  Hutton,  executive  director  and  director  of  information,  National  Coun- 
cil of  Senior  Citizens,  Inc. ;  editor,  Senior  Citizens  News. 

The  Very  Reverend  Monsignor  Harrold  A.  Murray,  director,  Bureau  of  Health 
and  Hospitals,  United  States  Catholic  Conference. 

Russell  A.  Nelson,  M.D.,  president,  The  Johns  Hopkins  Hospital,  Baltimore,  Md. ; 
past  president,  American  Hospital  Association. 

Howard  P.  Rome,  M.D.,  senior  consultant  in  psychiatry,  Mayo  Clinic,  Rochester, 
Minn. ;  councillor  and  past  president,  American  Psychiatric  Association ;  pro- 
fessor of  psychiatry,  Mayo  Graduate  School  of  Medicine,  University  of  Minne- 
sota. 

Syble  H.  Scott,  practicing  attorney ;  nursing  home  operator ;  faculty  member, 

School  of  Continuing  Education,  University  of  Oklahoma. 
Samuel  R.  Sherman,  M.D.,  former  chairman,  Council  on  Legislative  Activities, 

American  Medical  Association ;  planning  officer,  Mount  Zion  Hospital,  San 

Francisco,  Calif. 

Herman  M.  Somers,  Ph.  D.,  professor  of  politics  and  public  affairs,  Princeton 
University ;  past  member  of  the  Advisory  Council  on  Social  Security ;  consul- 
tant to  many  governmental  and  private  agencies  in  the  fields  of  administration 
and  health  services. 

Nathan  J.  Stark,  group  vice  president  of  operations,  Hallmark  Cards ;  president. 

Kansas  City  General  Hospital  and  Medical  Center  Corp. 
Ray  E.  Trussell,  M.D.,  director,  School  of  Public  Health  and  Administrative 

Medicine,  Columbia  University ;  former  commissioner  of  hospitals  for  New 

York  City. 

Adolfo  Urrutia,  M.D.,  practicing  surgeon ;  past  president  of  staff,  Santa  Rosa 
Medical  Center,  San  Antonio,  Tex. ;  fellow  of  the  American  College  of  Surgeons. 

Carroll  L.  Witten,  M.D.,  past  president,  American  Academy  of  General  Practice : 
practicing  physician,  Louisville,  Ky. 


Appendix  B — Exhibit  8 
Advisory  Panel  on  Incentive  Reimbursement  Experimentation 
(As  of  December  24,  1968) 

Solomon,  J.  Axelrod,  M.D.,  chairman,  Department  of  Medical  Care  Organization, 

School  of  Public  Health,  University  of  Michigan 
James  Brindle,  president,  Health  Insurance  Plan  of  Greater  New  York 
J.  Douglas  Colman,  president.  Associated  Hospital  Service  of  New  York 
Paul  Densen,  director,  Harvard  Center  for  Community  Health  and  Medical  Care, 

Boston,  Mass. 

Thomas  W.  Georges,  Jr.,  M.D.,  secretary,  Pennsylvania  Departments  of  Health 
and  Public  Welfare 

I.  Leon  Goodman,  executive  director,  Federation  of  American  Hospitals,  Inc. 
Donald  R.  Hayes,  M.D.,  surgeon  staff,  Wesson  Memorial  Hospital,  Springfield. 
Mass. 

Harold  Hinderer,  Jr.,  controller.  Western  Province  of  the  Daughters  of  Charity 
of  St.  Vincent  de  Paul,  St.  Louis,  Mo. 

Charles  Anthony  Hoffman,  M.D.,  urologist,  C.  and  O.,  St.  Mary's,  and  Cabell 
Huntington  Hospitals,  Huntington,  W.  Va. 

Thomas  M.  Jenkins,  president,  American  Association  of  Homes  for  the  Aging 
and  practicing  attorney 

Lawrence  E.  Martin,  associate  director  and  comptroller,  Massachusetts  Gen- 
eral Hospital 

David  R.  Mosher,  vice  president,  region  III  of  the  American  Nursing  Home 
Association,  president  New  Fern  Restorium,  William  and  Mary  Nursing  Home, 
and  Lakeview  Manor,  St.  Petersburg,  Fla. 
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Nora  Piore,  Association  for  the  Aid  of  Crippled  Children,  New  York,  N.Y. 

Jerome  Pollack,  associate  dean  for  medical  care  planning  and  professor  of  eco- 
nomics of  medicine,  Harvard  Medical  School,  Boston,  Mass. 

Pierre  Salmon,  M.D.,  County  Department  of  Public  Health  and  Welfare,  San 
Mateo,  Calif. 

Lawrence  T.  Smedley,  assistant  director,  Department  of  Social  Security,  AFL- 

CIO,  Washington,  D.C.  \ 
Robert  E.  Westlake,  M.D.,  vice  president,  Blue  Shield  of  Central  New  York,  and 

clinical  associate  professor  of  internal  medicine,  State  University  of  New  York 

at  Syracuse 

William  C.  White,  Jr.,  C.L.U.,  The  Prudential  Insurance  Co.  of  America,  Newark, 
N.J. 

Chairman 

Nathan  J.  Stark,  group  vice  president  of  operations,  Hallmark  Cards,  Inc.,  and 
member  of  the  Health  Insurance  Benefits  Advisory  Council 


Appendix  B — Exhibit  9 

Technical  Work  Group  on  Reasonable  Charge  Determination 
Methodology 

Nelson  H.  Cruikshank,  former  director,  Department  of  Social  Security,  AFL- 
CIO  and  member  of  the  Health  Insurance  Benefits  Advisory  Council 

Robert  D.  Eilers,  executive  director,  Leonard  Davis  Institute  of  Health  Economics 
and  professor  of  insurance,  University  of  Pennsylvania 

Peter  Henle,  Deputy  Associate  Commissioner,  Bureau  of  Labor  Statistics,  U.S. 
Department  of  Labor 

Herbert  Klarman,  professor  of  public  health  administration,  School  of  Public 
Health,  Johns  Hopkins  University 

Don  Landay,  Chief,  Employee  Benefits  Project,  Bureau  of  Labor  Statistics, 
U.S.  Department  of  Labor 

Frederick  J.  Malley,  Jr.,  assistant  vice  president  and  director,  Medicare  Admin- 
istration, Equitable  Life  Assurance  Society  of  the  United  States 

George  W.  Melcher,  Jr.,  M.D.,  president,  Group  Health  Insurance,  Inc. 

Jerome  Pollack,  associate  dean  for  medical  care  planning,  and  professor  of 
economics  of  medicine,  School  of  Medicine,  Harvard  Medical  School 

Donald  C.  Riedel,  associate  professor  of  public  health  and  research  associate 
in  sociology,  Department  of  Epidemiology  and  Public  Health,  School  of  Medi- 
cine, Yale  University 

John  A.  Rowland,  Secretary,  committee  on  insurance  and  prepayment  plans, 
Council  on  Medical  Services,  American  Medical  Association,  Chicago,  111. 

Bert  Seidman,  director,  Department  of  Social  Security,  AFL-CIO 

Richard  Shoemaker,  assistant  director,  Department  of  Social  Security,  AFL- 
CIO 

Anne  R.  Somers,  research  associate,  Haverford  College,  and  staff,  Industrial 

Relations  Section,  Princeton  University 
Boyd  Thompson,  executive  secretary,  Foundation  for  Medical  Care  of  San 

Joaquin  County,  Stockton,  Calif. 


Appendix  B — Exhibit  10 

Statement  of  Actuarial  Assumptions  and  Bases  Employed  in  Arriving  at 
the  Amount  of  the  Standard  Premium  Rate  for  the  Supplementary 
Medical  Insurance  Program  Beginning  April  1968 

There  follows  a  statement  of  actuarial  assumptions  and  bases  employed  in  ar- 
riving at  the  amount  of  standard  premium  rate  for  the  supplementary  medical 
insurance  program  beginning  April  1968.  The  standard  premium  rate  is  that  rate 
which  is  payable  by  those  who  enroll  in  their  initial  enrollment  period  and  by 
those  who  enroll  in  a  general  enrollment  period  that  terminates  less  than  12 
months  after  the  close  of  their  initial  enrollment  period. 
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The  actuarial  determination  has  been  made  on  the  basis  of  both  the  actual  oper- 
ating experience  under  the  program  and  the  results  of  a  current  continuing  sam- 
ple survey  of  beneficiaries  ( which  gives  certain  information  more  promptly  than 
do  the  aggregate  operations  of  the  program).  Because  of  the  time  lag  in  the  sub- 
mission of  bills  in  this  program,  complete  figures  for  the  6  months  of  1966  are  not 
yet  available,  and  the  processed  data  for  the  first  10  months  of  1967  are  rather 
incomplete. 

There  are  current  figures  for  cash  expenditures  under  the  program,  but  these 
figures  taken  alone  are  misleading  because  they  do  not  take  into  account  the 
liabilities  arising  from  the  natural  delay  in  benefit  payments  until  well  after 
the  date  that  services  were  received.  Such  delay  is  due  to  the  tendency  of  en- 
rollees  to  accumulate  a  number  of  bills  before  submitting  a  claim,  the  inherent 
delays  by  physicians  and  enrollees  in  making  requests  for  payment,  and  the  time 
required  by  the  carriers  to  adjudicate  and  pay  claims.  There  was  a  balance  of 
$394  million  in  the  supplementry  medical  insurance  trust  fund  at  the  end  of 
October  1967  (a  decline  from  a  peak  of  $570  million  at  the  end  of  March  1967), 
but  there  were  at  that  time  substantial  outstanding  liabilities  incurred  for  serv 
ices  rendered  during  the  first  16  months  of  the  program. 

On  the  basis  of  claims  and  administrative  expenses  paid  (cash  basis),  the 
average  monthly  per  capita  expenditures  of  the  program  for  the  6  months  of 
1966  were  $1.93 ;  for  the  first  10  months  of  1967,  the  average  was  $6.06.  However, 
these  figures  need  to  be  adjusted  for  the  estimated  increase  in  liability  that  took 
place  during  the  period  for  benefits  that  will  be  paid  for  services  rendered  during 
the  period  but  had  not  been  paid  at  the  end  of  the  period ;  that  is,  the  premium 
rate  must  be  set  on  an  accrual  basis,  rather  than  a  cash  basis. 

Figures  on  an  accrual  basis  for  the  6  months  of  1966  are,  of  course,  much  more 
complete  than  for  1967.  On  the  basis  of  the  1966  accrual  figures,  it  is  now  esti- 
mated that,  for  this  6-month  period,  benefits  and  administrative  expenses  per 
capita  exceeded  the  income  from  premiums  and  matching  Government  contribu- 
tions by  30  cents  per  month  (that  is,  15  cents  each).  It  is  further  estimated  that 
the  liability  of  the  system  for  the  entire  1%  year  period,  July  1966  to  December 
1967,  will  be  about  7  percent  higher  than  the  income  from  the  premiums  and  the 
matching  Government  contribution.  In  other  words,  it  is  expected  that  the  $3 
premium  for  the  entire  period  will  be  lower  than  half  the  cost  for  benefits  and 
administrative  expenses  by  about  20  cents.  About  12  cents  of  this  20  cents  is  ac- 
counted for  by  the  fact  that  apparently  physicians'  fees  were  higher  during  this 
period  than  had  been  assumed  in  setting  the  premium ;  the  remaining  8  cents 
arises  from  the  fact  that  there  has  apparently  been  a  somewhat  greater  utiliza- 
tion of  services  under  the  program  than  had  been  anticipated.  Projecting  costs 
of  the  program  for  the  15-month  period  following  March  1968  at  the  level  of 
operation  in  1966-67  thus  would  require  an  additional  20  cents  in  the  premium 
rate.  These  estimates  are  based  upon  incomplete  data  for  past  periods  and  upon 
projections  thereof  and  may  be  somewhat  more  or  less  when  the  final  accounts 
are  in. 

In  estimating  the  cost  of  the  program  for  April  1968  through  June  1969,  it  is 
necessary  to  provide  for  the  long-term  trend  toward  greater  utilization  of  medi- 
cal services  (including  the  effects  of  the  discovery  and  more  frequent  use  of 
new,  highly  expensive  medical  techniques)  and  the  long-range  upward  trend 
of  the  general  earnings  levels,  which  will  be  reflected  in  higher  physicians'  fees 
and  administrative  expenses. 

It  is  assumed  that,  in  1968-69,  physicians'  fees  will  increase  at  an  annual  rate 
of  5  percent  and  utilization  of  medical  services  by  enrollees  will  increase  at  an 
annual  rate  of  2  percent.  Administrative  expenses  are  assumed  to  represent  9% 
percent  of  the  benefit  payments ;  this  figure  is  based  on  the  actual  operating 
results  in  1967,  when  the  average  per  capita  administrative  expenses  of  $0.56 
per  month  represented  9.5  percent  of  the  average  per  capita  benefit  costs  on  an 
incurred  basis.  (The  administrative  expenses,  on  a  paid  basis,  represented  an 
average  monthly  per  capita  amount  of  $0.70  for  the  6  months  of  1966.  The  1966 
average  was  relatively  high  because  of  the  necessary  one-time  startup  costs.) 
The  average  interest  rate  on  the  invested  assets  of  the  trust  is  assumed  to  be 
4%  percent  (the  rate  applicable  to  virtually  the  entire  portfolio  as  of  October  31, 
1967). 
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It  is  estimated  that  the  monthly  per  capita  cost  on  a  calendar-year  basis  would 
be  $7.61  for  1968  and  $8.28  for  1969  if  the  provisions  of  the  1967  amendments 
were  in  effect  for  this  entire  period.  The  cost  for  the  15-month  period  beginning 
April  1968  would  average  out  at  $7.89  a  month  (half  of  which  is  $3.95).  Thus, 
a  standard  premium  rate  of  $4  per  month  for  the  period  April  1968  through 
June  1969  would  allow  a  margin  for  contingencies,  as  required  by  law. 

In  addition,  the  interest  earnings  of  the  trust  fund  are  available  as  a  margin 
for  contingencies  and,  if  not  needed  to  pay  benefits  and  administrative  expenses 
in  the  current  period,  will  reduce  the  unfunded  liability  for  the  past  deficiency  in 
the  premium  rate.  Interest  earnings  are  the  equivalent  of  another  10  cents  per 
capita  in  available  income. 

The  explanation  of  the  $1  increase  in  the  monthly  premium  rate  for  the  new 
premium  period  can  be  summarized  in  the  following  manner  : 

(a)  The  cost  of  the  protection  under  the  program  as  in  effect  in  1966-67 
is  estimated  to  have  exceeded  the  income  from  premiums  and  Government 
matching  contribution  by  about  7  percent — an  increase  of  about  20  cents. 

(6)  The  cost  of  the  program  in  1966-67  was  abnormally  low  as  a  result 
of  the  fact  that  in  the  6  months  of  operation  in  1966  the  full  $50  deductible 
was  applicable,  and  it  had  a  much  stronger  effect  in  reducing  benefit  costs 
than  will  be  the  case  in  later  years;  in  other  words,  with  all  other  things 
being  the  same,  the  program  cost  is  higher  for  future  years,  in  which  the 
$50  deductible  is  usually  applicable  for  12-month  periods,  than  for  the  initial 
period — an  increase  of  about  3  cents. 

(c)  The  $50  deductible  represents  a  smaller  proportion  of  the  total  covered 
medical  charges  when  these  increase  as  a  result  of  either  higher  physician 
fees  or  higher  utilization — an  increase  of  about  11  cents. 

(d)  the  utilization  of  medical  services  is  assumed  to  be  higher  in  the  new 
premium  period  than  in  1966-67,  and  so  the  program  cost  is  higher — an  in- 
crease of  about  11  cents. 

(c)  The  level  of  physicians'  fees  is  assumed  to  be  higher  in  the  new  prem- 
ium period  than  in  1966-67,  and  so  the  program  cost  is  higher — an  increase  of 
about  27  cents. 

(/)  The  increased  benefit  protection  arising  from  the  provisions  of  the 
1967  amendments  must  be  taken  into  account — an  increase  of  about  23  cents. 

(g)  The  promulgated  rate  includes  an  amount  to  provide  a  margin  for 
contingencies; — an  increase  of  5  cents. 
As  indicated  previously,  the  program  has  more  than  ample  funds,  on  a  cash 
basis,  to  meet  its  expected  obligations  for  benefit  payments  and  administrative 
expenses  now  and  in  the  period  to  which  the  promulgated  premium  rate  applies. 
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APPENDIX  C 

Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7   1  68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 


TOTALS-AII  Categories 


'  BENEFICIARIES' 

•  Hospital 
Insurance-  19,696,747 

•  Medical 
Insurance-  18,797,760 

"Buy-in"-  1,574,026 
(Percent  of  total-  11.9%  ) 

HEALTH  CARE  RESOURCES 

•  Hospitals)-6,865  (General3-6,406;  PSYCH .-34 1 ;  TB-  1 18) 
General  Beds-822,132  (Per  1,000  beneficiaries- 41 .9  ) 

•  Extended  Care  Facilities  —  4, 702 

Beds4- 329,621  (Per  1,000  beneficiaries-  16.8  ) 

•  Home  Health  Agencies-  2,093 

•  Independent  Laboratories-  2,566 

•  Rehab.  Agencies,  Clinics  and  Public  Health  Agencies—  55 

•  Suppliers  of  Portable  X-ray  Services—  140 

BENEFITS  PAID 

•  Hospital 

Insurance- $3,736,000,000 

•  Medical 

Insurance- $1,390,000,000 

V 

ADMISSION S  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-5,655J00(Per  1,000  beneficiaries-291  ) 

•  Extended  Care 

Facility  Admi ss ions- 448,500  (Per  1,000  beneficiaries-  23  ) 

•  Home  Health  Starts  of  Cares-258, 100  (Per  1,000  beneficiaries- 13.2  ) 

•  Emergency  Hospital  Claims  Processed- 25,361  ^ 

1  Based  on  data  recorded  as  of  October  3,  1968. 

1  Includes  4  Federal  hospitals;  excludes  18  Christian  Science  sanatoriums. 

'Short-stay  and  long-stay  hospitals.    Includes  separately  certified  medical  and  surgical  units  and  beds  of 
psychiatric  and  tuberculosis  hospitals  not  accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals 
or  the  American  Osteopathic  Association. 

*  Includes  skilled  nursing  beds  only. 

1  Includes  home  health  start  of  care  notices  from  both  hospital  insurance  and  medical  insurance. 
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APPENDIX  C 

Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 

ALABAMA 


f  BENEFICIARIES 

•  Hospital 

Insurance-  312,549 

•  Medical 

Insurance-  297,417 
"Buy-in   —  0 
(Percent  of  total-  O.OJS) 

HEALTH  CARE  RESOURCES  ~X 

•  Hospitals-  118  General-  116;  PSYCH.-  1;TB-1 

General  Beds-    11,553                      Per  1,000  beneficiaries-  37 . 1 

•  Extended  Care  Facilities-  94 

Beds-    5,984                                  Per  1,000  beneficiaries-  19 .2 

•  Home  Health  Agencies—  35 

•  Independent  Laboratories-  11 

BENEFITS  PAID 

•  Hospital 

Insurance-   $  43,593,281 

•  Medical 

Insurance-   $  15,730,690 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    93,500            Per  1,000  beneficiories-300 

•  Extended  Care 

Facility  Admissions-      4,700            Per  1,000  benefi  ciaries-  15 . 1 

•  Home  Health  Starts  of  Care-  2,500     Per  1,000  beneficiaries-  8.0 

•  Emergency  Hospital  Claims  Processed-   1,801  y 

ALASKA 

f  BENEFICIARIES 

•  Hospital 

Insurance—                6 , 192 

•  Medical 

Insurance-  5,017 
"Buy-in"-  0 
(Percent  of  total-  0.0#  ) 

HEALTH  CARE  RESOURCES  >. 

•  Hospitals-    21   General-    20;  PSYCH.-    1  ;  TB- 0 

General  Beds-         707                      Per  1 ,000  benef  ic  iar  ies-117  . 2 

•  Extended  Care  Facilities—  6 

Beds-        132                                   Per  1,000  beneficiaries-  21.9 

•  Home  Health  Agencies-  1 

•  Independent  Laboratories-  2 

BENEFITS  PAID 

•  Hospital 

Insurance-   $        571 ,655 

•  Medical 

Insurance-   $  237,420 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-      1,500            Per  1,000  beneficiaries-250 

•  Extended  Care 

Facility  Admissions-          100           Per  1,000  beneficiaries-  16  .7 

•  Home  Health  Starts  of  Care-33           Per  1,000  beneficiaries-  6.0 

•  Emergency  Hospital  Claims  Processed-          0  y 

ARIZONA 

f  BENEFICIARIES 

•  Hospital 

Insurance-  135,594 

•  Medical 

Insurance-  129,880 
"Buy-in"-  11,398 
(Percent  of  total-  8.8^) 

HEALTH  CARE  RESOURCES  >w 

•  Hospitals-    61  General-    57;  PSYCH.-  3;TB-1 

General  Beds-      5,610                      Per  1,000  beneficiaries-  42 .0 

•  Extended  Care  Facilities—  41 

Beds-                2,422                      Per  1,000  benef iciaries-  18  . 1 

•  Home  Health  Agencies—  10 

•  Independent  Laboratories-  50 

BENEFITS  PAID 

•  Hospital 

Insurance-   $  31,037,336 

•  Medical 

Insurance-  13,997,530 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    44,100            Per  1,000  beneficiaries-330 

•  Extended  Care 

Facility  Admissions-      5,200            Per  1,000  beneficiaries-  39.0 

•  Home  Health  Starts  of  Care-  2,700    Per  1,000  beneficiaries- 20  .2 

•  Emergency  Hospital  Claims  Processed—        35  y 
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APPENDIX  C 

Benefi  ciori  es  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 


ARKANSAS 


/*  BENEFICIARIES 

•  Hospital 

Insurance-  228,682 

•  Medical 

Insurance—            218 , 719 
"Buy-in"-  62,199 
(Percent  of  total-28.4^  ) 

HEALTH  CARE  RESOURCES  ^\ 

•  Hospitals-    107  General- 104  ;  PSYCH.-  2  ;  TB-  1 

General  Beds-     7,766                       Per  1,000  beneficiaries-  34.1 

•  Extended  Care  Facilities—  41 

Beds-    2,498                                  Per  1,000  beneficiaries-  11.0 

•  Home  Health  Agencies-  69 

•  Independent  Laboratories—  13 

BENEFITS  PAID 

•  Hospital 

Insurance-  $  29,767,649 

•  Medical 

Insurance-  $  10,362,073 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-     81,000            Per  1,000  beneficiaries-355 

•  Extended  Care 

Facility  Admissions-       2,300           Per  1,000  beneficiaries-  10. 1 

•  Home  Health  Starts  of  Care-    1,300    Per  1,000  beneficiaries-  5.7 

•  Emergency  Hospital  Claims  Processed-        16  ^/ 

CALIFORNIA 


f  BENEFICIARIES 

•  Hospital 

Insurance—  1,704,836 

•  Medical 

Insurance-  1,659,838 
"Buy-in"-  292,246 
(Percent  of  total-  17.6/0 

HEALTH  CARE  RESOURCES  ~\ 

•  Hospitals-  586  General-546  ;  PSYCH. -37  ;  TB-  3 

General  Beds-  69,642                       Per  1,000  beneficiaries-  41.2 

•  Extended  Care  Faci  1  ities—  851 

Beds-  62,246                                  Per  1,000  beneficiaries-  36.8 

•  Home  Health  Agencies-  99 

•  Independent  Laboratories—  582 

BENEFITS  PAID 

•  Hospital 

Insurance-  $411,390,472 

•  Medical 

Insurance-  $202,698,487 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  466,600           Per  1,000  beneficiaries-276 

•  Extended  Care 

Facility  Admissions-     81,000           Per  1,000  beneficiaries-  47.9 

•  Home  Health  Starts  of  Care-32, 500    Per  1,000  beneficiaries-  19  .2 

•  Emergency  Hospital  Claims  Processed-     206  y 

COLORADO 

/~  BENEFICIARIES 

•  hospital 

Insurance-  183,043 

•  Medical 

Insurance-  177,964 
"Buy-in"-  35,555 
(Percent  of  total-  20.0%) 

HEALTH  CARE  RESOURCES 

•  Hospitals-     89  General-  85  ;  PSYCH.-  4  ;  TB-  0 

General  Beds-    8,955                      Per  1,000  beneficiaries-  49.2 

•  Extended  Care  Facilities—  93 

Beds-               6,518                        Per  1,000  beneficiaries-  35.8 

•  Home  Health  Agencies—  19 

•  Independent  Laboratories—  34 

BENEFITS  PAID 

•  Hospital 

Insurance-  $  43,194,097 

•  Medical 

Insurance-  $  15,591,352 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    71,200           ^er  1,000  beneficiaries-391 

•  Extended  Care 

Facility  Admissions-      6,800           Per  1, 000  benef  i  ciaries-  37 .4 

•  Home  Health  Starts  of  Care-  3,100    Per  1 ,000  benef  i  ciaries-  17  . 0 

•  Emergency  Hospital  Claims  Processed—       85  y 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68), 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 


CONNECTICUT 

f  BENEFICIARIES 

•  Hospital 

Insurance-  280,622 

•  Medical 

Insurance-  275,078 
"Buy-in"-  7,100 
(Percent  of  total-  2.6/S) 

HEALTH  CARE  RESOURCES  N 

•  Hospitals-    51    General-    43 ,  PSYCH.-  8  ;  TB-  0 

General  Beds-    10,350                       Per  1,000  beneficiaries-  37.1 

•  Extended  Care  Faci  lities- 170 

Beds-              11,616                       Per  1,000  beneficiaries-  41.6 

•  Home  Health  Agencies-  99 

•  Independent  Laboratories-  48 

BENEFITS  PAID 

•  Hospital 

Insurance-  $80,279,842 

•  Medical 

Insurance-  $20,715,025 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  68,000            Per  1,000  beneficiaries- 243 

•  Extended  Care 

Facility  Admissions-    11,600             Per  1,000  beneficiaries-  41.5 

•  Home  Health  Starts  of  Core-  7,800     Per  1,000  beneficiaries-  27.9 

•  Emergency  Hospital  Claires  Processed-        0  J 

DELAWARE 

f  BENEFICIARIES 

•  Hospital 

Insurance-  43,323 

•  Medical 

Insurance-  41,875 
"Buy-in"-  1,907 
(Percent  of  total-  4.6#) 

HEALTH  CARE  RESOURCES  ~"\ 

•  Hospitals-     9    General-     7;  PSYCH.-   1;TB-  1 

General  Beds-     1,588                       Per  1 ,000  benef i c iar ies-  36.8 

•  Extended  Care  Facilities-  9 

Beds-                   539                       Per  1,000  beneficiaries-  12.5 

•  Home  Health  Agencies—  8 

•  Independent  Laboratories-  4 

BENEFITS  PAID 

•  Hospital 

Insurance-  $  7,725,495 

•  Medical 

Insurance-  $  2,903,457 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-     9,600            Per  1,000  beneficiaries- 223 

•  Extended  Care 

Facility  Admissions-         900            Per  1 ,000  benef  i  ciar  ies-  20.9 

•  Home  Health  Starts  of  Core-  1.200     Per  1,000  beneficiaries-  27.8 

•  Emergency  Hospital  Claims  Processed-        0  y 

DISTRICT  OF  COLUMBIA 

/*  BENEFICIARIES 

•  Hospital 

Insurance-  67,849 

•  Medical 

Insurance—           63 ,885 
"Buy-in"-  0 
(Percent  of  total-  0.0^) 

HEALTH  CARE  RESOURCES  ~N 

•  Hospitals-    15    General-  13    ;  PSYCH.-   2;TB-  0 

General  Beds-     5,162                       Per  1,000  beneficiaries-  76.0 

•  Extended  Care  Facilities-  7 

Beds-                1,641                       Per  1,000  beneficiaries-  24.2 

•  Home  Health  Agencies-  2 

•  Independent  Laboratories—  6 

BENEFITS  PAID 

•  Hospital 

Insurance-  $16,498,842 

•  Medical 

Insurance-  $  7,282,147 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  21,200             Per  1,000  beneficiaries-312 

•  Extended  Care 

Facility  Admissions-         700             Per  1,000  beneficiories-  10.3 

•  Home  Health  Starts  of  Care-  1,800     Per  1,000  beneficiaries-  25.7 

•  Emergency  Hospital  Claims  Processed-        0  ^/ 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 

FLORIDA 


f  BENEFICIARIES 

•  Hospital 

Insurance-  798,864 

•  Medical 

Insurance-  777,047 
"Buy-in"-  67,599 
(Percent  of  total-    B  .1%) 

HEALTH  CARE  RESOURCES  N 

•  Hospitals-    175  General-167  ;  PSYCH.-  6  ;  TB-  2 

General  Beds-  23,795                       Per  1,000  beneficiaries-  30.2 

•  Extended  Care  Faci  1  ities-159 

Beds-             12,291                       Per  1,000  beneficiaries-  15.6 

•  Home  Health  Agencies-  61 

•  Independent  Laboratories— 109 

BENEFITS  PAID 

•  Hospital 
lnsurance-$165,718,417 

•  Medical 
Insurance4  81,931,518 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  240,600            Per  1,000  beneficiaries-305 

•  Extended  Care 

Facility  Admissions-     25,300           Per  1,000  beneficiaries-  32.1 

•  Home  Health  Starts  of  Care-10,700    Per  1,000  beneficiaries-  13.5 

•  Emergency  Hospital  Claims  Processed—     779  y 

GEORGIA 

f  BENEFICIARIES 

•  Hospital 

Insurance-  350,026 

•  Medical 

Insurance-  335,693 
"Buy-in"-  92,067 
(Percent  of  total  -  27  .4%  ) 

HEALTH  CARE  RESOURCES  ~\ 

•  Hospitals-  145  General-138  ;  PSYCH.-  6  ;  TB-  1 

General  Beds-  14,444                       Per  1,000  beneficiaries-  41.4 

•  Extended  Care  Facilities—  77 

Beds-                6,012                         Per  1,000  beneficiaries-  ".3 

•  Home  Health  Agencies-  15 

•  Independent  Laboratories-  20 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  47,220,456 

•  Medical 

Insurance-^  18,125,239 

ADMISSIONS  AND  STARTS  OF  CARE. 

•  Inpatient 

Hospital  Admissions-  108,900           Per  1,000  beneficiaries-312 

•  Extended  Care 

Facility  Admissions-      5,800           Per  1,000  beneficiaries-  16.6 

•  Home  Health  Starts  of  Care-  2,100    Per  1 ,000  benef i ciaries-  6.0 

•  Emergency  Hospital  Claims  Processed- 2,174  y 

HAWAII 

f  BENEFICIARIES 

•  Hospital 

Insurance-  41,048 

•  Medical 

Insurance-  40,116 
"Buy-in"-  0 
(Percent  of  total-  0.0%) 

HEALTH  CARE  RESOURCES 

•  Hospitals-     25  General-  24  ;  PSYCH.-  1  ;  TB-  0 

General  Beds-    2,761                        Per  1,000  benef  iciaries-  68  .5 

•  Extended  Care  Facilities-  16 

Beds-               1,081                        Per  1,000  beneficiaries-  26.8 

•  Home  Health  Agencies-  2 

•  Independent  Laboratories—  13 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  8,793,498 

•  Medical 

Insurance-!  3,961,668 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    12,000            Per  1,000  beneficiaries-298 

•  Extended  Care 

Facility  Admissions-      1,300            Per  1,000  beneficiaries-  32.3 

■   Home  Health  Starts  of  Care-      400     Per  1,000  beneficiaries-  9.9 

•  Emergency  Hospital  Claims  Processed-         0  y 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Core  (7/1  /67 -6/30/68) 


IDAHO 


/*  BENEFICIARIES 

•  Hospital 

Insurance-  66,595 

•  Medical 

Insurance-             64, 056 
"Buy-in"-  5,683 
(Percent  of  total-  8.9#) 

HEALTH  CARE  RESOURCES  ~N 

•  Hospitals-    48  General-  47  ,  PSYCH.-  0  ;  TB-  l 

General  Beds-    2,339                        Per  1,000  beneficiaries-  35.4 

•  Extended  Care  Facilities-  40 

Beds-               2,490                        Per  1,000  beneficiaries-  37.7 

•  Home  Health  Agencies-  10 

•  Independent  Laboratories-  1 

BENEFITS  PAID 

•  Hospital 

Insurance-  $  10,204,815 

•  Medical 

Insurance-  $  3,778,227 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    21,000             Per  1,000  beneficiaries-  318 

•  Extended  Care 

Facility  Admissions-      2,800            Per  1,000  benefi  ciaries-  42.4 

•  Home  Health  Storts  of  Care-  2,500     Per  1,000  beneficiories-  37.8 

•  Emergency  Hospital  Claims  Processed-        0  y 

ILLINOIS 

f  BENEFICIARIES 

•  Hospital 

Insurance-  1,085,039 

•  Medical 

Insurance-  1,046,334 
"Buy-in"-  40,274 
(Percent  of  total—  3.8/£  ) 

HEALTH  CARE  RESOURCES  ~\ 

•  Hospitols-  301  Generol-272  ;  PSYCH.-  19;  TB- 10 

General  Beds-  51,717                        Per  1,000  beneficiaries-  47.8 

•  Extended  Care  Faci  1  ities— 159 

Beds-             11,068                        Per  1,000  beneficiaries-  10.2 

•  Home  Health  Agencies—  81 

•  Independent  Laboratories-143 

BENEFITS  PAID 

•  Hospital 
lnsurance-$235,009,  850 

•  Medical 
lnsurance-$  64,735,828 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospitol  Admission  s- 309,000            Per  1,000  beneficiaries-  285 

•  Extended  Care 

Facility  Admissions-    22,400            Per  1,000  beneficiories-  20.7 

•  Home  Health  Starts  of  Core-  9.4O0     Per  1,000  beneficiaries-  8.7 

•  Emergency  Hospital  Claims  Processed-      0  y 

INDIANA 

BENEFICIARIES 

•  Hospital 

Insurance-  487,197 

•  Medical 

Insurance-  465,467 
"Buy-in"-  18,313 
(  Per  cent  of  totol  —  3  ) 

HEALTH  CARE  RESOURCES  ^"X 

•  Hospitals- 137    General- 123  ;  PSYCH.-  9  ;  TB-  5 

General  Beds-   18,343                        Per  1,000  beneficiaries-  37.7 

•  Extended  Care  Facilities-  67 

Beds-               5,298                        Per  1,000  beneficiaries-  10.9 

•  Home  Health  Agencies-  26 

•  Independent  Laboratories—  32 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  81,860,976 

•  Medical 
lnsurance-$  24,899,213 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-127,500             Per  1,000  beneficiaries-  262 

•  Extended  Care 

Facility  Admissions-     7,700             Per  1,000  beneficiaries-  15.8 

•  Home  Health  Starts  of  Care-4, 500      Per  1,000  beneficiaries-  9.2 

•  Emergency  Hospital  Claims  Processed—       0  y 

100 


APPENDIX  C 

Beneficiaries  and  Participating  Health  Care  Resources  (os  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 

IOWA 


/*■  BENEFICIARIES 

•  Hospital 

Insurance-  352,320 

•  Medical 

Insurance-         341 ,567 
"Buy-in"-  23,276 
(Percent  of  total-  6.8#) 

HEALTH  CARE  RESOURCES  ~N 

•  Hospitals-  146  General-  141;  PSYCH.- 4  ;  TB- 1 

General  Beds-    14,113                      Per  1,000  beneficiaries-  40.1 

•  Extended  Care  Facilities—  75 

Beds-                3,903                      Per  1,000  beneficiaries-  11.1 

•  Home  Health  Agencies-  22 

•  Independent  Laboratories—  16 

BENEFITS  PAID 

•  Hospital 

Insurance- $59,038,630 

•  Medical 

Insurance- $20, 354, 677 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    119,500          Per  1,000  beneficiaries-  339 

•  Extended  Care 

Facility  Admissions-        6,300          Per  1,000  beneficiaries-  17.9 

•  Home  Health  Starts  of  Care-  2,400     Per  1,000  beneficiaries-  6.8 

•  Emergency  Hospital  Claims  Processed—  116  y 

KANSAS 

f  BENEFICIARIES 

•  Hospital 

Insurance-  263,577 

•  Medical 

Insuronce-  252,967 
"Buy-in"-  22,050 
(Percent  of  total-  8  .1%  ) 

HEALTH  CARE  RESOURCES  ^\ 

•  Hospitals-  169   General-  162;  PSYCH.- 5   ;  TB- 2 

General  Beds-    12,627                      Per  1,000  beneficiaries-  47.9 

•  Extended  Care  Facilities—  70 

Beds-                2,104                      Per  1,000  beneficiaries-  8.0 

•  Home  Health  Agencies—  29 

•  Independent  Laboratories-  24 

BENEFITS  PAID 

•  Hospital 

Insurance- $45 ,064, 216 

•  Medical 

Insurance- $11, 637, 144 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-     89,400          Per  1,000  beneficiaries-  339 

•  Extended  Care 

Facility  Admissions-       4,700          Per  1,000  beneficiaries-  17.8 

•  Home  Health  Starts  of  Care-  1,500     Per  1,000  beneficiaries-  5.7 

•  Emergency  Hospital  Claims  Processed-      0  y 

KENTUCKY 

/"  BENEFICIARIES 

•  Hospital 
Insuronce-  333,403 

•  Medical 

Insurance-  322,418 
"Buy-in"-  61,096 
(Percent  of  total-18.9^  ) 

HEALTH  CARE  RESOURCES  \ 

•  Hospitals-  131  General-  119;  PSYCH.- 5  ;TB-7 

General  Beds-    10,942                      Per  1,000  beneficiaries-  32.9 

•  Extended  Care  Facilities-  " 

Beds-                3,673                       Per  1,000  beneficiaries-  ll'.l 

•  Home  Health  Agencies—  15 

•  Independent  Laboratories—  32 

BENEFITS  PAID 

•  Hospital 
Insuronce- $48, 499, 531 

•  Medical 
lnsurance-$14,708,869 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-   108,500           Per  1,000  beneficiaries- 327 

•  Extended  Care 

Facility  Admissions-       6,800          Per  1,000  beneficiaries-  20.5 

•  Home  Health  Starts  of  Care-  2,200     Per  1,000  beneficiaries-  6.6 

•  Emergency  Hospital  Claims  Processed-  430  y 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 


LOUISANA 


/"  BENEFICIARIES 

•  Hospital 

Insurance—          292, 115 

•  Medical 

Insurance-  268,647 
"Buy-in"-  0 
(Percent  of  total-  0.0^) 

HEALTH  CARE  RESOURCES  X 

•  Hospitals-    121  General- 117;  PSYCH.-  3  ;  TB-  1 

General  Beds-   13,356                       Per  1,000  beneficiaries-  45.8 

•  Extended  Care  Foci  lities-103 

Beds-               6,553                       Per  1,000  beneficiaries-  22.5 

•  Home  Health  Agencies—  54 

•  Independent  Laboratories—  20 

BENEFITS  PAID 

•  Hospital 

Insurance-  $36,809,146 

•  Medical 

Insurance-  $13,940,310 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  93,700             Per  1,000  beneficiaries-321 

•  Extended  Core 

Facil  ity  Admissions-     4,100             ^er  1,000  benefi  ciar  ies-  14.1 

•  Home  Health  Starts  of  Care-2, 300      Per  1,000  beneficiaries-  7.9 

•  Emergency  Hospital  Claims  Processed-  3,392  y 

MAINE 

f  BENEFICIARIES 

•  Hospital 

Insurance-          118 ,454 

•  Medical 

Insurance-  115,583 
"Buy-in"-  11,729 
(Percent  of  total-  10. 1^) 

HEALTH  CARE  RESOURCES  \ 

•  Hospitals-     63  General-   61  ;  PSYCH.-  1  ;  TB-  1 

General  Beds-     4,418                       Per  1,000  beneficiaries-  37.5 

•  Extended  Care  Facilities-  25 

Beds-                   972                       Per  1,000  beneficiaries-     8  2 

•  Home  Health  Agencies-  22 

•  Independent  Laboratories-  1 

BENEFITS  PAID 

•  Hospital 

Insurance-  $22,284,289 

•  Medical 

Insurance-  $  5,635,626 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  35,400             Per  1,000  beneficiaries-301 

•  Extended  Care 

Facility  Admissions-     3,000             Per  1,000  beneficiaries-  25.5 

•  Home  Health  Starts  of  Care- 1,600      Per  1 ,000  benefi  ciaries-  13.5 

•  Emergency  Hospital  Claims  Processed-       39  y 

MARYLAND 

f  BENEFICIARIES 

•  Hospital 

Insurnnce-  276,4-18 

•  Medical 

Insurance-  258,159 
"Buy-in"-  0 
(Percent  of  total-  0.0#) 

HEALTH  CARE  RESOURCES  X 

•  Hospitals-     59  General-  49  ;  PSYCH.-  9  ;  TB-  1 

General  Beds-  12,118                        Per  1,000  beneficiaries-  44.1 

•  Extended  Care  Facilities-  52 

Beds-               4,951                        Per  1,000  beneficiaries-  18 -0 

•  Home  Health  Agencies-  28 

•  Independent  Laboratories  — 31 

BENEFITS  PAID 

•  Hospital 

Insurance-  $49,110,623 

•  Medical 

Insurance-  $14,392,800 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  57,200            Per  1,000  beneficiaries-208 

•  Extended  Care 

Facility  Admissions-    5,700            Per  1,000  beneficiaries-  20.8 

•  Home  Health  Starts  of  Care-2, 000      Per  1 ,000  benefi  ciaries-    7 -2 

•  Emergency  Hospital  Claims  Processed-       24  y 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 


MASSACHUSETTS 


y  BENEFICIARIES 

•  Hospital 

Insurance-  628,963 

•  Medical 

Insurance-  615,317 
"Buy-in"-  15,337 
(Percent  of  total-  2.5#) 

HEALTH  CARE  RESOURCES  ~~X 

•  Hospitals-   193  General-  172  PSYCH. -17  ;  TB-  4 

General  Beds-  31,924                       Per  1,000  beneficiaries-  50.8 

•  Extended  Care  Facilities-  139 

Beds-              10,640                         Per  1,000  beneficiaries-  16.9 

•  Home  Health  Agencies-  178 

•  Independent  Laboratories—  87 

BENEFITS  PAID 

•  Hospitol 
lnsurance-^161,000,125 

•  Medical 

lnsurance-$  50,678,994 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  172,400           Per  1,000  beneficiaries-  274 

•  Extended  Care 

Facility  Admissions-     17,300           Per  1,000  beneficiaries-  27.5 

•  Home  Health  Starts  of  Care- 16,200    Per  1,000  beneficiaries-  25.7 

•  Emergency  Hospital  Claims  Processed-       0  ^/ 

MICHIGAN 

f  BENEFICIARIES 

•  Hospital 

Insurance-  750,377 

•  Medical 

Insurance-  726,929 
"Buy-in"-  36,597 
(Percent  of  total-  5.0^) 

HEALTH  CARE  RESOURCES  >. 

•  Hospitals-  276  General-252  ;  PSYCH.-  17;  TB-  7 

General  Beds-  38,089                       Per  1,000  beneficiaries-  51.1 

•  Extended  Care  Fac i  1  ities  — 139 

Beds-            12,641                         Per  1,000  beneficiaries-      17  0 

•  Home  Health  Agencies-  49 

•  Independent  Laboratories—  76 

BENEFITS  PAID 

•  Hospital 
Insuronce-$170,  292,313 

•  Medical 
lnsurance-$  46.084,671 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  208,100           Per  1,000  beneficiaries- 279 

•  Extended  Care 

Facility  Admissions-     13,600           Per  1,000  beneficiaries-  18.3 

•  Home  Health  Starts  of  Care-    9,600    Per  1 ,000  benef  i  ciaries-  12  9 

•  Emergency  Hospital  Claims  Processed-        0  y 

MINNESOTA 

f  BENEFICIARIES 

•  Hospital 

Insumnce-          407  , 452 

•  Medical 

Insurance-          396 .521 
"Buy-in"-  25.142 
(Percent  of  total—  6.3/£) 

HEALTH  CARE  RESOURCES  ~N 

•  Hospitals-    196  General-  186  ;  PSYCH.-  7  ;  TB-  3 

General  Beds-   19.031                       Per  1 ,000  beneficiaries-  46.9 

•  Extended  Care  Faci  1  ities— 141 

Beds-               7,441                       Per  1,000  beneficiaries-   18  3 

•  Home  Health  Agencies—  47 

•  Independent  Laboratories-  12 

BENEFITS  PAID 

•  Hospital 
Insurance-^  92.915,202 

•  Medical 
lnsurance-$  29,156.040 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  145.000            Per  1,000  beneficiaries-  357 

•  Extended  Care 

Facility  Admissions-      9,000            Per  1,000  beneficiaries-  22-2 

•  Home  Health  Starts  of  Care-  4,900     Per  1,000  beneficiaries-  12.1 

•  Emergency  Hospital  Claims  Processed-  ^ 
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Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 


MISSISSIPPI 


/*  BENEFICIARIES 

•  Hospital 

Insuronce-           217 .047 

•  Medical 

Insurance-  194,903 
"Buy-in"-  0 
(Percent  of  total-  0.0^) 

HEALTH  CARE  RESOURCES  ~N 

•  Hospitals-   84    General-   84;  PSYCH.-  0  ;  TB-  0 

General  Beds-     5,850                       Per  1,000  beneficiaries-  27.0 

•  Extended  Care  Facilities-  20 

Beds-                   996                       Per  1,000  beneficiaries-     4  6 

•  Home  Health  Agencies—  59 

•  Independent  Laboratories-  9 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  24,873,973 

•  Medical 

Insurance-^  8,611.128 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  69,300             Per  1,000  beneficiories-320 

•  Extended  Care 

Facility  Admissions-     1,600             Per  1,000  beneficiaries-  7.4 

•  Home  Health  Starts  of  Care-     700      Per  1,000  beneficiaries-    3  2 

•  Emergency  Hospital  Claims  Processed—  8  , 935  J 

MISSOURI 


f  BENEFICIARIES 

•  Hospital 

Insurance-          551 .089 

•  Medical 

Insurance-          528  653 
"Buy-in"-  89,124 
(Percent  of  total  -  16  .9%) 

HEALTH  CARE  RESOURCES  X 

•  Hospitals- 170    General- 159  ;  PSYCH. -10  ;  TB-  l 

General  Beds-  22,663                        Per  1,000  beneficiaries-  41  2 

•  Extended  Care  Facilities—  72 

Beds-               4.867                        Per  1,000  beneficiaries-  8.8 

•  Home  Health  Agencies—  32 

•  Independent  Laboratories—  56 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  98,312.051 

•  Medical 

lnsurance-$  34.140,558 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-174.900             Per  1,000  beneficiaries-318 

•  Extended  Core 

Facil  ity  Admi  ssions-    7,700             Per  1,000  benefi  ciaries-  14.0 

•  Home  Health  Starts  of  Care-5'100      Per  1,000  beneficiaries-  9.3 

•  Emergency  Hospital  Claims  Processed—         3  y 

MONTANA 

f  BENEFICIARIES 

•  Hospital 

Insuronce-  68,997 

•  Medical 

Insurance—  66,714 
"Buy-in"-  3,796 
(Percent  of  total-  5.7JS) 

HEALTH  CARE  RESOURCES  ~X 

•  Hospitals-  66    General-  64  ;  PSYCH.-    1;  TB-  1 

General  Beds-    3,274                        Per  1,000  beneficiaries-  47.7 

•  Extended  Care  Facilities-  33 

Beds-               1,249                        Per  1,000  beneficiaries-  18.2 

•  Home  Health  Agencies-  12 

•  Independent  Laboratories-  8 

BENEFITS  PAID 

•  Hospital 
lnsuronce-$  14,304,743 

•  Medical 

Insurance-^  4,417,004 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  29,000              Per  1,000  beneficiaries-423 

•  Extended  Care 

Facility  Admissions-    1,700              Per  1,000  beneficiaries-  24.8 

•  Home  Health  Starts  of  Care-  800        Per  1,000  beneficiaries-  H.6 

•  Emergency  Hospital  Claims  Processed-       37  y 

104 


APPENDIX  C 
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NEBRASKA 


f  BENEFICIARIES 

•  Hospital 

Insurnnce-  ,597 

•  Medical 

Insurance-            174 , 404 
"Buy-in"-  13,114 
(Percent  of  total-  7.5#) 

HEALTH  CARE  RESOURCES 

•  Hospitals-110    General-106  ,  PSYCH— 3  ;  TB-  1 

General  Beds-  7,690                         Per  1,000  beneficiaries-  42.4 

•  Extended  Care  Facilities-  34 

Beds-2,618                                      Per  1,000  beneficiaries-  14.4 

•  Home  Health  Agencies-  5 

•  Independent  Laboratories—  19 

BENEFITS  PAID 

•  Hospital 
Insurance-^  28,036,651 

•  Medical 

Insurance^  10,802,943 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    60,300            Per  1,000  beneficiaries-  335 

•  Extended  Care 

Focility  Admissions-      2,900            Per  1,000  beneficiaries-  16.0 

•  Home  Health  Starts  of  Care-900          Per  1,000  beneficiaries-  5.0 

•  Emergency  Hospitol  Claims  Processed-  63  ^/ 

NEVADA 

f  BENEFICIARIES 

•  Hospital 

Insurnnce-  27,344 

•  Medical 

Insurance-  26,208 
"Buy-in"-  0 
(Percent  of  total-  0.0j£  ) 

HEALTH  CARE  RESOURCES  "N 

•  Hospitals-  20     General-  20   ■  PSYCH— 0    ;  TB-0 

General  Beds-1.^90                            Per  1,000  beneficiaries-  62.9 

•  Extended  Care  Facilities-  14 

Beds-  596                                           Per  1,000  beneficiaries-  22.2 

•  Home  Health  Agencies-  3 

•  Independent  Laboratories—  13 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  7,285,396 

•  Medical 
lnsurance-$  1,777,314 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-     8,600            Per  1,000  beneficiaries-  320 

•  Extended  Care 

Facility  Admissions-         900            Per  1,000  beneficiaries-  33.5 

•  Home  Health  Starts  of  Care-^l-00          Per  1,000  beneficiaries-  14.9 

•  Emergency  Hospital  Claims  Processed-0  y 

NEW  HAMPSHIRE 

/"  BENEFICIARIES 

•  Hospital 

Insurnnce-  79,585 

•  Medical 

Insurance-  76,038 
"Buy-in"-  4,173 
(Percent  of  total-  5.5^  ) 

HEALTH  CARE  RESOURCES  "X 

•  Hospitals-  35     General-  33  ;  PSYCH— 1  ;TB-1 

General  Beds-  2,654                          Per  1,000  beneficiaries-  33.6 

•  Extended  Care  Fjcilities— 11 

Beds-433                                         Per  1,000  beneficiaries-  5.5 

•  Home  Health  Agencies—  33 

•  Independent  Laboratories—  1 

BENEFITS  PAID 

•  Hospital 
Insurance-!  12,453,359 

•  Medical 
Insurance-!  4,239,102 

v 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  21,800            Per  1,000  beneficiaries-  276 

•  Extended  Care 

Facil  ity  Admissions-     1,100            Per  1,000  beneficiories-  13.9 

•  Home  Health  Starts  of  Care-1 ,800       Per  1,000  beneficiories-  22.7 

•  Emergency  Hospital  Claims  Processed-0  y 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 

NEW  JERSEY 


f  BENEFICIARIES 

•  Hospital 

Insurance-  674,450 

•  Medical 

Insurance-  659,966 
"Buy-in"-  13,256 
(Percent  of  total-  2.0#) 

HEALTH  CARE  RESOURCES  ~~\ 

•  Hospitals-121    General -111  ;  PSYCH. -8    ;  TB-2 

General  Beds-25, 832                         Per  1,000  beneficiaries-  38.5 

•  Extended  Care  Facilities-  80 

Beds-6,150                                         Per  1,000  beneficiaries-  9-2 

•  Home  Health  Agencies—  50 

•  Independent  Laboratories— 122 

BENEFITS  PAID 

•  Hospital 
lnsurance-4121.476,298 

•  Medical 

Insurance-*  53,928,484 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  148,800           Per  1,000  beneficiaries-222 

•  Extended  Care 

Facility  Admissions-     15,700           Per  1,000  beneficiaries-  23 .4 

•  Home  Health  Starts  of  Core- 17,000    Per  1,000  beneficiaries-  25.3 

•  Emergency  Hospital  Claims  Processed- 5 

NEW  MEXICO 

BENEFICIARIES 

•  Hospital 

Insurance—  67,399 

•  Medical 

Insurance-  60,886 
"Buy-in"-  0 
(Percent  of  total-  0.0#) 

HEALTH  CARE  RESOURCES  *\ 

•  Hospitals-  45    General-  44;  PSYCH.-  1  ;  TB-0 

General  Beds-3, 187                           Per  1,000  beneficiaries-  48.0 

•  Extended  Care  Facilities—  21 

Beds-1,269                                      Per  1,000  beneficiaries-  19.1 

•  Home  Health  Agencies—  4 

•  Independent  Laboratories-  22 

BENEFITS  PAID 

•  Hospital 
Insurance-^  10,794,616 

•  Medical 

Insurance-*  4,010,109 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    20,300           Per  1,000  beneficiaries-306 

•  Extended  Care 

Facility  Admissions-       1,200           Per  1,000  beneficiaries-  18.1 

•  Home  Health  Starts  of  Care- 300          Per  1 ,000  benefi claries-  12 

•  Emergency  Hospital  Claims  Processed-  153  y 

NEW  YORK 

Z'  BENEFICIARIES 

•  Hospital 

Insurance-  1,952,515 

•  Medical 

Insurance-  1,890,617 
"Buy-in"-  51,198 
(Percent  of  total-  2.7^) 

HEALTH  CARE  RESOURCES  X 

.   Hospitals-396    General-358  ;  PSYCH.-  35;  TB-  3 

General  Beds-80, 740                         Per  1,000  beneficiaries-  41.5 

•  Extended  Care  Faci  1  ities-257 

Beds-29,584                                    Per  1,000  beneficiaries-  15.2 

•  Home  Health  Agencies—  130 

•  Independent  Laboratories-233 

BENEFITS  PAID 

•  Hospital 
lnsuronce-$411,358,046 

•  Medical 
lnsurance-$189 , 085 ,821 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  462,500           Per  1,000  beneficiaries-  238 

•  Extended  Care 

Facility  Admissions-     32,800           Per  1,000  beneficiaries-  16.8 

•  Home  Health  Starts  of  Care-33, 000    Per  1,000  beneficiaries-  16.9 

•  Emergency  Hospital  Claims  Processed-  818  y 

106 


APPENDIX  C 


Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Core  (7/1  /67-6/30/68) 

NORTH  CAROLINA 


f  BENEFICIARIES 

•  Hospital 

Insurance-  394,338 

•  Medical 

Insurance—  374,428 
"Buy-in"-  0 
(Percent  of  total-  0.0#) 

HEALTH  CARE  RESOURCES  X 

•  Hospitals-  150    General- 143  ;  PSYCH.-  3  ;  TB-  4 

General  Beds- 17,494                        Per  1,000  beneficiaries-  44.8 

•  Extended  Care  Facilities—  46 

Beds-3,207                                        Per  1,000  beneficiaries-  8.2 

•  Home  Health  Agencies-  16 

•  Independent  Laboratories-  11 

BENEFITS  PAID 

•  Hospital 
Insurance-^  54,000.332 

•  Medical 
lnsurance-$  18,755,635 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  118,700           Per  1,000  beneficiaries- 304 

•  E  xtended  Care 

Facility  Admissions-       4,200            Per  1,000  beneficiaries-  10.8 

•  Home  Health  Starts  of  Care- 1,300      Per  1,000  beneficiaries-  3.3 

•  Emergency  Hospital  Claims  Processed-  504  y 

NORTH  DAKOTA 

f  BENEFICIARIES 

•  Hospital 

Insuronce—  66,554 

•  Medical 

Insurance-  64,216 
"Buy-in"-  4,406 
(Percent  of  total-  6.9#) 

HEALTH  CARE  RESOURCES  ~X 

•  Hospitals-  64    General-  62  ;  PSYCH.-  2  ;  TB-  0 

General  Beds-3, 749                           Per  1,000  beneficiaries-  56.6 

•  Extended  Care  Facilities—  25 

Beds-1,223                                     Per  1,000  beneficiaries-  18.5 

•  Home  Health  Agencies-  7 

•  Independent  Laboratories—  10 

BENEFITS  PAID 

•  Hospital 
lnsuronce-$  12,917,846 

•  Medical 

lnsurance-$  4,112,444 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    29,400           Per  1,000  beneficiaries-444 

•  Extended  Care 

Facility  Admissions-      1,000          Per  1,000  beneficiaries-  15.1 

•  Home  Health  Starts  of  Care-300          Per  1 ,000  benef i ciar ies-  4.5 

•  Emergency  Hospital  Claims  Processed-  1  y 

OHIO 

f  BENEFICIARIES 

•  Hospital 

Insurance-  983,719 

•  Medical 

Insurance-  942,843 
"Buy-in"-  65,298 
(Percent  of  total-  6.9JS) 

HEALTH  CARE  RESOURCES  X. 

•  Hospitals-270    General-234  ;  PSYCH.-  20;  TB-  16 

General  Bed s-42, 644                         Per  1,000  beneficiaries-  43.4 

•  Extended  Care  Faci  1  ities-179 

Beds-13,070                                    Per  1,000  beneficiaries-  13-3 

•  Home  Health  Agencies-  98 

•  Independent  Laboratories— 101 

BENEFITS  PAID 

•  Hospital 
lnsuronce-$181,537,197 

•  Medical 

Insurance4  49,500,697 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  257,600           Per  1,000  beneficiaries-262 

•  Extended  Care 

Facility  Admissions-    18,800           Per  1,000  beneficiaries-  19.1 

•  Home  Health  Starts  of  Care-13, 000     Per  1,000  beneficiaries-  13-2 

•  Emergency  Hospital  Claims  Processed- 1  y 
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OKLAHOMA 


f  BENEFICIARIES 

•  Hospital 

Insurance-  286,463 

•  Medical 

Insurance-  277,240 
"Buy-in"-  78,001 
(Percent  of  total-  28.1$ 

HEALTH  CARE  RESOURCES  "X 

•  Hospitals-147     Generol-  143;  PSYCH.- 4  ;TB-0 

General  Beds-  10,820                        Per  1,000  beneficiaries-  37.9 

•  Extended  Care  Facilities—  37 

Beds- 1,494                                  Per  1,000  beneficiaries-  5.2 

•  Home  Health  Agencies—  55 

•  Independent  Laboratories—  38 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  47,090,395 

•  Medical 
lnsurance-$  23,002,309 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions- 104,000            Per  1,000  beneficiaries-  3&5 

•  Extended  Care 

Facility  Admissions-     4,200            Per  1,000  beneficiories-  14.7 

•  Home  Health  Starts  of  Core-  2,500     Per  1 ,000  benefi  ciaries-  8.8 

•  Emergency  Hospital  Claims  Processed-  127 

OREGON 

f  BENEFICIARIES 

•  Hospital 

Insurance-  217,030 

•  Medical 

Insurance-  206,279 
"Buy-in"-  0 
(Percent  of  total-  0.0$ 

HEALTH  CARE  RESOURCES  \ 

•  Hospitals-  90     General-    85;  PSYCH. -4  ;TB-1 

General  Beds- 7,254                          Per  1,000  beneficiaries-  33.7 

•  Extended  Care  Facilities-  85 

Beds-4,725                                     Per  1,000  beneficiaries-  22.0 

•  Home  Health  Agencies-  28 

•  Independent  Laboratories-  31 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  41,001,477 

•  Medical 
Insurance-*  14,191,159 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  63,500            Per  1,000  beneficiaries- 295 

•  Extended  Care 

Facility  Admissions-     9,400            Per  1,000  beneficiaries-  43.7 

•  Home  Health  Starts  of  Care-  3  ,300     Per  1 ,000  benefi c iaries-  15-3 

•  Emergency  Hospital  Claims  Proces sed-141  y 

PENNSYLVANIA 

BENEFICIARIES 

•  Hospital 

Insurance-  1,252,950 

•  Medical 

Insurance-  1,204,978 
"Buy-in"-  40,271 
(Percent  of  total-  3.3$ 

HEALTH  CARE  RESOURCES  \ 

•  Hospitals-297     General-  266;  PSYCH. -28  ,  TB-3 

General  Beds-  53,188                       Per  1,000  beneficiaries-  42.5 

•  Extended  Care  Faci  1  ities- 225 

Beds-16,397                                    Per  1,000  beneficiaries-  13.1 

•  Home  Health  Agencies-  125 

•  Independent  Laboratories—  119 

BENEFITS  PAID 

•  Hospital 

Insurance- $218, 172, 282 

•  Medical 
Insurance-!  77,578,268 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-319,900            Per  1,000  beneficiaries-  256 

•  Extended  Care 

Facility  Admissions-    23,200            Per  1,000  beneficiaries-  18-5 

•  Home  Health  Starts  of  Care-  21,600   Per  1,000  beneficiaries-  17.2 

•  Emergency  Hospital  Claims  Processed—  "76  y 
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RHODE  ISLAND 


/*  BENEFICIARIES 

•  Hospital 

Insurance-           102, 130 

•  Medical 

Insurance-            99, 276 
"Buy-in"-            4 , 625 
(Percent  of  total-  4.7«t  ) 

HEALTH  CARE  RESOURCES  X 

•  Hospitals-  21     General-  16  ;  PSYCH.-  3   ;  TB- 0 

General  Beds-    4,601                        Per  1,000  beneficiaries-  45*2 

•  Extended  Care  Facilities-  22 

Beds-    1,087                                   Per  1,000  beneficiaries-  10*7 

•  Home  Health  Agencies—  19 

•  Independent  Laboratories—  17 

BENEFITS  PAID 

•  Hospital 

Insurance-  *  20,  It  6,326 

•  Medical 

Insurance  -  $     6,720,  082 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-     22,700          Per  1,000  beneficiaries-  223 

•  Extended  Care 

Faci  1  ity  Admissions-        1,800           '">er            beneficiaries-  17.7 

•  Home  Health  Starts  of  Care-  3,500     Per  1,000  beneficiaries-  34.3 

•  Emergency  Hospital  Claims  Processed-  1  y 

SOUTH  CAROLINA 

f  BENEFICIARIES 

•  Hospital 

Insurance-  183,425 

•  Medical 

Insurance-  174,045 
"Buy-in"-  21,669 
(Percent  of  total-12.5^  ) 

HEALTH  CARE  RESOURCES  ~N 

•  Hospitals-  72     General-  69  ;  PSYCH.-  3  ;TB-0 

General  Beds-  7,529                          Per  1,000  beneficiaries-  41.3 

•  Extended  Care  Faci  lities- 51 

Beds-  3,  241                                     Per  1,000  beneficiaries-    17  ,<j 

•  Home  Health  Agencies-  37 

•  Independent  Laboratories—  6 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  22,180,704 

•  Medical 
Insurance-*  7,905,283 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-      52,500           Per  1,000  beneficiaries-  288 

•  Extended  Care 

Facility  Admissions-       3,200          Per  1,000  beneficiaries-  17.6 

•  Home  Health  Starts  of  Care-  1,000     Per  1,000  beneficiaries-  5.5 

•  Emergency  Hospital  Claims  Processed- 2,  868  y 

SOUTH  DAKOTA 

/~  BENEFICIARIES 

•  Hospital 

Insurance-  80,543 

•  Medical 

Insurance-  77,495 
"Buy-in"—  4,947 
(Percent  of  total-  b."t) 

HEALTH  CARE  RESOURCES  ^X 

•  Hospitals-  63     General-  63  ;  PSYCH.- 0  ;TB-o 

General  Beds-  3,456                          Per  1,000  beneficiaries-  43.0 

•  Extended  Care  Facilities-  20 

Beds-     976                                     Per  1,000  beneficiaries-  12„2 

•  Home  Health  Agencies-  24 

•  Independent  Laboratories—  4 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  13..930.879 

•  Medical 
lnsurance-$  3,715,269 

v 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-     31,800          Per  1,000  beneficiaries-  396 

•  Extended  Care 

Facility  Admissions-           600          Per  1,000  beneficiaries-  7.5 

•  Home  Health  Starts  of  Care-400          Per  1,000  beneficiaries-  5.0 

•  Emergency  Hospital  Claims  Processed—  0  y 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Storts  of  Care  (7/1/67—6/30/68) 

TENNESSEE 


f  BENEFICIARIES 

•  Hospital 

Insurance—             370, 307 

•  Medical 

Insurance-            357  ,440 
"Buy-in"-  48,137 
(Percent  of  total-  13.5^) 

HEALTH  CARE  RESOURCES  ~X 

•  Hospitals-  153   General-  143;  PSYCH.-   3  ;  TB-5 

General  Beds-  15,724                         Per  1,000  beneficiaries-  42.6 

•  Extended  Care  Facilities—  55 

Beds-3',Q03                                     Per  1,000  beneficiaries-  10*3 

•  Home  Health  Agencies-  79 

•  Independent  Laboratories-  27 

BENEFITS  PAID 

•  Hospital 
lnsuronce-$  53,570,439 

•  Medical 
lnsuronce-$  20,165,013 

v 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-   126,  0C0          ^er  I'^OO  beneficiaries-  341 

•  Extended  Care 

Facility  Admissions-       7,200           ^er  1- 000  benef i ciaries-  19.5 

•  Home  Health  Starts  of  Care-  3,100      ^er  1/000  beneficiaries-  8*4 

•  Emergency  Hospital  Claims  Processed-  457  y 

TEXAS 


BENEFICIARIES 

•  Hospital 

Insurance-  934,888 

•  Medical 

Insurance-  908,590 
"Buy-in"-  230,976 
(Percent  of  total-  25.4#) 

HEALTH  CARE  RESOURCES  ~\ 

•  Hospitals-  535    General-  523  ;  PSYCH.-  7  ;  TB-5 

General  Beds-42,564                         Per  1,000  beneficiaries-  45.7 

•  Extended  Care  Faci  1  ities- 289 

Beds-19,628                                    Per  1,000  beneficiaries-  21.1 

•  Home  Health  Agencies-  32 

•  Independent  Laboratories  — 178 

BENEFITS  PAID 

•  Hospital 
lnsurance-$17 1,966,  <?68 

•  Medical 

lnsurance-$  71,030, JJ^i 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  3-39,700           Per  1,000  beneficiaries- 37 5 

•  Extended  Care 

Facility  Admissions-     23,100           r^er  1,000  beneficiaries—  24.8 

•  Home  Health  Storts  of  Care- 5,500      Per  1,000  beneficiaries-  5.9 

•  Emergency  Hospital  Claims  Processed-  1,380  y 

UTAH 

f  BENEFICIARIES 

•  Hospital 

Insurance-  72,656 

•  Medical 

Insurance-  70,126 
"Buy-in"-  3,427 
(Percent  of  total-  4.9J6) 

HEALTH  CARE  RESOURCES  ^\ 

•  Hospitals-   36    General-   35  ;  PSYCH. -1     ;  TB-0 

General  Beds-3,183                           Per  1,000  beneficiaries-  44.1 

•  Extended  Care  Facilities-  29 

Beds-if499                                      Per  1,000  beneficiaries-  20.8 

•  Home  Health  Agencies-  9 

•  Independent  Laboratories-  12 

BENEFITS  PAID 

•  Hospital 
Insurance-^  10,664,436 

•  Medical 

lnsurance-$  4,331,900 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-    19^600           Per  1,000  beneficiaries— 272 

•  Extended  Care 

Facility  Admissions-      2,000           Per  1,000  beneficiaries-  27.7 

•  Home  Health  Starts  of  Care-   800        Per  1,000  beneficiaries-  11.1 

•  Emergency  Hospital  Claims  Processed-  2  y 
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APPENDIX  C 

Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67—6/30/68) 


VERMONT 


BENEFICIARIES 

•  Hospital 

Insurance-  48,668 

•  Medical 

Insurance—  47,411 
"Buy-in"-  4,218 
(Percent  of  total- 8.9^  ) 

HEALTH  CARE  RESOURCES  ~~\ 

•  Hospitals-23      General-20    ;  PSYCH.-  2  ;  TB-  1 

General  Beds-1, 877                           Per  1,000  beneficiaries-  38.7 

•  Extended  Care  Faci  1  ities— 11 

Beds-447                                         Per  1,000  beneficiaries-  9.2 

•  Home  Health  Agencies—  10 

•  Independent  Laboratories—  4 

BENEFITS  PAID 

•  Hospital 
lnsuronce-$    7 ,665 , 274 

•  Medical 
Insurance-^     2 ,736 , 188 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  14,700             Per  1,000  beneficiaries-  303 

•  Extended  Care 

Facil  ity  Admissions-        400             Per  1,000  beneficiaries-  8.2 

•  Home  Health  Starts  of  Care-800          Per  1,000  beneficiaries-  16.5 

•  Emergency  Hospital  Claims  Processed-   30  ^/ 

VIRGINIA 

f  BENEFICIARIES 

•  Hospital 

Insurance-  347,935 

•  Medical 

Insurance—  329,603 
"Buy-in"-  10,637 
(Percent  of  total-3-2?»  ) 

HEALTH  CARE  RESOURCES  >. 

•  Hospitals- 119    General-108  ;  PSYCH.-  7  ;  TB-  4 

General  Beds-  15,864                       Per  1,000  beneficiaries-  46.0 

•  Extended  Care  Facilities—  51 

Beds-3,738                                      Per  1,000  beneficiaries-  10.8 

•  Home  Health  Agencies—  129 

•  Independent  Laboratories-  20 

BENEFITS  PAID 

•  Hospital 
Insurance-*  51,981,990 

•  Medical 

Insurance-*  19,140,729 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  93,400             Per  1,000  beneficiaries-  271 

•  Extended  Care 

Facility  Admissions-    5,600             Per  1,000  beneficiaries-  16.2 

•  Home  Health  Starts  of  Care-  2,800    Per  1,000  beneficiaries-  8.1 

•  Emergency  Hospital  Claims  Processed- 74 

WASHINGTON 

/  BENEFICIARIES 

•  Hospital 

Insurance—  312,158 

•  Medical 

Insurance-  302,972 
"Buy-in"-  34,239 
(Percent  of  total-11.3^  ) 

HEALTH  CARE  RESOURCES  \ 

•  Hospitals-124    General-116  ;  PSYCH.-  6  ;  TB-2 

General  Beds-10, 800                         Per  1,000  beneficiaries-  34.8 

•  Extended  Care  Faci  1  ities-167 

Beds-  8,409                                    Per  1,000  beneficiaries-  .27.1 

•  Home  Health  Agencies—  25 

•  Independent  Laboratories—  57 

BENEFITS  PAID 

•  Hospital 
Insurance-*  64,054,865 

•  Medical 
Insurance4  21,050,165 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  96,300             Per  1,000  beneficiaries-  310 

•  Extended  Care 

Facility  Admissions-  16,600             Per  1,000  beneficiaries-  53.4 

•  Home  Health  Starts  of  Care-4, 100      Per  1,000  beneficiaries-  13.2 

•  Emergency  Hospital  Claims  Processed-  72  J 
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APPENDIX  C 

Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67-6/30/68) 

WEST  VIRGINIA 


f  BENEFICIARIES 

•  Hospital 

Insurance-  195,233 

•  Medical 

Insurance-  187,925 
"Buy-in"-  11,668 
(Percent  of  total-  6.2^ 

HEALTH  CARE  RESOURCES 

•  Hospitals- 83     General- 77  ;  PSYCH. -5    ;  TB-1 

General  Beds- 8,176                          Per  1,000  beneficiaries-  42.0 

•  Extended  Care  Fac  i  1  ities- 27 

Beds-1,195                                     Per  1,000  beneficiaries-  6.1 

•  Home  Health  Agencies—  21 

•  Independent  Laboratories-  8 

BENEFITS  PAID 

•  Hospital 
Insurance-!  28,532,606 

•  Medical 
Insurance-*  9,984,867 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  65,700            Per  1,000  beneficiaries- 337 

•  Extended  Care 

Facility  Admissions-     2,100             Per  1,000  beneficiaries-  10.8 

•  Home  Health  Starts  of  Care-  1,600     Per  1,000  beneficiaries-  8.2 

•  Emergency  Hospital  Claims  Processed-  124  y 

WISCONSIN 

f  BENEFICIARIES 

•  Hospital 

Insurance-  465,725 

•  Medical 

Insurance-  452,412 
"Buy-in"-  7,038 
(Percent  of  total-    1  .t%) 

HEALTH  CARE  RESOURCES  N. 

•  Hospitals- 188    General- 167  ;  PSYCH.-  12;  TB-9 

General  Beds- 19,389                         Per  1,000  beneficiaries-  41.9 

•  Extended  Care  Faci  1  ities- 184 

Beds-12,397                                    Per  1,000  beneficiaries-  26.8 

•  Home  Health  Agencies-  58 

•  Independent  Laboratories-  17 

BENEFITS  PAID 

•  Hospital 
Insurance-*  91,729,763 

•  Medical 
Insurance-*  25,193,239 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-143,800             Per  1,000  beneficiaries-310 

•  Extendeu  Care 

Facility  Admissions-     9,900             Per  1,000  beneficiaries-  21.4 

•  Home  Health  Starts  of  Care- 6,100      Per  1 ,000  benef  i  c  iaries-  13.2 

•  Emergency  Hospital  Claims  Processed-  4  y 

WYOMING 

f  BENEFICIARIES 

•  Hospital 

Insurance—             30 , 261 

•  Medical 

Insurance-  28,926 
"Buy-in"—  0 
(Percent  of  total-  0.0#) 

HEALTH  CARE  RESOURCES  \ 

•  Hospitals-   29    General-   28  ;  PSYCH. -1    ;  TB-  0 

General  Beds- 1.483                           Per  1,000  beneficiaries-  49.2 

•  Extended  Care  Facilities—  10 

Beds-  341                                        Per  1,000  beneficiaries-  H-3 

•  Home  Health  Agencies—  8 

•  Independent  Laboratories-  3 

BENEFITS  PAID 

•  Hospital 
Insurance-^  4,917,784 

•  Medical 

lnsurance-$     1,636, 257 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  11,200            Per  1,000  beneficiaries-372 

•  Extended  Care 

Facil  ity  Admissions-        400             Per  1,000  beneficiaries-  13.3 

•  Home  Health  Starts  of  Care- 300         Per  1,000  beneficiaries-  9.9 

•  Emergency  Hospital  Claims  Processed-28 
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Beneficiaries  and  Participating  Health  Care  Resources  (as  of  7/1/68); 
Benefits  Paid,  Admissions  and  Home  Health  Starts  of  Care  (7/1/67—6/30/68) 


PUERTO  RICO 


f  BENEFICIARIES 

•  Hospital 

Insurance-  154,755 

•  Medical 

Insurance-   "  91,801 
"Buy-in"—  0 
(Percent  of  total-  0.0#  ) 

HEALTH  CARE  RESOURCES  ~\ 

•  Hospitals-105     General- 97  ;  PSYCH.-  3  ,  TB-5 

General  Beds-  6,855                        Per  1,000  beneficiaries-  45.2 

•  Extended  Care  Facilities—  5 

Beds- 245                                     Per  1,000  beneficiaries-  1-6 

•  Home  Health  Agencies-  2 

•  Independent  Laboratories- 52 

BENEFITS  PAID 

•  Hospital 
lnsurance-$  8,749,594 

•  Medical 
Insurance-!  4,290,769 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpotient 

Hospital  Admissions- 32,300              Per  1,000  beneficiaries-  213 

•  Extended  Care 

Facility  Admissions-       130             Per  1,000  beneficiaries-  0.8 

•  Home  Health  Storts  of  Core-  300        Per  1,000  beneficiaries-  2.0 

•  Emergency  Hospitol  Cloims  Processed-  93 

VIRGIN  ISLANDS,  GUAM  AND  AMERICAN  SAMOA 

f  BENEFICIARIES 

•  Hospital 

Insurance-             4, 220 

•  Medical 

Insurance-             3 ,021 
"Buy-in"-  223 
(Percent  of  totol-  1 .4,%  ) 

HEALTH  CARE  RESOURCES 

•  Hospitals-  7       General- 7    ;  PSYCH.- 0  ;TB-0 

General  Beds-  550                             Per  1,000  beneficiaries-  130.3 

•  Extended  Care  Facilities— 1 

Beds-550                                     Per  1,000  beneficiaries-  5.5 

•  Home  Health  Agencies—  2 

•  Independent  Laboratories-  1 

BENEFITS  PAID 

•  Hospital 
Insurance-^        3 14, 868 

•  Medical 

Insurance-  30,214 

V 

ADMISSIONS  AND  STARTS  OF  CARE 

•  Inpatient 

Hospital  Admissions-  1,000              Per  1,000  beneficiaries- 240 

•  Extended  Care 

Facility  Admissions-          7              Per  1,000  beneficiaries-  2.0 

•  Home  Health  Starts  of  Care-    85         Per  1,000  beneficiaries-  20 

•  Emergency  Hospital  Claims  Processed-  0  y 
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APPENDIX  D 
Exhibit  1 

DISTRIBUTION  OF  ENROLLEES  AND  CHARGES  UNDER  THE  SUPPLEMENTARY  MEDICAL  INSURANCE  PROGRAM. 
BY  DEDUCTIBLE  STATUS.  JANUARY -DECEMBER,  1967 


I8.653.0OO-  $2,132,949,000 


ENROLLEES  CHARGES 

•Roproioni,  oil  p«rtons  onrollod  in  the  Supplemontory  Medical  Insuronce  Program  and  exposed  to  risk  ot  any 
tim*  during  trio  12-month  poriod. 


EXHIBIT  2 

[Current  medicare  survey,  medical  insurance  sample:  Estimated  12-month  cumulative  number  and  percentage 
distribution  of  medical  insurance  enrollees,  by  selected  characteristics  and  use  of  covered  medical  services,  January- 
December  1967  '1 


Enrollees  using  covered  services 


Enrollees  $50  $50 

not  using  deductible  deductible 

Characteristic  Total         services  Total 2         not  met  met 


Total  number  3  (in  thousands)   18,653 


Percentage  distribution : 

All  persons   100. 0 


65  to  74  _   100.0 

75  to  84   100.0 

85  and  over   100.0 

Sex: 

Men   100.0 

Women   100.0 


3,890  14,763  5,849  8,551 

20.9  79.1  31.4  45.8 

22.7  77.3  31.8  43.5 
18.6  81.4  31.7  47.8 
15.4  84.6  2  5.6  57.4 

24.9  75.1  29.0  43.7 

17.8  82.2  33.2  47.5 


1  Represents  the  status  of  medical  insurance  enrollees  by  the  end  of  the  12-month  period,  Jan.  1-Dec.  31,  1967,  with 
respect  to  their  use  of  covered  medical  services  and  meeting  the  $50  deductible. 

2  Includes  persons  using  services  for  which  a  bill  is  not  expected. 

3  Represents  all  persons  enrolled  in  the  supplementary  medical  insurance  program  and  exposed  to  risk  at  any  time 
during  the  12-month  period.  Included  are  all  persons  aging  into  the  program  and  all  deaths  and  terminations  during 
this  period,  regardless  of  month  of  occurrence. 
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EXHIBIT  3. — NUMBER  AND  PERCENT  OF  SERVICES  WHERE  ALLOWED  CHARGE  LESS  THAN  TOTAL  CHARGE  AND 
PERCENT  REDUCTION  FROM  AVERAGE  TOTAL  TO  AVERAGE  ALLOWED  CHARGE  BY  TYPE  AND  DATE  OF  SERVICE 
JULY  1966-JUNE  1968 

[Preliminary  data  based  on  5  percent  sample  bills  processed  through  August  1968] 


Percent  where    Average         Average  Percent 
Number  of  charge        total      reasonable  reduc- 

Type  of  service  services         reduced      charge  charge  tion 


July-December  1966: 

All  services  _  _   2,292, 

Medical  care   1,806, 

Surgery..   67, 

Consultation     23, 

Diagnostic  X-ray   77, 

Diagnostic  laboratory   246, 

Anesthesia     _  16, 

Assistance  at  surgery  _   4, 

January-June  1967: 

All  services     2,813, 

Medical  care     2,202, 

Surgery   _._   73, 

Consultation     _   28, 

Diagnostic  X-ray     95, 

Diagnostic  laboratory  _   328, 

Anesthesia  _   17, 

Assistance  at  surgery  _   5, 

July-December  1967: 

All  services   2,415, 

Medical  care    _  1,897, 

Surgery   56, 

Consultation   25, 

Diagnostic  X-ray   77, 

Diagnostic  laboratory..    286, 

Anesthesia   11, 

Assistance  at  surgery    3, 

January-June  1968: ' 

All  services    856, 

Medical  care    664, 

Surgery   21, 

Consultation    9, 

Diagnostic  X-ray    33, 

Diagnostic  laboratory   95, 

Anesthesia   5, 

Assistance  at  surgery   1, 


547 

3.9 

$11.  59 

$11.31 

2.4 

118 

3.8 

6.82 

6.68 

2.1 

451 

6.9 

136. 10 

131.76 

3.2 

490 

6.8 

20.15 

19. 24 

4.5 

852 

3.2 

14.74 

14.49 

1.7 

973 

3.2 

5.42 

5. 32 

1.9 

617 

7.0 

56. 48 

55. 32 

2.1 

935 

6.4 

60. 47 

58. 35 

3.5 

292 

4.2 

11.15 

10.84 

2.8 

416 

4.0 

6.96 

6.80 

2.3 

988 

7.6 

131.08 

126. 29 

3.7 

667 

8.1 

21.42 

20.32 

5.1 

640 

3.1 

14.53 

14.29 

1.7 

165 

3.5 

5. 44 

5.32 

2.2 

143 

7.8 

58. 64 

57.25 

2.4 

235 

9.0 

65. 70 

62.17 

5.4 

619 

4.9 

10.54 

10.23 

3.0 

582 

4.8 

7.00 

6.  82 

2.6 

912 

8.8 

120. 47 

115. 94 

3.8 

815 

10.8 

21.56 

20.23 

6.2 

430 

4.2 

14.32 

13. 99 

2.3 

236 

4.6 

5.  50 

5.  35 

2.7 

854 

10.7 

58. 18 

56. 26 

3.3 

668 

11.6 

66. 69 

63.02 

5.5 

149 

6.4 

12. 29 

11.90 

3.2 

925 

6.2 

7.  67 

7.46 

2.7 

865 

11.4 

143.  22 

137. 98 

3.7 

603 

13.2 

24.11 

22.52 

6.6 

385 

5.6 

14.  45 

14.  05 

2.8 

879 

6.5 

5.93 

5.  70 

3.9 

425 

13.4 

62.  90 

60.  55 

3.7 

855 

11.9 

65.10 

61.74 

5.2 

1  Because  of  delays  associated  with  submittal  of  bills  to  carriers  by  physicians  and  beneficiaries,  and  because  of  normal 
lags  in  carrier  and  SSA  processing,  the  tabulated  figures  represent  a  far  smaller  proportion  of  all  services  rendered  in  the 
first  half  of  1968  than  do  the  bills  for  the  last  half  of  1967.  In  fact,  the  services  tabulated  for  1968  represent  only  30  to  35 
percent  of  the  services  tabulated  for  earlier  periods.  These  data  are  being  retabulated.  It  is  expected  that  the  figures  for 
1968  will  change  more  substantially  than  those  for  earlier  periods  although  the  trend  is  not  likely  to  change. 


Special  Study  by  Selected  Carriers  of  Physicians  Receiving  Medicare 
Reimbursement  Exceeding  $50,000  Annually 

The  following  data  is  based  on  the  replies  received  from  carriers  in  response  to 
our  letter  of  November  21,  1968,  requesting  information  regarding  physicians  who 
are  receiving  substantially  greater  than  average  amounts  from  the  program's 
funds. 

Available  records  received  by  SSA  from  the  carriers  indicated  that  there  were 
47  physicians  who  received  substantially  greater  than  average  amounts  from  the 
program  fund.  Reimbursement  to  these  physicians  was  made  by  10  carriers.  These 
carriers  are  :  The  Prudential  Insurance  Co.  of  America  ;  Group  Health  Insurance, 
Inc. ;  Pennsylvania  Blue  Shield ;  John  Hancock  Mutual  Life  Insurance  Co. ;  Blue 
Cross-Blue  Shield  of  Alabama ;  Blue  Shield  of  Florida,  Inc. ;  Mutual  of  Omaha ; 
Group  Medical  &  Surgical  Service ;  California  Blue  Shield ;  and  Occidental  Life. 
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Preliminary  reports  have  been  received  from  the  carriers  on  all  47  physicians. 
The  carriers  to  date  have  indicated  that  payments  to  13  of  the  physicians  were 
proper  (this  number  will  undoubtedly  increase  as  final  reports  are  received)  and 
further  development  is  being  conducted  on  34  of  the  physicians. 

Exhibit  No.  1  shows  a  breakdown  of  the  physicians  by  specialty  as  well  as  the 
percentage  of  each  specialty  to  the  total  specialties  involved. 

Exhibit  No.  2  shows,  by  carrier,  the  number  of  physicians  and  a  summary  of  the 
status  of  the  carrier's  development. 

Exhibit  No.  3  provides  data  by  physician  as  well  as  the  carrier's  findings  to  date. 

EXHIBIT  4 

SUMMARY  OF  PHYSICIAN  SPECIALIZATION  BY  NUMBER  AND  PERCENT 


Specialization 


Number 


Percent 


Urology   

Internal  medicine  

General  practice  

General  surgery  

Ophthalmology  

Cardiovascular  disease. 
Neurological  surgery. ... 

Total   


12 
12 
10 
7 
4 
1 
1 


25.6 
25.6 
21.2 
14.9 
8.  5 
2.1 
2.  1 


100.0 


EXHIBIT  5 

SUMMARY  OF  NUMBER  OF  PHYSICIANS  AND  CARRIER  ACTION 

Carrier 

Carrier 

determined 

review 

Number  of  reimburse- 

not  yet 

Carrier 

physicians    ment  proper 

completed 

The  Prudential  Life  Insurance  Company  of  America  (New  Jersey). 

Group  Health  Insurance,  Inc.  (New  York)   

Pennsylvania  Blue  Shield   

John  Hancock  Mutual  Life  Insurance  Co.  (Georgia)  

Alabama  Blue  Shield...    

Blue  Shield  of  Florida   ._  

Mutual  of  Omaha  Insurance  Co.  (Nebraska)...  _  

Group  Medical  and  Surgical  Service  (Texas)  

Occidental  Life  Insurance  Company  of  California   

California  Blue  Shield    


12 

5 

7 

2 

2 

4 

4 

2 

2 

2 

2 

18 

18 

1 

1 

3 

1 

2 

1 

1 

2 

1 

1 
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EXHIBIT  6 

SPECIAL  STUDY  BY  SELECTED  CARRIERS  OF  PHYSICIANS  RECEIVING  MEDICARE  REIMBURSEMENT  EXCEEDING 

$50,000  ANNUALLY 


Carrier  and  number  of  physicians 


Annual 
payment 

rate  Specialty 


Carrier 
determined 
reimburse- 
ment 

proper 


Carrier 
review 
not  yet 
completed 


Other 


Prudential  (New  Jersey)  (12): 

3  _  

4  __  

5....   

6...  _  _  

7    

8..  _   

9..    _ 

10     

11  _._   

12  _    

GHI  (New  York)  (2): 

13   

14   

Pennsylvania  BS  (4): 

17  _  

18    

John  Hancock  (Georgia)  (2): 

19   

20  _._ 

Alabama  BS  (2): 

21   

22  _  .... 

BS  of  Florida  (18): 

23   _  

24   

25__  ____   

26  -   

27....    _. 

28....  _. 

29  

30  

31  

32..   

33  ._  

34  _  

35  

36.  

37  

38  

39....  __ 

40  

Mutual  of  Omaha  (1): 

41   

Group  Medical  and  Surgical  (Texas) 
(3): 

42  

43  

44  

California  BS  (2): 

45   

46  

Occidental  (Calif.Xl): 

47  


$51, 
52, 
53, 
55, 
61, 
64, 
69, 
74, 
79, 
95, 
118, 
133, 


000  Urology  

000  Urology  

000  Internal  medicine. 

000  Internal  medicine. 

000  General  practice... 

000  Urology...  

000  Urology  

000  Urology  

000  Internal  medicine. 

000  Urology  

000  General  practice... 

000  General  practice... 


54,000  Internal  medicine. 

67,000  Internal  medicine. 

51,000  Internal  medicine.. 

58,000  Urology  

60,000  General  practice... 

74,000  Internal  medicine. 


65,000  General  surgery. 

131,000  General  surgery.. 

51,000  General  practice. 

76,000  Ophthalmology.. 


50,000 
50, 000 
52, 000 
53, 000 
54, 000 
54, 000 
55, 000 
63, 000 
69, 000 
84, 000 
94, 000 
120,000 
132, 000 
191,000 
63, 000 
63, 000 
63, 000 
73,000 


Internal  medicine  

Neurological  surgery... 

Internal  medicine  

Internal  medicine  

Internal  medicine  

General  practice..  

General  practice..  

Urology  

Internal  medicine  

Ophthalmology  

General  surgery  

General  practice  

Urology  

General  practice  

General  practice  

General  surgery  

Urology..  

Cardiovascular  disease. 


55,000  Urology. 


63,000  General  surgery. 
78,000  General  surgery. 
99,000  Ophthalmology.. 


50, 000 
54, 000 


Ophthalmology. 
Urology  


63,000  General  surgery. 


A  Carrier  manually  screens  the  physician's  claims. 

B  Referred  to  county  medical  society  which  concluded  that  services  billed  for  were  rendered  but  there  was  overutiliza- 
tion  of  physician  services.  Charges  for  services  above  customary  fees  for  community  and  the  number  of  visits,  tests,  and 
diagnostic  workups  paid  for,  cut  back. 

C  2  physicians  operating  an  extended  care  facility.  Their  claims  have  been  reviewed  carefully  for  some  time  because  of 
certain  utilization  patterns. 

D  Physician's  claims  have  been  under  close  scrutiny  since  the  early  stages  of  the  program.  Because  of  this,  payment 
for  certain  surgical  activities  has  been  curtailed. 

E  Despite  favorable  profile,  the  carrier  will  review  5  percent  of  all  claims  processed  through  the  computer  system  for 
this  physician  for  the  months  of  October,  November,  and  December  1968. 
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Exhibit  1 

Selected  Medicare  Publications 

*U.S.  Social  Security  Administration,  Bureau  of  Health  Insurance :  "Directory 
of  Providers  of  Services"  No.  1,  hospitals,  No.  2,  extended  care  facilities,  No.  3, 
home  health  agencies,  No.  4,  independent  laboratories,  1968. 
*U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  "Health 
Insurance  Enrollment  Under  Social  Security,  July  1966."  Number  of  persons  by 
State  and  County,  July  1,  1966. 

Notes  for  the  Office  Assistant  (SSI-18)  :  Short  explanation  of  medical  insurance 
payment  methods  and  instructions  for  completing  part  B  claims  forms.  Pre- 
pared primarily  for  use  by  the  physician's  office  assistant. 
*Financing  Your  Social  Security  Benefits  (SSI-36)  :  Explains  how  each  program 
is  financed  :  retirement,  survivors,  disability,  and  health  insurance. 

How  to  Claim  Benefits  under  Medical  Insurance  (SSI-37)  :  Explains  the  two 
methods  of  payment  for  medical  expenses  and  tells  how  much  Medicare  will 
pay.  Available  in  Spanish,  SSI-37SP. 

The  $50  Annual  Deductible  Under  the  Medical  Insurance  Part  of  Medicare  ( SSI- 
38)  :  Explains  what  the  deductible  is  and  how  it  works  under  medical  insur- 
ance. Available  in  Spanish,  SSI-38SP. 

When  You  Enter  a  Hospital— How  Does  Medicare  Help?  (SSI-39)  :  Explains 
Medicare  benefits  for  hospital  inpatients.  Available  in  Spanish,  SSI-39SP. 

Outpatient  Hospital  Benefits  (SSI-40)  :  Explains  benefits  and  methods  of  pay- 
ment for  outpatient  services.  Available  in  Spanish,  SSI-40SP. 

Medicare  Benefits  for  Services  in  an  Extended  Care  Facility  (SSP41)  :  Explains 
what  services  are  covered  in  extended  care  facilities  and  the  conditions  under 
which  they  are  covered.  Available  in  Spanish,  SSI-41SP. 

Home  Health  Benefits  Under  Medicare  (SSI-42)  :  Explains  what  is  meant  by 
home  health  services,  what  services  are  covered,  and  the  conditions  for  cover- 
age under  both  hospital  and  medical  insurance.  Available  in  Spanish, 
SSI^2SP. 

*A  Brief  Explanation  of  Medicare — Health  Insurance  for  People  65  or  Over  ( SSI- 
43)  :  An  explanation  of  benefits  available  under  both  parts  of  Medicare.  Avail- 
able in  Spanish,  SSI-43SP. 

*Your  Medicare  Handbook  (SSI-50)  :  A  detailed  explanation  of  Medicare  pro- 
visions for  beneficiaries.  A  copy  is  mailed  to  every  beneficiary.  Available  in 
Spanish,  SSI-50SP. 

♦Medicare — A  Reference  Guide  for  Physicians  (SSI-51)  :  A  detailed  explanation 

of  the  Medicare  provisions  prepared  for  use  of  physicians. 
Coverage  of  Blood  Under  Medicare  (SSI-70)  :  Explains  what  the  deductibles 
are  under  both  part  A  and  part  B  of  Medicare,  and  how  one  can  help  to  replace 
blood  for  which  he  might  otherwise  have  to  pay  a  charge.  Available  in  Spanish, 
SSI-70SP. 

Durable  Medical  Equipment  Under  Medicare  (SSI-71)  :  Explains  what  durable 
medical  equipment  is,  and  how  Medicare  helps  pay  for  the  rental  or  purchase 
of  this  equipment.  Available  in  Spanish,  SSI-71SP. 

Limited  copies  of  all  pamphlets  listed  above  (except  the  Directory  of  Providers 
of  Services)  are  available  without  charge  from  social  security  district  and  branch 
offices  throughout  the  country  or  from  the  Social  Security  Administration, 
Baltimore,  Md.  21235. 

♦These  pamphlets  may  also  be  purchased  from  the  Superintendent  of  Docu- 
ments, U.S.  Government  Printing  Office,  Washington,  D.C.  20402. 
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Exhibit  2 

Federal  Health  Insurance  for  the  Aged  (20  C.F.R.  405)  Regulations 
Published  in  the  Federal  Register 

Subpart  and  title: 

A.  Hospital  Insurance  Benefits. 

B.  Supplementary  Medical  Insurance  Benefits. 

C.  Exclusions ;  Recovery  of  Overpayment ;  and  Liability  of  a  Certifying  Officer. 

D.  Principles  of  Reimbursement  for  Provider  Costs  ;  and  for  Services  by  Hospital- 

Based  Physicians. 

E.  Criteria  for  Determination  of  Reasonable  Charges ;  Reimbursement  for 

Services  of  Hospital  Interns,  Residents,  and  Supervising  Physicians. 

F.  Agreements  With  and  Functions  of  Providers,  Intermediaries,  Carriers  and 

State  Agencies. 

H.  Review  and  Hearing  Under  the  Supplementary  Medical  Insurance  Program. 

I.  Premiums  for  Supplementary  Medical  Insurance  Benefits. 
J.  Conditions  of  Participation ;  Hospitals. 

K.  Conditions  of  Participation  ;  Extended  Care  Facilities. 

L.  Conditions  of  Participation  ;  Home  Health  Agencies. 

M.  Conditions  for  Coverage  of  Services  of  Independent  Laboratories. 

N.  Conditions  for  Coverage  of  Portable  X-Ray  Services. 

O.  Providers  of  Services  and  Independent  Laboratories ;  Determinations  and  Ap- 
peals Procedures. 
P.  Certification  and  Recertification. 

Q.  Conditions  of  Participation :  Rehabilitation  Agencies,  Clinics  and  Public 
Health  Agencies  as  Providers  of  Outpatient  Physical  Therapy  Services.* 


Exhibit  3 

Publications  Relating  to  the  Financing  of  the  Health  Insurance  Program 

trust  fund  reports 

Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust  Fund  annual  re- 
ports issued  as  follows : 

1966  (for  fiscal  year  ending  June  30,  1965),  House  Document  No.  393,  89th 
Congress,  second  session  ;  February  28, 1966. 

1967  (for  fiscal  year  ending  June  30,  1966),  House  Document  No.  64,  90th 
Congress,  first  session  ;  February  28, 1967. 

1968  (for  fiscal  year  ending  June  30,  1967),  House  Document  No.  290,  90th 
Congress,  second  session ;  March  27,  1968. 

Board  of  Trustees  of  the  Federal  Supplementary  Medical  Insurance  Trust 
Fund  annual  reports  issued  as  follows  : 

1966  (for  fiscal  year  ending  June  30,  1965),  House  Document  No.  394,  89th 
Congress,  second  session ;  February  28,  1966. 

1967  (for  fiscal  year  ending  June  30,  1966),  House  Document  No.  66,  90th 
Congress,  first  session  ;  February  28,  1967. 

1968  (for  fiscal  year  ending  June  30,  1967),  House  Document  No.  291,  90th 
Congress,  second  session  ;  March  27,  1968. 

actuarial  cost  estimates 

Actuarial  cost  estimates  and  summary  of  provisions  of  the  old-age,  survivors, 
and  disability  insurance  system  as  modified  by  the  Social  Security  Amendments 
of  1965,  and  actuarial  cost  estimates  and  summary  of  provisions  of  the  hospital 
insurance  and  supplementary  medical  insurance  systems  established  by  such  act. 
Committee  print,  Committee  on  Ways  and  Means,  House  of  Representatives, 
89th  Congress,  first  session  ;  July  30, 1965. 

Actuarial  cost  estimates  for  the  old-age,  survivors,  disability,  and  health  insur- 
ance system  as  modified  by  the  Social  Security  Amendments  of  1967.  Committee 
print,  Committee  on  Ways  and  Means,  House  of  Representatives,  90th  Congress, 
first  session  ;  December  11, 1967. 


*  Published  as  proposed  regulations  in  the  Federal  Register,  Nov.  27,  1968. 
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ACTUAKIAL  STUDIES 

Myers,  Robert  J.,  "Actuarial  Cost  Estimates  for  Hospital  Insurance  Act  of  1965 
and  Social  Security  Amendments  of  1965."  Actuarial  study  No.  59,  U.S.  Depart- 
ment of  Health,  Education,  and  Welfare,  Social  Security  Administration, 
Division  of  the  Actuary  ;  January  1965. 

Myers,  Robert  J.,  and  Baughman,  Charles  B.,  "History  of  Cost  Estimates  for 
Hospital  Insurance."  Actuarial  study  No.  61,  U.S.  Department  of  Health,  Edu- 
cation, and  Welfare,  Social  Security  Administration,  Office  of  the  Actuary ; 
December  1966. 

Bayo,  Francisco,  "U.S.  Population  Projections  for  OASDHI  Cost  Estimates." 
Actuarial  study  No.  62,  U.S.  Department  of  Health,  Education,  and  Welfare, 
Social  Security  Administration,  Office  of  the  Actuary ;  December  1966. 

Myers,  Robert  J.,  "Comparison  of  Actual  Experience  Under  Medicare  With  Origi- 
nal Estimates,  1966-67."  Actuarial  study  No.  44,  U.S.  Department  of  Health, 
Education,  and  Welfare,  Social  Security  Administration,  Office  of  the  Actuary  ; 
July  1968. 

MISCELLANEOUS 

"Statement  of  Actuarial  Assumptions  and  Bases  Employed  in  Arriving  at  the 
Amount  of  the  Standard  Premium  Rate  for  the  Supplementary  Medical  Insurance 
Program  for  the  Period  April  1968  Through  June  1969." 

Note. — This  statement  appears  as  app.  A  of  this  annual  report. 


Exhibit  4 

Articles  Relating  to  Medicare  Published  in  the  "Social  Security  Bulletin" 

Rice,  Dorothy  P.,  and  Horowitz,  Loucele  A.,  "Medical  Care  Price  Changes  in 
Medicare's  First  2  Years,"  (November  1968) . 

Feldstein,  Paul,  and  Waldman,  Saul,  "Financial  Position  of  Hospitals  in  the 
Early  Medicare  Period,"  (October  1968). 

Callahan,  Wayne,  and  Allen,  David,  "Health  Insurance  For  the  Aged :  Participat- 
ing Independent  Laboratories,"  ( September  1968) . 

Reed,  Louis  S.,  "Medicare  and  Federal  Health  Benefits  Programs:  Their  Coordi- 
nation," (September  1968). 

Rice,  Dorothy  P.,  and  Cooper,  Barbara,  "National  Health  Expenditures,  1950- 
66,"  (April  1968). 

Cohen,  Wilbur  J.  and  Ball,  Robert  M.,  "Social  Security  Amendments  of  1967 : 

Summary  and  Legislative  History"  (February  1968). 
Myers,  Robert  J.  and  Bayo,  Francisco,  "Financing  Basis  of  Old-Age,  Survivors, 

and  Disability  Insurance  and  Health  Insurance  Under  the  1967  Amendments" 

(February  1968). 

Horowitz,  Loucele  A.,  "Medical  Care  Price  Changes  in  Medicare's  First  Year" 
(January  1968). 

Allen,  David,  "Health  Insurance  for  the  Aged :  Participating  Home  Health 
Agencies"  (September  1967). 

Reed,  Louis  S.  and  Myers,  Kathleen,  "Health  Insurance  Coverage  Comple- 
mentary to  Medicare"  (August  1967). 

Ball,  Robert  M.,  "Medicare's  First  Year"  ( July  1967 ) . 

Hess,  Arthur  E.,  "Medicare's  Early  Months:  A  Program  Round-up"  (July  1967). 
Stewart,  William  H,  M.D.,  "The  Impact  of  Medicare  on  the  Nation's  Health 

Care  Systems"  (July  1967). 
Rice,  Dorothy  P.  and  Horowitz,  Loucele  A.,  "Trends  in  Medical  Care  Prices" 

(July  1967). 

Allen,  David,  "Health  Insurance  for  the  Aged :  Participating  Extended  Care 
Facilities"  (June  1967). 

Division  of  Health  Insurance  Studies,  Office  of  Research  and  Statistics,  "Health 
Insurance  for  the  Aged :  Claims  Reimbursed  for  Hospital  and  Medical  Serv- 
ices" (May  1967). 

Scharff,  Jack,  "Current  Medicare  Survey  :  The  Medical  Insurance  Sample"  (April 
1967). 

Division  of  Health  Insurance  Studies,  Office  of  Research  and  Statistics,  "Enroll- 
ment in  the  Health  Insurance  Program  for  the  Aged"  (March  1967). 
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West,  Howard,  "Health  Insurance  for  the  Aged :  The  Statistical  Program  (Janu- 
ary 1967). 

Ball,  Robert  M.,  "Health  Insurance  for  People  Aged  65  and  Over :  First  Steps  in 
Administration"  (February  1966). 

Myers,  Robert  J.  and  Bayo,  Francisco,  "Health  Insurance,  Supplementary  Medi- 
cal Insurance,  and  Old-Age,  Survivors,  and  Disability  Insurance:  Financing 
Basis  Under  the  1965  Amendments"  ( October  1965 ) . 

Cohen,  Wilbur  J.  and  Ball,  Robert  M.,  "Social  Security  Amendments  of  1965 : 
Summary  and  Legislative  History"  (September  1965). 

The  Social  Security  Bulletin  is  the  official  monthly  publication  of  the  Social 
Security  Administration.  A  subscription  to  the  Bulletin  may  be  purchased  from 
the  Superintendent  of  Documents,  U.S.  Government  Printing  Office,  Washington, 
D.O.,  20402.  Price :  $2.75  a  year  in  the  United  States,  Canada,  and  Mexico ;  $3.50 
in  all  other  countries  ;  single  copies  $.25. 


Exhibit  5 
Miscellaneous  Publications 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Health  Insurance  for  the  Aged : 
Amounts  Reimbursed  by  State,  July  1966-December  1967,"  December  19,  1968 
(HI-9). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Health  Insurance  for  the  Aged : 
Participating  Independent  Laboratories,"  July  25, 1968  (HI-8). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Variations  Among  States  in 
Per  Capita  Benefit  Payments  Under  Medicare,  Fiscal  1967,"  June  24,  1968 
(HI-7), 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Health  Insurance  for  the  Aged  : 
Number  of  Participating  Health  Facilities,  July  1967,  by  State,"  April  8,  1968 
(HI-6). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  health  insurance  series — "Enrollment  of  Aged  Public  As- 
sistance Recipients  in  the  Medical  Insurance  Program  Under  Social  Security," 
March  11, 1968  (HI-5). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Medicare  and  Care  of  Mental 
Illness,"  March  7, 1968  (HI-4). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Number  of  Persons  Using  Med- 
icare Services,  July  1, 1966  to  June  30, 1967,"  February  5, 1968  (HI-3) . 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Blood  Utilization  by  Inpatients 
Under  Medicare,"  November  30, 1967  (HI-2). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  health  insurance  series — "Current  Data  From  the  Medi- 
care Program,"  November  20, 1967  (HI-1). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  current  Medicare  survey  series — "Current  Medicare  Sur- 
vey Report,  January-June,  1968,"  December  31, 1968  (CMS-7). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  current  Medicare  survey  series — "Estimated  Number  of 
Persons  Using  Medicare  Services,  Calendar  Year  1967,"  December  30,  1968 
(OMS-6). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  current  Medicare  survey  series — "Current  Medicare  Sur- 
vey Report,  October-December  1967,"  October  23, 1968  (CMS-5). 
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U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  current  Medicare  survey  series — "Current  Medicare  Sur- 
vey Report,  August-September,  1067,"  September  25, 106S  (CMS-4). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  current  Medicare  survey  series — "Current  Medicare  Sur- 
vey Report,  July,  1067,"  January  26, 1068  (OMS-3). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics :  Health 
Insurance  Statistics,  current  Medicare  survey  series — "Current  Medicare  Sur- 
vey Report,  January-June,  1067,"  December  15, 1067  (CMS-2). 

U.S.  Social  Security  Administration,  Office  of  Research  and  Statistics:  Health 
Insurance  Statistics,  current  Medicare  survey  series — "Current  Medicare  Sur- 
vey Report,  October-December,  1066,"  July  28, 1067  (CMS-1). 

Copies  of  these  releases  are  available  in  limited  quantities  from  the  Publica- 
tions Staff,  Office  of  Research  and  Statistics,  Social  Security  Administration, 
Room  5628,  South  HEW  Building,  Washington,  D.C.,  20201. 
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U.S.  Department  of  Health,  Education,  and  Welfare 
Office  of  the  Secretary 


HEALTH  IN  AMERICA:  THE  ROLE  OF  THE  FEDERAL  GOVERNMENT 
IN  BRINGING  HIGH  QUALITY  HEALTH  CARE  TO  ALL  THE  AMERICAN  PEOPLE 


THE   SECRETARY   OF   HEALTH,  EDUCATION,  AND  WELFARE 
WASHINGTON,  D.  C.  20201 


June  lU,  1968 


Dear  Mr.  President: 

In  your  Message  to  the  Congress  on  Health  in  America  on  March  h, 
1968,  you  directed  me  to  submit  to  you  "a  modern  plan  of  organiza- 
tion to  achieve  the  most  efficient  and  economical  operation  of  the 
health  programs  of  ohe  Federal  Government." 

I  am  transmitting  to  you  a  report  in  response  to  that  directive. 
The  report  recommends: 

(1)  Creation  of  a  Consumer  Protection  and  Environmental 
Health  Service  as  a  unit  of  the  Public  Health  Service. 

(2)  Transfer  of  the  Division  of  Regional  Medical  Programs 
from  the  National  Institutes  of  Health  to  the  Health 
Services  and  Mental  Health  Administration. 

(3)  Congress  be  requested  to  establish  the  post  of 
Under  Secretary  for  Health  and  Science  in  the 
Department  of  Health,  Education,  and  Welfare. 

(k)  The  Secretary  of  Health,  Education,  and  Welfare  become 
the  President's  chief  advisor  on  Federal  health  policy 
and  programs. 

(5)    The  Secretary  of  Health,  Education,  and  Welfare  be  made 
responsible  for  coordinating  all  Federal  health  programs 
and  be  authorized  to  establish  a  new  Federal  Inter- 
departmental Health  Policy  Council. 

Within  the  past  five  years,  the  Federal  role  in  meeting  the  health 
problems  of  the  Nation  has  undergone  a  dramatic  change  in  size  and 
scope  under  your  leadership.    Federal  funds  for  health  and  medical 
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care  have  nearly  tripled  in  the  past  four  years.    More  health 
legislation  has  been  enacted  under  your  Administration  than  in 
any  comparable  period  in  the  Nation's  history.    To  effectively 
implement  these  programs  and  to  provide  an  organizational  basis 
for  the  additional  improvements  which  must  be  taken  in  the  future, 
changes  in  the  organizational  structure  must  be  made  so  that  the 
Federal  Government  may  effectively  work  with  State  and  local 
governments  and  the  private  sector  in  bringing  high  quality  health 
care  to  all  the  American  people. 

I  strongly  recommend  the  prompt  and  effective  implementation  of 
the  recommendations  in  this  report. 


Faithfully  yours, 


Secretary 


The  President 
The  White  House 
Washington,  D.C.  20500 


Enclosure 


HEALTH  IN  AMERICA:    THE  ROLE  OF  THE  FEDERAL  GOVERNMENT  IN 
BRINGING  HIGH  QUALITY  HEALTH  CARE  TO  ALL  THE  AMERICAN  PEOPLE 

A  Report  to  the  President 
By  the  Secretary  of  Health,  Education,  and  Welfare 


Summary 

You  directed  me,  when  presenting  your  message  to  the  Congress  on 
Health  in  America  on  March  h,  1968,  "...  to  submit  a  modern  plan 
of  organization  to  achieve  the  most  efficient  and  economical 
operation  of  the  health  programs  of  the  Federal  Government."  This 
report  is  in  response  to  that  directive.    It  presents  a  brief 
analysis  of  dramatic  changes  that  have  occurred  in  the  scope  of  the 
Federal  health  effort  and  the  implications  of  these  changes .  It 
also  contains  a  series  of  recommendations  intended  to  bring  about 
improved  coordination  of  the  health  activities  of  the  Department  of 
Health,  Education,  and  Welfare  and  to  achieve  a  more  balanced  and 
effective  operation  of  all  health  and  health- related  programs  of  the 
Federal  Government. 

The  recommendations  pertaining  to  this  Department  include  the 
following: 

*  Creation  of  a  Consumer  Protection  and  Environmental  Health 
Service; 

*  Transfer  of  the  Regional  Medical  Programs  from  the  National 
Institutes  of  Health  to  the  Health  Services  and  Mental  Health 
Administration;  and 

*  Establishment  of  the  post  of  Under  Secretary  for  Health  and 
Science. 

To  achieve  improved  management  of  the  total  Federal  health  effort,  I 
recommend: 

*  That  the  Secretary  of  Health,  Education,  and  Welfare  become 
the  President's  chief  advisor  on  Federal  health  policy  and 
programs ;  and 

*  That  the  Secretary  be  made  responsible  for  coordinating  all 
Federal  health  policies  and  programs  and  be  authorized  to 
establish  a  Federal  Interdepartmental  Health  Policy  Council 
to  aid  him  in  achieving  this  coordination. 
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Introduction 

The  achievement  of  more  efficient  and  economical  operation  of  all 
Federal  health  activities  requires: 

-  First,  improved  organization  within  the  Department  of  Health, 
Education,  and  Welfare,  which  is  responsible  for  the  adminis- 
tration of  most  Federal  health  activities. 

-  Second,  the  better  interrelation  of  health  activities 
throughout  the  Federal  Government. 

Third,  additional  study  of  several  crucial  organizational 
questions . 

Nature  of  Health  Needs 

The  health  needs  of  this  Nation  are  suggested  by  dreary  statistics 
on  mortality  and  morbidity  rates  resulting  from  disease  and  accidents, 
by  an  unnecessarily  high  infant  mortality  rate,  by  the  incidence  of 
ill  health  among  the  aged,  the  poor  and  minority  groups,  and  by  the 
stunted  lives  of  thousands  of  retarded  individuals.    The  needs  are 
also  evident  in  the  growing  complexity  and  pervasiveness  of  environ- 
mental hazards.    They  are  seen  in  millions  of  days  of  absenteeism  and 
suffering  due  to  disabling  illness.    They  are  reflected  in  the  billions 
lost  to  the  economy  and  to  family  income  -due  to  premature  death, 
short  term  illness  and  chronic  disabling  disorders.    Many  of  these 
conditions  are  preventable.    Early  care  and  rehabilitation  could 
ameliorate  the  burden  for  many. 

These  health  needs  and  the  earnest  desire  of  the  American  people  to 
overcome  them  are  attested  to  by  rapidly  growing  expenditures  for 
health  and  medical  services.    Private  expenditures  for  health  services 
are  rising  at  an  annual  rate  of  more  than  8  percent.     In  1950,  these 
expenditures  amounted  to  $12.9  billion,  or  ^.5  percent  of  the  Gross 
National  Product,  in  1966  they  claimed  approximately  $1+5.  U  billion, 
6.1  percent  of  the  Gross  National  Product. 

But  such  data  do  not  measure,  in  their  entirety,  the  health  needs  of 
the  Nation.    For  this  simple  phrase  -"the  health  needs  of  the  Nation" 
encompasses  a  vast  array  of  complex  and  dynamic  problems.    They  include 
the  unsolved  riddles  of  disease  that  require  for  their  solution  funda- 
mental biological  and  psychological  research.    They  include  also  the 
urgent  necessity  of  expanding  an  inadequate  supply  of  doctors, 
engineers,  nurses,  sanitarians,  and  a  host  of  other  health  workers, 
and  of  expanding  existing  hospitals,  nursing  homes,  clinics,  mental 
health  centers,  and  other  facilities. 
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The  recommendations  presented  here  are  based  on  analyses  carried 
out  by  this  Department  and  by  other  agencies,  public  and  private, 
that  provide  facts  and  informed  judgments  on  the  status  of  health 
in  America  and  the  role  of  the  Federal  Government  in  meeting  the 
health  needs  of  the  Nation. 

These  analyses  reveal: 

1.  The  complex  nature  and  continuing  expansion  of  the  health 
needs  of  this  Nation; 

2.  The  pluralistic  and  dynamic  character  of  the  private-public 
health  system  that  serves  the  American  people  progressively 
well; 

3.  The  changing  and  expanding  role  of  the  Federal  Government 
in  meeting  the  health  needs  of  all  the  American  people, 
while  continuing  to  provide  direct  medical  care  for  those — 
members  of  the  military  forces  and  their  dependents, 
veterans  and  their  survivors,  American  Indians,  and 
others — who  have  a  special  right  to  the  consideration  of 
their  Government;  and 

k.    The  need  for  more  effective  organization  both  to  strengthen 
the  administrative  capabilities  of  the  Department  of  Health, 
Education,  and  Welfare  and  to  better  interrelate  the  efforts 
of  public  and  private  institutions,  organizations,  and 
agencies  in  achieving  national  health  goals. 

These  analyses  also  show  the  development  of  new  knowledge  of  the 
hazards  to  health  that  reside  in  the  environment  about  us,  and  the 
development  of  ways  and  means  to  combat  them.    And  they  demonstrate 
the  need  for  better  organizing  the  delivery  of  health  care  to  all  who 
need  it. 


The  American  "Health  System" 

The  American  system  of  health  care,  research,  education  and  disease 
prevention,  is  a  mosaic  of  private  and  public  efforts.    Over  the  past 
twenty  years  it  has  grown  and  changed  in  response  to  an  increasing 
variety  of  problems  and  an  expanding  body  of  knowledge  of  the  causes 
and  treatment  of  disease. 

To  serve  more  than  200  million  Americans  there  are  300,000  physicians 
in  a  variety  of  different  types  of  activity:    research,  education, 
individual  or  group  practice;  700,000  nurses  performing  in  a  wide 
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range  of  settings  from  school  health  services  to  intensive  care 
units  in  general  hospitals;  a  total  of  3  million  health  workers 
providing  hundreds  of  different  kinds  of  services;  7>0C0  hospitals; 
20,000  nursing  homes  or  other  long-term  care  facilities;  89  medical 
schools  and  hundreds  of  other  professional  and  technical  schools 
for  the  education  and  training  of  health  workers;  a  multibillion 
dollar  pharmaceutical  industry;  hundreds  of  voluntary  health 
agencies;  55  State  and  Territorial  health  departments;  a  wide 
variety  of  commercial  and  nonprofit  organizations  providing  health 
insurance  coverage  for  some  of  the  cost  of  medical  care  for  a 
substantial  portion  of  the  population;  and  a  host  of  other  agencies, 
institutions,  and  organizations. 

This  "system,"  relatively  independent  and  interrelated  only  by  a 
common  concern  with  human  health,  possesses  proven  strengths.  It 
provides  great  diversity,  opportunities  for  innovation,  and  intense 
motivation  rooted  in  the  desire  for  professional  accomplishment  as 
much  as  personal  gain.     It  has  contributed  persistent  quality 
improvement  and  demonstrated  a  capacity  for  organizational  change. 

But  this  system  simultaneously  has  its  limitations.    It  is  weakened 
by  a  chronic  shortage  of  trained  physicians  and  allied  health  workers. 
It  has  been  characterized  by  persistent  and  substantial  rises  in 
costs  and  wide  variations  in  the  quality  of  care  provided.     It  has 
failed  to  recognize  and  respond  fully  to  the  growing  hazards  to 
health  in  our  environment.    The  organization  for  the  delivery  of 
health  services  to  individuals  is  marked  by  serious  maldistribution 
of  physicians  and  facilities  geographically  and  in  relation  to  the 
poor,  particularly  the  nonwhite  poor.    Despite  the  wealth  of  this 
Nation,  the  notable  advances  contributed  by  its  scientists,  and  the 
high  professional  standards  of  its  physicians  and  hospitals,  the 
health  system  fails  to  meet  fully  the  health  needs  of  the  American 
people . 

The  part  played  by  the  Federal  Government  in  this  system  is  that  of 
identifying  and  then  narrowing  and  closing  the  gaps  between  the 
health  protection  and  health  services  this  system  provides  and  those 
the  American  people  need.    It  supports  the  various  State  and  local 
governments  in  their  efforts  to  prevent  the  spread  of  disease,  and 
to  develop  many  of  the  facilities  required  for  good  medical  care. 
It  stimulates  the  advance  of  the  health  sciences  and  the  discovery 
of  the  causes  and  cures  for  disease.    It  enforces  requirements 
designed  to  improve  the  environment.    It  stimulates  the  education 
and  training  of  urgently  needed  health  workers.    It  has  been 
increasingly  responsible  for  protecting  the  interest  of  the  consumer. 
Through  Medicare  and  Medicaid  it  aids  many  Americans  to  meet  the 
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costs  of  needed  medical  care.    And  the  Federal  Government  supports 
programs  designed  to  detect  and  prevent  communicable  diseases  and 
inform  and  educate  citizens  in  the  protection  of  their  health. 


Nature  and  Growth  of  Federal  Health  Activities 

Within  the  nineteen  sixties,  the  Federal  role  in  meeting  the  health 
problems  of  the  Nation  has  undergone  a  dramatic  change  in  size  and 
scope.    The  substantial  growth  in  the  total  Federal  health  program 
has  been  particularly  dramatic  in  the  purchase  of  medical  care, 
but  new  programs  have  also  been  developed  in  the  fields  of  health 
manpower,  the  organization  and  delivery  of  health  service,  and 
environmental  health  and  consumer  protection  (Table  I) . 

Federal  health  expenditures  in  the  aggregate  have  increased  almost 
fivefold  since  196l.    Yet,  as  Table  I  indicates,  the  range  of 
health  services  provided  for  all  Americans  has  increased  even  more 
rapidly.    Of  all  Federal  expenditure  for  health  in  196l,  $2.U  billion, 
of  a  total  of  $3.5  billion,  was  expended  for  the  provision  of 
hospital  and  medical  services  for  members  of  the  military  forces 
and  their  dependents,  veterans  and  their  survivors,  and  others;  only 
$1.1  billion  was  expended  for  health  services  for  all  Americans.  In 
1969  the  expenditure  planned  for  health  services  to  benefit  the  total 
population  will  exceed  $11  billion,  a  tenfold  increase. 

Moreover,  the  variety  of  health  services  now  being  provided  is  much 
greater.    This  fact  is  suggested  by  the  increased  expenditure  for: 

"Development  of  Health  Resources,"  i.e.,  new  knowledge 
through  research,  hospitals,  nursing  homes,  clinics  and 
laboratories,  and  additional  skilled  manpower; 

"Detection  and  Elimination  of  Health  Hazards  in  the 
Environment,"  i.e.,  the  elimination  of  pollution  and 
including  radiation  in  the  air  and  water,  the  control 
of  solid  waste,  combating  the  untoward  effects  of 
pesticides,  assuring  the  efficacy  as  well  as  the 
safety  of  drugs,  and  improvement  of  occupational 
environments; 

"Provision  of  Financial  Aid  to  Individuals  to  Meet 
Medical  and  Hospital  Care  Costs,"  through  Medicare 
and  Medicaid." 

The  dramatic  change  in  the  role  of  the  Food  and  Drug  Administration 
which  occurred  as  a  result  of  the  amendments  to  the  Food,  Drug,  and 
Cosmetics  Act  in  1962  are  not  reflected  in  massive  budget  increases, 
but  rather  in  a  greatly  enlarged  responsibility  to  assure  the  public 
of  the  effectiveness  and  the  safety  of  drugs. 


TABLE  I 


Changing  Emphases  in  Federal  Medical 
and  Health-Related  Activities  as  Reflected  "by 
the  Growth  in  Expenditures  1961-1969 


1961 

1964 

1  m  ui-L- Lions 

1968 

01  aoiiars j 

1969 

Development  of  Health  Resources 

1.0 

l.k 

2.8 

3.1 

lYl  i \J  W  _L  C  U  C 

0.7 

1.1 

l.k 

1.5 

0  ? 

0  3 

V.J) 

0.  s 

0.6 

JYlcl  1  J.    U  w  c  -L 

■* 

0  7 

0  8 

Organization  of  Delivery 

¥r 

0.2 

0.2 

Provision  of  Hospital  and 

Medical  Services  (e.g.,  VA,  DOD) 

2.0 

2.6 

3.7 

4.0 

Provision  of  Financial  Aid  to 
Individuals  to  meet  Medical 
and  Hospital  Care  Costs 

0.3 

id 

III 

Medicare 

5.1 

5.8 

Medical  Assistance 

0.3 

0.5 

1.6 

1.9 

Prevention  and  Control  of 
Health  Problems 

0.1 

0.1 

0.3 

0.3 

Detection  and  Elimination  of 
Health  Hazards  in  the 
Environment 

0.1 

0.2 

0.^ 

TOTAL 

3.5 

k.8 

13.9 

15.6 

*Less  than  100  million 
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So  great  an  expansion  of  Federal  involvement  in  providing  health 
services  means  that  millions  of  Americans  are  receiving  improved 
medical  care  and  health  protection.    The  changes  that  have 
occurred  in  its  size  and  focus  clearly  insure  that  the  Federal 
health  effort  better  serves  the  health  needs  of  the  American 
people,  hut  they  simultaneously  impose  a  greatly  increased  and 
changed  demand  on  already  overtaxed  health  resources.     It  is  now 
essential  that  the  Federal  Government  take  steps  to  make  certain 
that  the  best  possible  use  is  made  of  the  available  and  anticipated 
fund  of  health  resources,  not  only  those  under  the  direct  control 
of  the  Federal  Government,  but  also  those  in  the  private  health 
sector,  in  State  and  local  health  departments,  and  in  nonprofit 
and  voluntary  health  agencies  and  organizations. 


Need  for  Greater  Coordination 

Several  conclusions  emerge  from  a  review  of  the  scope  of  Federal 
health  programs  and  of  their  changing  character  and  size.  First, 
the  total  Federal  health  effort  includes  major  programs  by  many 
Departments  and  agencies,  most  of  which  are  involved  in  mission- 
oriented  activities  (providing  health  care,  for  example)  that 
represent  a  substantial  deployment  of  health  manpower,  facilities, 
and  other  resources  of  the  Nation.    Although  the  Department  of 
Health,  Education,  and  Welfare  administers  some  70  percent  of  all 
Federal  expenditures  for  health  and  is  the  sole  Federal  agency  whose 
major  mission  includes  protection  and  promotion  of  the  health  of 
the  American  people,  the  Department  does  not  exercise  policy  guidance 
over  the  broad  Federal  health  effort.     (Table  II) 

Second,  deficiencies  in  coordination  of  the  Federal  health  effort 
are  apparent,  deficiencies  relating  to  the  use  of  Federal  resources 
to  meet  the  health  needs  of  the  American  people.     Important  and 
far-reaching  decisions  are  being  made  pertaining  to  Federal  health 
programs  without  adequate  attention  to  their  impact  on  the  total 
Federal  effort  and  its  goals. 

Third,  there  does  not  now  exist  an  adequate  mechanism  for  comprehensive 
assessment  of  national  health  problems  and  needs  and  of  the  most 
efficient  and  economical  approaches  toward  dealing  with  them.  In 
the  absence  of  a  coordinated  decision-making  process  there  is  no 
effective  way  in  which  the  Secretary  of  Health,  Education,  and  Welfare 
can  furnish  guidance  on  such  issues,  for  example,  as  these: 

1.  The  drafting  of  physicians  by  the  Department  of  Defense  to 
provide  care  for  civilian  dependents  in  the  United  States. 
This  allocation  of  a  portion  of  the  critically  scarce 
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physician  pool  materially  affects  programs  intended  to 
make  health  care  as  widely  available  as  possible,  a 
national  health  goal  that  goes  far  beyond  the  mission  of 
the  Department  of  Defense. 

2.  The  manner  in  which  the  Department  of  Defense  makes  hospital 
care  available  at  low  cost  for  retirees  and  their  dependents, 
thus  creating  a  demand  for  additional  DOD  hospital  construction 
when  community  facilities  are  available. 

3.  The  decision  that  the  Federal  Government  will  provide, 
through  the  Veterans  Administration,  treatment  of  VA  bene- 
ficiaries suffering  kidney  disease  without  making  this 
expensive  and  life-saving  care  (kidney  dialysis)  available 
to  other  members  of  the  population  in  need  of  it. 

k.    The  plans  of  the  Department  of  Defense  to  have  the  National 
Academy  of  Sciences  administer  a  $5  million  research  program 
in  molecular  biology,  which  is  one  of  the  major  new  lines 
of  medical  scientific  investigation.     It  would  seem  both 
reasonable  and  prudent  for  the  Secretary  of  Health,  Education, 
and  Welfare  to  advise  on  projects  such  as  this  which  both 
impose  a  drain  on  the  supply  of  scientific  talent  in  the  bio- 
medical field  and  also  have  the  potential  significance  in  the 
development  of  new  health  knowledge. 

Problems  of  coordinating  Federal  activities  in  the  areas  of  environmental 
health  and  consumer  protection  are  particularly  complex  and  difficult. 
In  some  areas,  air  pollution  for  example,  the  health  hazards  are 
clearly  evident.     In  other  areas  of  environmental  concern,  health 
implications,  though  they  are  of  major  importance,  are  joined  by  other 
very  significant  considerations.    Water  pollution  control  is  essential 
in  the  interest  of  protecting  the  public  health.    But  here  we  are  also 
concerned  with  making  and  keeping  our  Nation's  waters  sufficiently 
clean  so  that  they  can  continue  to  meet  expanding  resource  needs  for 
industrial  development,  agriculture,  and  recreation.    These  factors 
and  Federal  program  activities  relating  to  them  must  be  coordinated 
with  our  broad  interest  in  environmental  health. 

In  the  same  way,  disposal  of  solid  wastes,  including  municipal  garbage 
and  refuse,  industrial  wastes,  and  farm  wastes  is  both  a  health  and 
a  resource  problem.    Solid  waste  disposal  contributes  to  pollution  of 
the  air,  the  waters,  and  the  land  itself.     It  is  directly  responsible 
for  the  spread  of  disease.    Thus  coordination  of  solid  waste  disposal 
programs  involves  both  protection  concerned  with  health  and  those  that 
relate  to  land  use,  resource  management,  air  and  water  pollution  control, 
and  others . 
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It  is  evident  that  adequate  housing  and  a  decent  urban  environment, 
and  Federal  programs  in  these  areas,  such  as  Model  Cities  and  Urban 
Renewal,  have  a  direct  and  important  bearing  on  the  physical  and 
mental  health  of  the  people.    Here  too,  improved  coordination  of 
Federal  efforts  can  substantially  improve  our  ability  to  raise  the 
standards  of  health  in  the  Nation  by  working  toward  a  better,  more 
healthful  environment  for  all  the  people. 

Consumer  protection,  clearly  a  responsibility  of  the  Federal 
Government  that  directly  affects  the  health  of  the  American  people, 
is  in  a  period  of  rapid  and  marked  change.    Yet  this  change  is 
occurring  without  adequate  attention  to  proper  coordination 
throughout  the  Government,  and  particularly  within  the  Department 
of  Health,  Education,  and  Welfare. 

Lack  of  effective  coordination  of  the  Federal  health  effort  presents 
serious  difficulties,  particularly  at  a  time  when  the  Federal  role 
in  health  is  undergoing  profound  growth  and  change,  as  it  is  today. 
Chief  among  these  difficulties  are  those  having  to  do  with  coordina- 
tion and  integration  of  programs  of  the  Department  of  Health, 
Education,  and  Welfare  which  have  identifiable  goals,  such  as 
improving  the  health  status  of  the  Nation's  poor,  speeding  the 
application  of  medical  research  findings,  and  augmenting  and  making 
better  use  of  health  manpower  and  facilities. 

In  addition,  coordination  with  other  Federal  agencies  is  essential 
when  their  health  programs,  though  related  to  other  than  health 
missions,  involve  the  deployment  of  resources,  such  as  research 
capabilities,  health  manpower,  and  medical  facilities,  and  hence 
influence  profoundly  the  ability  of  the  Federal  Government  to  respond 
to  the  health  needs  of  the  people. 

These  considerations,  growing  out  of  a  careful  scrutiny  of  the  health 
activities  of  the  Federal  Government  and  the  problems  which  must  be 
met,  have  led  to  a  series  of  actions  and  recommendations  to  achieve 
improved  coordination  and  to  strengthen  the  Federal  capability  to 
deal  with  present  and  anticipated  national  health  problems.  These 
recommendations  are  directed  toward  two  basic  objectives:     (l)  to 
follow  through  on  the  progress  already  made  in  improving  the  organiza- 
tional structure  of  health  activities  of  the  Department  of  Health, 
Education,  and  Welfare;  and  (2)  to  provide  a  mechanism  for  developing 
and  implementing  national  health  policy  as  it  affects  the  programs 
of  this  Department  and  other  departments  and  agencies  of  the  Federal 
Government. 
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RECOMMENDATIONS  TO  ACHIEVE  MORE 
EFFICIENT  AND  ECONOMICAL  ADMINISTRATION 
OF  HEALTH  ACTIVITIES  OF  THE  DEPARTMENT 
OF  HEALTH,  EDUCATION,  AND  WELFARE 


The  need  for  improved  organization  within  the  Department  of  Health, 
Education,  and  Welfare  for  the  direction  of  all  health  activities, 
as  a  result  of  the  vast  expansion  of  these  activities  within  the 
past  three  years,  prompted  former  Secretary  John  W.  Gardner  to 
initiate  a  special  study  on  the  organization  of  health  activities 
within  the  Department  in  August,  1967*    As  a  result  of  this  study, 
and  a  careful  review  of  the  recommendations,  I  made  three  organiza- 
tional changes  within  the  Department. 

1.  The  Assistant  Secretary  for  Health  and  Scientific  Affairs 
was  assigned  line  responsibility  for  the  direction  of  all 
health  agencies  of  this  Department  and  given  responsibility 
for  overall  health  policy  direction  and  coordination  of 
other  health  programs,  including  Medicare,  Medicaid,  and 
the  health  activities  of  the  Children's  Bureau. 

2.  The  status  of  the  National  Institutes  of  Health  was 
elevated,  its  director  was  made  directly  responsible  to 
the  Assistant  Secretary,  and  it  was  given  responsibility 
for  the  Bureau  of  Health  Manpower  and  the  National  Library 
of  Medicine  thus  bringing  together  the  principal  health 
activities  dealing  with  and  supporting  the  medical  schools 
and  universities. 

3«    A  new  Health  Services  and  Mental  Health  Administration  was 
established  to  reflect  increased  concern  with  the  organiza- 
tion for  the  delivery  of  health  services  and  to  associate 
all  agencies  responsible  for  the  provision  of  health  care 
to  individuals. 

Our  continuing  study  indicates  that  further  steps  are  necessary. 
To  promote  better,  more  efficient,  and  more  economical  operation  of 
the  health  activities  of  the  Department  it  is  recommended  that: 

1.    A  Consumer  Protection  and  Environmental  Health  Service  should 
be  established  in  the  Department  of  Health,  Education,  and  Welfare. 


This  new  agency  would  consist  of: 

—    The  Food  and  Drug  Administration  and  the  following 
elements  of  the  Health  Services  and  Mental  Health 
Administration : 

--    The  National  Center  for  Air  Pollution  Control 


The  National  Center  for  Radiological  Health 
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—  The  National  Center  for  Urban  and  Industrial  Health 

—  Certain  staff  units  of  the  Office  of  the  Director, 
Bureau  of  Disease  Prevention  and  Environmental  Control* 

Man's  environmental  milieu  consists  of  three  generally  differentiated 
aspects:    the  environment  of  air,  water,  land,  and  stress;  the 
environment  of  home,  work,  school,  etc.;  and  the  environment  of  the 
products  man  consumes  and  uses.    Contaminants  are  present  in  each  of 
these  three  environments.    Moreover,  technologic  change  is  producing 
an  increasing  use  of  chemicals  and  synthetics  in  fabrics,  in  household 
products,  as  well  as  in  food.    Technology  likewise  is  adding  to  the 
contamination  of  the  air  and  waters  and  man's  working  and  living 
environments. 

The  fact  that  similar  or  interacting  contaminants  manifest  themselves 
in  more  than  one  type  of  environmental  exposure  argues  strongly  for 
focusing  in  a  single  agency  the  responsibility  for  identifying  the 
hazards  to  health  developing  and  promulgating  criteria  and  standards, 
and  mounting  programs  that  will  promote  compliance  therewith. 

Sound  administrative  management  dictates  that  a  further  reorganization 
step  be  taken  involving  the  consumer  and  environmental  health  activi- 
ties now  being  carried  out  by  the  Food  and  Drug  Administration  and  the 
Health  Services  and  Mental  Health  Administration.    There  are  essen- 
tially two  options  available:    (l)    to  combine  food  and  drug  and 
environmental  health  programs;  (2)    to  retain  a  separate  Food  and  Drug 
Administ  rat  ion . 

Retention  of  a  separate  Food  and  Drug  Administration  relates  to  its 
history  as  a  regulatory  agency  with  an  operational  pattern  histori- 
cally different  from  that  of  the  Public  Health  Service.    The  historic 
role  of  the  FDA  has  been  primarily  one  of  policing  industry  to  assure 
compliance  with  provisions  of  the  Food,  Drug  and  Cosmetics  Act.  The 
PHS  has  largely  supported  State  and  local  health  agencies  and  has 
provided  technical  and  financial  assistance  to  them  to  promote 
effective  health  programs. 

In  the  last  two  years,  the  Food  and  Drug  Administration  has  markedly 
modified  its  policeman  posture.    It  is  providing  information  to 
industry  on  inspectional  observations  in  the  absence  of  any  implied 
threat  of  legal  action.    It  is  seeking  industry  advice  on  proposed 
regulations.    It  is  encouraging  industry  self -regulation.  Further- 
more, FDS  is  encouraging  States  to  take  over  much  of  the  routine 
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surveillance  of  industry  practices.    At  the  same  time,  the  Public 
Health  Service  is  increasingly  moving  into  direct  enforcement 
programs.    The  Clean  Air  Act  of  19&3  has  added  a  fundamentally 
new  dimension  to  the  regulatory  responsibilities  of  the  PHS. 
Pending  radiation  emission  standards  legislation  would  add  still 
further  impetus  to  this  trend. 

It  is  evident,  then,  that  the  traditional,  historical  differences 
between  the  mode  of  operation  of  the  FDA  and  the  PHS  are  beginning 
to  disappear.    So  too  is  the  justification  for  their  separation. 


*  *  *  *  * 


2.  That  the  Division  of  Regional  Medical  Programs  be  transferred 
from  the  National  Institutes  of  Health  to  the  Health  Services  and 
Mental  Health  Administration. 

The  1965  amendment  of  the  Public  Health  Service  Act  authorizing  the 
activities  now  administered  by  the  Division  of  Regional  Medical 
Programs  was  concerned  with  improving  the  means  of  dealing  with 
three  major  disease  problems — heart  disease,  cancer,  and  stroke. 

The  reason  for  locating  the  program  within  the  National  Institutes 
of  Health  initially  was  to  facilitate  the  program's  objective  of 
linking  the  research  and  teaching  environments  to  the  practitioner's 
capability  to  provide  care.    There  is  still  a  need  for  a  strong 
relationship  between  the  Division  and  the  NIH.    Other  considerations, 
however,  assume  greater  importance  now  that  this  relationship,  as 
well  as  those  with  medical  schools  and  other  non-Federal  organizations 
have  been  established.    Chief  among  these  is  the  obvious  and  strong 
relationship  between  the  missions  of  the  Regional  Medical  Programs 
and  the  Health  Services  and  Mental  Health  Administration. 

Within  the  Health  Services  and  Mental  Health  Administration,  Regional 
Medical  Programs  can  be  effectively  related  to  other  programs  with  an 
important  impact  on  improvements  in  the  organization  and  delivery  of 
health  services,  including  the  planning  and  health  service  programs 
administered  by  the  Office  of  Comprehensive  Health  Planning,  the 
National  Center  for  Health  Services  Research,  the  National  Center 
for  Chronic  Disease  Control,  and  the  National  Institute  of  Mental 
Health. 


*  *  *  *  * 
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3-    That  Congress  be  requested  to  establish  the  post  of  Under 
Secretary  for  Health  and  Science  in  the  Department  of  Health,  Educa- 
tion, and  Welfare. 

Measures  have  been  taken  to  strengthen  the  Office  of  Secretary  to 
cope  with  the  burdens  that  have  been  enumerated.    I  have  indicated 
that  as  part  of  the  reorganization  of  departmental  health  activities 
made  effective  on  April  1,  the  Assistant  Secretary  for  Health  and 
Scientific  Affairs  was  assigned  direct  line  responsibility  for  the 
administration  of  the  FDA,  the  newly  created  Health  Services  and 
Mental  Health  Administration  and  the  National  Institutes  of  Health. 
He  was  made  responsible  for  policy  direction  of  all  other  health 
and  health-related  activities  of  the  Department,  including  the 
health  aspects  of  Medicare  and  Medicaid.    In  addition,  the  Office 
of  the  Assistant  Secretary  for  Health  and  Scientific  Affairs  is 
responsible  for  relating  this  Department's  activities  with  the 
health  and  scientific  activities  of  all  other  Federal  Departments 
and  agencies. 

Implementation  of  the  recommendations  presented  in  this  report  will 
further  augment  the  responsibilities  assigned  to  the  Office  of  the 
Assistant  Secretary.    In  recognition  of  the  magnitude  of  the 
responsibilities  now  assigned  to  this  Office  and  the  command  and 
interdepartmental  representational  responsibilities  entrusted  to 
it,  it  is  eminently  desirable  that  it  be  recreated  as  the  Office 
of  the  Under  Secretary  for  Health  and  Science. 

Such  a  status  would  recognize  the  magnitude  of  these  responsibilities 
and  would  facilitate  accomplishment  of  the  health  objectives  of  this 
Department.    The  proposed  title  of  this  Office  is  designed  to  reflect 
the  close  relationship  between  scientific  inquiry  and  the  promotion 
of  health.    The  responsibilities  of  this  Office  would  comprehend  the 
continuing  promotion  of  the  idea  that  scientists  and  scientific 
research  not  specifically  programmed  as  part  of  the  total  health 
effort  can  make  important  contributions  to  the  improvement  of  the 
Nation's  health. 
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RECOMMENDATIONS  TO  BRING  ABOUT 
MORE  EFFICIENT  AND  ECONOMICAL  OPERATION 
OF  THE  HEALTH  PROGRAM  OF  THE  FEDERAL  GOVERNMENT 


The  foregoing  recommendations  can  insure  greater  efficiency  in  the 
use  of  this  Nation's  health  system  and  greater  economy  in  Federal 
expenditures  through  better  organization    within  the  Department  of 
Health,  Education,  and  Welfare.    There  remains  a  need  for  better 
relating  all  Federal  health  activities. 

At  present,  the  Department  of  Health,  Education,  and  Welfare, 
though  it  administers  by  far  the  greatest  portion  of  the  total 
Federal  health  expenditure  and  bears  a  responsibility  for  the 
adequacy  of  the  Nation's  health  resources—knowledge,  manpower 
and  facilities,  does  not  have  the  means  to  guide  or  influence 
actions  of  other  Departments  of  the  Federal  Government  which  draw 
heavily  on  national  health  resources  and  involve  large  expenditures. 
The  Department  of  Defense  and  the  Veterans  Administration,  for 
example,  administer  programs  of  health  care  that  have  a  profound 
effect  on  the  allocation  of  health  resources,  specifically  manpower 
and  facilities.)    Without  adequate  coordination,  these  endeavors, 
which  are  vitally  important  to  the  health  of  the  American  people, 
may  yet  fail  to  make  the  contribution  of  which  they  are  capable 
toward  maximum  use  of  the  Nation's  health  resources. 

The  following  recommendations  represent  additional  steps  that  are 
required  to  improve  the  management  of  the  total  Federal  health  program. 

k.    The  Secretary  of  Health,  Education,  and  Welfare  should  be  designated 
as  the  President's  chief  advisor  to  the  Federal  Government  on  health 
policy  and  programs,  and  as  his  agent  in  the  oversight  of  all  Federal 
health  activities. 

The  President  is  recurrently  confronted  with  the  necessity  of  reaching 
decisions  involving  health  policy  that  cut  across  the  entire  Federal 
Government.    The  necessity  for  such  decisions  arise  with  increasing 
frequency  as  the  role  of  the  Federal  Government  in  the  field  of  health 
grows.    The  structure  of  the  Federal  health  effort  is  such  that  most 
major  policy  decisions  will  be  carried  out  through  the  Department  of 
Health,  Education,  and  Welfare.    However,  where  the  activities  of  other 
Departments  and  agencies  are  involved,  it  is  proposed  that  the  President 
rely  on  the  Secretary  of  Health,  Education,  and  Welfare  to  coordinate 
Federal  activities  and  provide  the  information  and  advice  he  will 
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require  to  make  wise  decisions.  To  achieve  and  maintain  government- wide 
coordination,  it  is  recommended  that: 

5.    The  Secretary  of  Health,  Education,  and  Welfare  "be  made  responsible 
for  coordinating  all  Federal  health  policies  and  programs  and  he 
authorized  to  establish  a  Federal  Interdepartmental  Health  Policy 
Council  to  aid  him  in  achieving  this  coordination. 

The  rapid  proliferation  and  expansion  of  the  Federal  health  effort 
makes  it  increasingly  necessary  to  provide  a  formal  means  of  communica- 
tion.   Such  means  are  required  if  all  relevant  departments  and  agencies 
are  to  collaborate  in  identifying  health  goals  and  priorities  and  in 
developing  and  executing  national  health  policy. 

The  President  can  now  call  on  the  Office  of  Science  and  Technology, 
the  President's  Science  Advisory  Committee,  the  Federal  Council  for 
Science  and  Technology,  the  Federal  Radiation  Council,  the  Federal 
Interagency  Council  on  Higher  Education,  the  Office  of  Emergency 
Planning,  the  Bureau  of  the  Budget,  and  others  for  policy  advice  and 
program  coordination.    These  nonhealth  organizations  provide  useful 
and  valuable  advice  and  assistance.    They  do  not,  however,  serve  to 
bring  the  responsible  administrative  units  together  to  produce  needed 
and  consistent  programs  and  policies. 

An  appropriate  mechanism  for  coordination  would  be  a  Federal  Inter- 
departmental Health  Policy  Council  presided  over  by  the  Secretary  of 
Health,  Education,  and  Welfare.    The  Council  would  be  composed  of 
ranking  representatives  of  each  Department  and  agency  having  a 
substantial  role  in  discharging  the  Federal  responsibility  for  the 
promotion  of  health  among  the  general  population  and  among  segments 
of  the  population,  such  as  military  personnel,  veterans,  and  other 
beneficiaries  of  Federal  health  services.    It  would  report  through 
the  Secretary  directly  to  the  President. 
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Issues  Requiring  Further  Study 

The  recommendations  presented  here  constitute  opportunities  for 
prompt  action  to  improve  the  management  of  the  Federal  health 
programs.    Several  other  issues,  however,  require  further 
consideration  before  specific,  meaningful  recommendations  can 
he  made. 

Assuring  the  American  people  that  the  array  of  drugs  and  other 
pharmaceuticals  for  the  prevention  and  treatment  of  disease  are 
safe  and  effective  is  a  responsibility  presently  shared  by  the 
Food  and  Drug  Administration  and  the  Division  of  Biologies 
Standards  of  the  National  Institutes  of  Health.    Formation  of  a 
Consumer  Protection  and  Environmental  Health  Service,  which 
includes  the  Food  and  Drug  Administration,  (recommendation  #l) 
makes  it  both  necessary  and  desirable  to  examine  the  Department's 
activities  in  the  pharmaceutical  field  and  to  determine  what,  if 
any,  further  reorganization  is  warranted.    That  reexamination  is 
now  underway. 

The  activities  of  the  Federal  Government  pertaining  to  the 
improvement  of  maternal  and  child  health,  most  but  not  all  of 
which  are  administered  by  this  Department,  should  be  carefully 
studied  to  determine  how  they  might  be  strengthened  and  coordinated. 
Within  this  Department,  the  National  Institutes  of  Health,  the 
Health  Services  and  Mental  Health  Administration,  the  Social  and 
Rehabilitation  Service,  and  the  Office  of  Education  all  are  involved 
in  major  programs  relating  to  maternal  and  child  health.  The 
Office  of  Economy  Opportunity  and  the  Department  of  Defense, 
through  its  dependent's  medical  care  program,  are  carrying  out 
programs  designed  to  raise  the  levels  of  health  care  afforded  the 
children  of  the  Nation,  particularly  those  living  in  poverty  whose 
health  needs  are  critical. 

Careful  consideration  is  now  being  given  to  the  broad  range  of 
issues  involved  in  maternal  and  child  health,  including  family 
planning  services,  with  the  purpose  of  developing  a  plan  for 
improving  the  ability  of  the  Federal  Government  to  promote  and 
support  needed  progress  in  this  very  important  area. 

It  is  recognized  that  the  United  States  has  much  to  learn  from  other 
nations  whose  health  problems  are  not  fundamentally  different  from 
our  own,  and  it  has  much  to  contribute  to  the  solution  of  health 
problems  in  nations  throughout  the  world.    International  health 
activities  of  this  Department,  the  Department  of  State,  the 
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Department  of  Defense,  and  other  agencies  of  the  Federal  Government 
can  benefit  from  improved  policy  direction  and  program  coordina- 
tion.   In  the  special  field  of  international  health,  opportunities 
for  increased  cooperation  should  he  explored  fully,  and  these 
opportunities  are  now  receiving  careful  attention  by  the  Office 
of  the  Assistant  Secretary  for  Health  and  Scientific  Affairs  and 
the  Office  of  Science  and  Technology. 

There  clearly  is  a  need  for  further  evaluation  of  the  role  of  the 
Federal  Government  in  promoting  improved  health  care  services  and 
practices  in  the  activities  supported  or  paid  for  by  the  Department 
of  Health,  Education,  and  Welfare  and  the  Office  of  Economic 
Opportunity.     Improved  coordination  and  more  efficient  and 
economical  operation  are  possible,  and  approaches  toward  these 
ends  are  now  under  study. 
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Conclusion 


The  foregoing  recommendations  offer  a  mechanism  for  efficient  and 
economic  management  of  the  vast  health  enterprises  of  the  Federal 
Government.    Placing  under  one  focus  of  leadership  all  Federal 
health  activities  would  facilitate  better  communication  and  fuller 
cooperation  not  only  within  the  Federal  establishment,  but  among 
those  outside  government  who  are  seeking  to  solve  such  critical 
problems  as  health  care  for  the  Nation's  poor  and  the  alarming 
rise  in  the  cost  of  health  care. 

The  next  decade,  like  the  last,  will  witness  a  continuing  evolution 
in  the  response  of  the  Federal  Government  to  the  health  needs  of  the 
American  people.    It  is  essential  that  steps  be  taken  now  to  make 
the  next  decade  one  of  orderly  growth  and  planned  change.  Otherwise 
the  Nation  will  find  itself  tragically  unprepared  for  the  great 
health  challenges  in  the  years  immediately  ahead. 
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NDEPENDENT  PRACTITIONER 
UNDER  MEDICARE 


A  Report  to  the  Congress 

Department  of  Health,   Education,    and  Welfare 
Wilbur  J.   Cohen,  Secretary 


THE   SECRETARY   OF    HEALTH,  EDUCATION,  AND  WELFARE 

WA  S  H  I  N  G  TO  N 

December  28,  1968 
Dear  Mr.  Speaker: 

I  have  the  honor  to  transmit  to  you  a  report  on  the  "independent 
Practitioners  Study."    This  study  was  requested  by  the  90th  Congress 
in  Public  Law  90-2*4-8,  Social  Security  Amendments  of  1967.    Section  ikl 
of  the  law  states : 

The  Secretary  shall  make  a  study  relating  to  the  inclusion 
under  the  supplementary  medical  insurance  program  (part  B  of 
title  XVIII  of  the  Social  Security  Act)  of  services  of 
additional  types  of  licensed  practitioners  performing  health 
services  in  independent  practice.     The  Secretary  shall  make 
a  report  to  the  Congress  prior  to  January  1,  1969}  of  his 
finding  with  respect  to  the  need  for  covering,  under  the 
supplementary  medical  insurance  program,  any  of  the  various 
types  of  services  such  practitioners  perform  and  the  costs  to 
such  program  of  covering  such  additional  services,  and  shall 
make  recommendations  as  to  the  priority  and  method  for  covering 
these  services  and  the  measures  that  should  be  adopted  to  protect 
the  health  and  safety  of  the  individuals  to  whom  such  services 
would  be  furnished. 

A  primary  concern  throughout  the  study  was  the  quality  of  health  care 
provided  under  the  coverage  of  the  Medicare  program.    As  planning  for 
the  study  developed,  however,  it  came  to  be  recognized  that  the  scope 
of  the  study  necessarily  included  numerous  complex  issues  with  respect 
to  the  organization  and  delivery  of  health  care.    We  have  also  been  aware 
that  the  influence  of  the  Medicare  program  is  such  that  the  conditions 
under  which  the  services  of  any  additional  types  of  licensed  practitioners 
are  covered  under  Medicare  may  greatly  influence  the  availability  of  care 
for  the  population  as  a  whole,  and  the  treatment  accorded  these  services 
under  private  insurance  and  other  public  and  private  programs  which 
provide  or  pay  for  health  care  services.     It  was  also  recognized  that 
same  of  the  practitioner  groups  most  interested  in  coverage  under 
Medicare  have  not  gained  full  acceptance  in  the  Nation's  present  physician- 
oriented  health  care  system,  and  that  every  effort  should  be  made  to 
assure  them  that  their  requests  for  coverage  received  unbiased,  impartial 
consideration. 

In  view  of  these  factors,  the  Department  invited  representatives  of  all 
groups  of  practitioners  included  in  this  study  to  present  their  position 
to  the  Department.    Advice  and  expert  knowledge  was  sought  from  medical 
and  other  scientific  experts,  providers  of  services,  insurers,  and 
consumers  of  health  care,  who  would  have  special  knowledge  about  the 
use  of  the  services  of  the  practitioners  studied,  the  needs  of  the  aged, 
and  the  organization  and  delivery  of  health  care  in  general.      The  report 
describes  in  detail  how  these  objectives  were  achieved. 


In  summary,  the  recommendations  resulting  frcm  the  study  are: 

1.  The  present  coverage  for  services  of  physical  therapists  remain 
as  established  in  the  1967  Social  Security  Amendments,  which 
extended  coverage  to  outpatient  services  provided  by  approved 
providers,  including  rehabilitation  agencies,  clinics,  and  public 
health  agencies  meeting  conditions  of  participation. 

2.  Coverage  be  expanded  for  services  of  occupational  therapists, 
clinical  psychologists,  social  workers,  and  speech  pathologists 
provided  in  organized  agencies,  centers,  or  other  programs  that 
are  not  presently  eligible  for  participation  and  that  meet 
requirements  established  by  the  Secretary  and  designed  to 
promote  maximum  coordination,  continuity,  and  quality  of  care, 
and  to  which  patients  are  referred  by  a  physician,  who  establishes 
a  plan  for  the  patient's  total  care  and  retains  over-all  responsi- 
bility for  patient  management.    Reimbursement  for  services  would 
be  to  the  provider  agency,  center,  or  program  on  the  basis  of 
reasonable  cost. 

3.  Present  coverage  for  optcmetric  services  not  be  expanded  at 
this  time. 

k.    No  changes  be  made  in  present  coverage  for  services  of  audiologists 
and  corrective  therapists. 

5.  No  changes  be  made  in  coverage  in  relation  to  the  services  of 
c  hir  opr  ac  t  or  s . 

6.  No  changes  be  made  in  coverage  in  relation  to  the  services  of 
naturopaths . 

I  concur  in  the  recommendations. 


Sincerely, 


Wilbur  J.  Cohen 
Secretary 


Honorable  John  W.  McCormack 

Speaker  of  the  House  of  Representatives 

Washington,  D.  C.  20515 


Enclosure 
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RECOMMENDATIONS 

Physical  Therapy 

IT  IS  RECOMMENDED  that  present  coverage  for  services  of  phy- 
sical therapists  remain  as  established  in  the  1967  Social  Security 
Amendments,  which  extended  coverage  to  outpatient  services  provided 
by  approved  providers,   including  rehabilitation  agencies,  clinics, 
and  puclic  health  agencies  meeting  conditions  of  participation. 

Occupational  Therapy,  Clinical  Psychology, 
Social  Work,  Speech  Pathology 

IT  IS  RECOMMENDED  that  coverage  be  expanded  for  services  of 
occupational  therapists,  clinical  psychologists,  social  workers, 
and  speech  pathologists  provided  by  organized  agencies,  centers,  or 
other  programs  that  are  not  presently  eligible  for  participation  and 
that  meet  requirements  established  by  the  Secretary  and  designed  to 
promote  maximum  coordination,  continuity,  and  quality  of  care,  and 
to  which  patients  are  referred  by  a  physician,  who  establishes  a  plan 
for  the  patient's  total  care  and  who  retains  over-all  responsibility 
for  patient  management.     Reimbursement  for  services  would  be  to  the 
provider  agency,  center,  or  program  on  the  basis  of  reasonable  cost. 
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Optometry 

IT  IS  RECOMMENDED  that  present  coverage  for  optometric  services 
not  be  expanded  at  this  time. 

Audio logy 

IT  IS  RECOMMENDED  that  no  changes  be  made  in  present  coverage 
for  services  of  audiologists . 

Corrective  Therapy 

IT  IS  RECOMMENDED  that  no  changes  be  made  in  present  coverage 
for  services  of  corrective  therapists. 

Chiropractic 

IT  IS  RECOMMENDED  that  no  changes  be  made  in  coverage  in  rela- 
tion to  the  services  of  chiropractors. 

Naturopathy 

IT  IS  RECOMMENDED  that  no  changes  be  made  in  coverage  in  rela- 
tion to  the  services  of  naturopaths. 

Priorities  Among  Services  Studied 

The  services  of  practitioners  considered  in  this  study  represent 
only  one  set  of  a  number  of  gaps  in  the  Medicare  program.  Establishing 


priorities  among  these  services,  therefore,  does  not  imply  that 
there  may  not  be  even  more  important  needs  of  the  elderly  which 
must  someday  be  met  through  the  program.     For  example,   the  exclu- 
sion of  routine  physical  examinations  and  the  $50  deductible  under 
Part  B,  together,  prevent  many  elderly  persons  from  entering  the 
health  care  system  for  early  treatment  of  medical  conditions,  or 
for  health  maintenance  or  preventive  services.    For  many  of  the 
elderly,   the  deductible  operates  all  too  well  as  a  deterrent  to 
seeking  care,  and  frequently  the  decision  to  make  this  expenditure 
from  limited  funds  is  reached  only  after  the  disease  condition  is 
well  advanced  and  disabling.    Other  significant  gaps  in  Medicare 
coverage  with  respect  to  the  needs  of  the  elderly  are  immunizations, 
drugs,  and  dental  care  services. 

Considering  only  the  services  in  this  study,  determination  of 
priorities  was  based  on  potential  of  the  services  to  contribute  to 
maximum  restoration  of  function  among  geriatric  patients,  and  early 
return,  to  the  extent  possible,  to  normal  activities  of  daily  living. 
It  was  determined  that  the  professions  with  the  greatest  potential  for 
meeting  the  restorative  needs  of  beneficiaries  were  clinical  psychol- 
ogy, occupational  therapy,  physical  therapy,  social  work,  and  speech 
pathology.     No  distinction  in  priority  was  made  among  these  services, 
since  any  one  could  be  of  highest  priority  to  the  patient  who  needs 
it.     However,  the  1967  amendments  to  the  Social  Security  Act  expanded 
coverage  for  outpatient  physical  therapy  service  to  include  services 
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in  essentially  all  organized  settings  that  could  meet  Medicare 
standards  for  participation. 

IT  IS  RECOMMENDED,  therefore,  that  highest  priority  be  given 
to  providing  similar  coverage  for  services  of  clinical  psychologists, 
occupational  therapists,  social  workers,  and  speech  pathologists, 
without  attempting  to  set  priorities  within  this  group. 


Estimated  costs  of  the  recommended  extension  of  coverage  for 
services  of  clinical  psychologists,  occupational  therapists,  social 
workers,  and  speech  pathologists  are  shown  in  the  table  below.  These 
estimates  are  based  on  services  provided,  on  referral  from  a  physician, 
in  organized  settings  comparable  to  the  providers  identified  for  pre- 
sent coverage  for  outpatient  physical  therapy  services. 


Estimated  Costs 


Psychologists 


$  2,000,000 


Cost  in 
1969 


Increase  in 
Premium/Month  (total) 
1.0c 


Social  Workers 


$10,000,000 


4.5c 


Speech  Pathologists  and 
Audiologists   (not  including 
hearing  examinations  for 
prescribing,  fitting,  or 
changing  hearing  aids) 


$  2,000,000 


1.0c 


Occupational  Therapists 


$  1,000,000 


0.5c 
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CHAPTER  I 

DIMENSIONS,  METHODOLOGY,  AND  BACKGROUND  OF  THE  STUDY 

Charge  from  Congress 

The  purpose  of  Medicare  is  to  protect  its  beneficiaries  against 
major  expenditures  for  health  care.     Medicare  was  not  when  it  began 
in  1966  and  is  not  now  a  comprehensive  health  insurance  program. 

The  administration  proposals  that  ultimately  resulted  in  the 
Medicare  program  provided  for  coverage  of  hospital  inpatient  care, 
hospital  outpatient  diagnostic  services,  extended  care  facility 
services,  and  home  health  services  (Part  A).     Physicians'  services 
were  added  during  the  legislative  process,  as  the  major  covered 
item  in  Part  B.     Services  of  health  practitioners  other  than  physi- 
cians are  covered,  if  at  all,  as  components  of  hospital  care  or  as 
incident  to  physicians'   services.    With  minor  exceptions,  payment 
is  through  approved  providers   (certified  hospitals,  extended  care 
facilities,  home  health  agencies,  and  others)  or  physicians. 

Some  nonphysician  professional  groups  have  expressed  to  Congress 
and  to  the  Department  their  wishes  for  changes  in  coverage  to  in- 
clude the  services  of  practitioners  in  independent  practice  and  in 
clinics  or  centers  that  are  not  physician-directed.    They  also  want 
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to  deal  directly  with  the  fiscal  intermediary  in  billing  and  re- 
ceiving reimbursement  for  covered  services.    All  of  them  want  to 
provide  services  without  direct  supervision,  but  some  of  them  accept 
and  recommend  a  requirement  for  physician  referral  for  services. 
All  of  them  are  particularly  interested  in  obtaining  these  changes 
for  practitioners  in  private  practice. 

Some  practitioners  who  are  not  covered  at  all  under  Medicare, 
such  as  chiropractors  and  naturopaths,  have  requested  coverage  for 
their  services  similar  to  the  coverage  provided  doctors  of  medicine 
and  osteopathy. 

In  response  to  these  requests,  the  90th  Congress  directed  the 

Secretary  of  HEW  to  study  the  needs  of  the  aged  for  these  services. 

Section  141  of  Public  Law  90-248  states: 

The  Secretary  shall  make  a  study  relating  to 
the  inclusion  under  the  supplementary  medical 
insurance  program  (part  B  of  title  XVIII  of 
the  Social  Security  Act)  of  services  of  addi- 
tional types  of  licensed  practitioners  performing 
health  services  in  independent  practice.  The 
Secretary  shall  make  a  report  to  the  Congress 
prior  to  January  1,  1969,  of  his  finding  with 
respect  to  the  need  for  covering,  under  the  sup- 
plementary medical  insurance  program,  any  of  the 
various  types  of  services  such  practitioners  per- 
form and  the  costs  to  such  program  of  covering 
such  additional  services,  and  shall  make  recom- 
mendations as  to  the  priority  and  method  for 
covering  these  services  and  the  measures  that 
should  be  adopted  to  protect  the  health  and 
safety  of  the  individuals  to  whom  such  services 
would  be  furnished. 
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Interpretation  of  Charge 

Broad  interpretation  was  given  to  the  phrase  "licensed  practi- 
tioners." Included,  therefore,  are  those  health  professions  that 
want  changes  in  their  Medicare  status  and  that  provide  services 
used  by  the  aged,  whatever  their  licensure  status.     This  interpre- 
tation is  justified  by  the  erratic  nature  of  State  licensure. 
Theoretically,  licensure  is  to  protect  the  public.     In  practice  it 
is  sometimes  sought  by  a  profession  as  a  means  of  establishing  the 
parameters  of  its  discipline  and  protecting  its  title;     or  it  can 
be  a  method  of  control  through  State  registration  of  practitioners, 
with  little  effort  to  set  or  enforce  standards.    For  some  professions, 
the  absence  of  licensure  in  a  State  is  permissive;  the  profession 
can  be  practiced  without  it.    For  others  absence  of  a  licensure  law 
is  intended  to  prohibit  practice  of  the  profession. 

Selection  of  professions  for  study  was  based  on  the  following 
criteria:     the  profession  provides  a  service  used  by  the  aged  or 
frequently  ordered  by  a  physician  as  an  aid  to  his  diagnosis  and 
treatment;  it  has  a  body  of  theory  and  techniques  amenable  to  eval- 
uation; its  services  are  not  covered  in  independent  practice  (with 
minor  exceptions) ;  it  has  a  professional  association  that  maintains 
a  registry  or  a  membership  list  of  practitioners  and  that  attempts 
some  sort  of  standard-setting  and  other  professional  activities; 
and  the  professional  association  has  expressed  its  wishes  for 
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changes  in  Medicare  coverage  or  methods  of  reimbursement.  Meeting 
these  criteria  and  therefore  included  in  the  study  were:  chiro- 
practic, clinical  psychology,  corrective  therapy,  naturopathy, 
occupational  therapy,  optometry,  physical  therapy,  social  work, 
and  speech  pathology  and  audiology. 

Two  additional  professional  groups,  dentists  and  private  duty 
nurses,  were  considered  for  inclusion  in  the  study.    However,  neither 
of  them  has  requested  any  change  in  coverage  of  their  services. 
With  respect  to  dental  services,  only  oral  surgery  or  reduction  of 
facial  bone  fractures  is  currently  covered,  although  the  dental 
needs  of  the  aged  are  great.     If  resources  were  available  for  ex- 
pansion of  dental  services,  further  dental  coverage  would  undoubt- 
edly be  for  independent  practice,  with  provisions  similar  to  those 
for  doctors  of  medicine  and  osteopathy,  due  to  the  similarity  in 
traditional  patterns  of  practice  and  controls  of  qualifications  of 
practitioners.    The  dentist  who  is  legally  authorized  to  practice 
dentistry  is  already  defined  as  a  physician  in  the  Medicare  law  in 
connection  with  covered  dental  services.    Hence,  the  issues  in  this 
study  were  not  pertinent  to  consideration  of  extending  coverage  for 
dental  services.    Regarding  private  duty  nursing  services,  the  trend 
in  modern  hospital  care  is  toward  care  in  intensive  care  units,  and 
other  gradations  in  nursing  service  depending  on  patient's  nurs.ing 
care  needs,  as  part  of  hospital  services.    Hence,  the  functions  of 
private  duty  nursing,  insofar  as  they  are  medically  indicated,  are 
already  covered  by  Medicare  as  hospital  services. 
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These  professions  vary  greatly  in  the  extent  to  which  the  pre- 
vailing pattern  of  delivery  of  services  is  through  private,  inde- 
pendent practice.     Some  of  them  generally  provide  services  in  or- 
ganized settings  with  at  least  some  of  the  elements  of  supervision 
and  control  that  accompany  an  employment  relationship.  Hence, 
although  the  study  considered  independent  practice  for  each  pro- 
fession, it  also  considered  coverage  under  other  forms  of  practice. 
Comparison  of  alternative  methods  of  coverage  was  necessary  in  order 
to  determine  under  which  Medicare  beneficiaries  would  be  best  served. 

Methodology  of  Study 

Primary  considerations  in  the  study  were  to  assure  that  high 
quality  health  care  is  provided  to  persons  65  and  over  who  are  or 
will  be  beneficiaries  of  the  Medicare  program,  and  to  assure  that 
beneficiaries  have  adequate  access  to  care. 

It  was  recognized  that  some  of  the  practitioner  groups  most 
interested  in  coverage  under  Medicare  have  not  gained  acceptance 
in  the  Nation's  present  physician  (i.e.,  doctors  of  medicine  and 
doctors  of  osteopathy)  oriented  health  care  system,  and  that  every 
effort  should  be  made  to  assure  that  their  requests  for  coverage 
receive  unbiased,  impartial  consideration.  The  approach  for  the 
study,  therefore,  was  designed  to  maximize  objectivity  through 
every  phase  of  the  undertaking. 
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In  view  of  the  time  limitation  established  in  the  request  from 
Congress,  data  from  earlier  and  current  related  studies  were  relied 
upon  for  consideration  of  facts  about  each  profession  included.  In 
addition,  the  professional  organizations  of  the  practitioners  being 
studied  were  asked  to  submit  basic  information  about  their  profes- 
sions, including:     historical  development  of  the  profession;  defin- 
ition and  clinical  and  scientific  bases  of  the  practice;  education 
and  training;  relationships  with  other  health  care  professionals 
and  with  health  care  institutions;  and  the  needs  of  the  elderly 
for  the  services  of  the  practitioner. 

Forty-eight  consultants  were  appointed  to  examine  the  collected 
material  and  present  their  opinions  in  an  advisory  capacity.  Twenty- 
two  were  members  of  an  Ad  Hoc  Consultant  Group  established  to  advise 
on  over-all  aspects  of  the  study,  and  26  served  on  five  specialty 
expert  review  panels,  composed  of  three  to  eight  members  each.  Con- 
sultant appointees  were  sought  for  their  lack  of  bias  and  their 
know led geability ;  none  served  as  a  representative  of  any  health 
profession  with  vested  interest  in  the  conclusions  to  come  from  the 
study.     (See  Appendix  A  for  lists  of  consultants.) 

The  five  expert  review  panels  (one  each  on  chiropractic  and 
naturopathy;  optometry;  physical  therapy,  corrective  therapy,  and 
occupational  therapy;  psychology  and  social  work;  and  speech  path- 
ology and  audiology)  served  as  technical  and  scientific  advisors  to 
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the  Ad  Hoc  Consultant  Group.    The  panel  members  were  selected  on 
the  basis  of  their  scientific  background  and  high  professional 
reputations  in  their  respective  fields.     These  panels  evaluated 
data  submitted  by  each  of  the  professional  organizations,  together 
with  that  collected  by  the  staff  of  the  Department.     They  brought 
to  bear  on  the  matters  before  the  Ad  Hoc  Consultant  Group  their 
own  knowledge  of  the  education  of  the  health  professionals  studied 
and  of  basic  and  clinical  science. 

The  Ad  Hoc  Consultant  Group  served  in  an  advisory  capacity 
for  the  total  study.     Its  members  were  Medicare  beneficiaries  and 
citizens,  doctors  of  dentistry,  medicine,  and  osteopathy,  and  other 
persons  knowledgeable  about  health  care  delivery  systems  and  finan- 
cing, the  needs  of  the  elderly,  and  the  education  and  qualifications 
of  health  professionals.     This  group  discussed  with  representatives 
of  each  of  the  professional  associations  its  position  on  independent 
practice  in  the  Medicare  program.     They  also  reviewed  analyses  from 
the  expert  review  panels  and  staff  and  reports  from  the  professional 
associations  of  the  disciplines  studied. 

Analyses  requested  and  considered  by  the  Ad  Hoc  Group  identi- 
fied possible  changes  in  quality  of  services  and  patterns  of  de- 
livery of  medical  care  that  might  result  from  the  requested  changes 
in  type  or  scope  of  Medicare  coverage.     Areas  explored  included  the 
practitioner's  ability  to  institute  proper  treatment,  to  recognize 
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problems  beyond  his  competence,  and  to  make  a  proper  referral.  Also 
included  was  analysis  of  the  validity  of  the  diagnostic  or  eval- 
uation and  treatment  methods  utilized  by  the  various  disciplines. 
The  Ad  Hoc  Group  considered  the  needs  of  the  elderly  for  additional 
health  services  and  advised  as  to  measures  to  protect  the  health 
and  safety  of  the  beneficiaries. 

Professional  associations  representing  the  practitioners  being 
studied  presented  their  points  of  view  directly  to  the  Ad  Hoc  Group 
and  submitted  in  writing  information  they  wished  considered  in  the 
study.     They  did  not,  however,  participate  in  the  drafting  of  the 
final  recommendations  lest  the  Medicare  beneficiary  lose  his  position 
of  primary  consideration. 

The  Community  Health  Service,  Health  Services  and  Mental 
Health  Administration,  PHS ,  had  primary  responsibility  for  the 
staff  work,  supplemented  by  staff  of  the  Bureau  of  Health  Insurance, 
SSA.    The  National  Institute  of  Mental  Health,  HSMHA,  PHS,  provided 
expert  assistance  in  specific  areas  of  the  study.     The  Bureau  of 
Health  Professions  Education  and  Manpower  Training,  National 
Institutes  of  Health,  PHS,  assisted  in  development  of  data  on 
manpower,  and  the  Office  of  the  Actuary,  SSA,  prepared  the  actuarial 
estimates . 

Concept  of  Coverage  for  Independent  Practitioners 
Years  of  debate,  discussion,  and  planning  preceded  passage  of 
the  Medicare  legislation,  but  most  of  it  centered  on  the  benefit 
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package  known  as  the  Hospital  Insurance  Program.     In  working  out 
this  coverage,  the  planners  had  ample  precedent  and  experience  to 
call  upon  because  of  the  similarity  of  the  proposed  Medicare  coverage 
to  traditional  prepayment  mechanisms  for  hospital  care.     The  ideas 
and  experience  of  the  prepayment  movement,  with  service  benefits, 
comprehensive  coverage  (an  ideal  never  realized),  reimbursable 
cost,  and  vendor  payments,  were  easily  applicable  to  the  objectives 
of  Medicare  hospital  coverage  under  Part  A.     Hence,  this  part  of 
Medicare  was  not  experimental;  the  mechanisms  to  be  employed  were 
familiar,  utilization  data  were  available,  and  hospitals  and  fiscal 
intermediaries  were  relatively  familiar  with  their  functions  under 
the  program. 

With  the  supplementary  medical  coverage,  principally  for  phy- 
sicians' care  but  also  for  a  few  other  related  services,  the  situa- 
tion was  quite  different.    Added  later  in  the  planning  for  Medicare, 
this  component  of  the  program  did  not  undergo  the  years  of  pre- 
planning in  which  concepts  and  mechanisms  for  coverage  could  be 
worked  out  in  detail.     Since  physicians  are  predominantly  in  private 
solo  or  partnership  practice  (with  the  exception  of  hospital -based 
specialists  and  those  in  the  scattered  prepaid  and  other  group 
practice  plans),  a  method  had  to  be  devised  to  cover  independent 
practitioners.    This  was  not  a  matter  of  choice;  it  was  a  necessity. 
Previous  experience  with  insurance  coverage  for  physicians'  services 
was  generally  not  applicable,  since  most  insurance  did  not  cover 
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home  and  office  calls  and  the  only  benefits  of  a  comparable  scope 
were  those  of  prepaid  group  practice  plans.    Utilization  data  on 
use  of  physicians'   services  under  such  a  broad  program  were  not 
available . 

Hence,  with  Part  B  a  new  and  untried  mechanism  of  insurance 
coverage  was  introduced.     Certain  assumptions  had  to  be  made  be- 
cause of  lack  of  precedent,  experience,  and  applicable  statistics. 
Problems  were  anticipated,  but  experience  had  to  be  gained  before 
the  assumptions  could  be  tested.     Part  B  was,  in  fact,  an  experi- 
mental program. 

Present  Medicare  Coverage 

With  certain  minor  exceptions,  physicians  are  the  only  prac- 
titioners whose  services  in  independent  practice  are  covered  under 
the  present  Medicare  law.    The  law  defines  "physician"  to  mean  a 
doctor  of  medicine  or  osteopathy  and,  for  certain  of  their  services, 
dentists  and  podiatrists.     Services  of  most  of  the  practitioners 
included  in  this  study  are  covered  only  if  given  as  part  of  the 
services  of  Medicare -approved  providers,  or  if  provided  as  inci- 
dent to  the  services  of  a  physician. 

When  the  service  is  furnished  as  a  provider  service,  the 
practitioner  may  be  an  employee  of  the  provider,  or  he  may  be 
self-employed  or  employed  by  another  agency  and  perform  the  service 
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under  a  contractual  arrangement  with  the  provider.     In  either  case, 
billing  for  the  practitioner's  services  must  be  by  the  provider  and 
Medicare  reimbursement  is  made  to  the  provider  on  the  basis  of  rea- 
sonable cost  of  the  services.      A  contractual  agreement  between  a 
practitioner  and  a  provider  of  services  must  indicate  that  payment 
by  the  Medicare  program  to  the  provider  for  the  practitioner's 
services  discharges  the  liability  of  the  beneficiary  or  any  other 
person  to  pay  for  the  services. 

To  be  covered  as  incident  to  a  physician's  care,  services  must 
be  of  kinds  that  are  commonly  furnished  in  physicians'   offices  or 
clinics  and  are  commonly  rendered  without  charge  or  included  in 
physicians'   bills.     The  intent  is  that  only  those  services  that 
are  administered  as  an  integral  part  of  the  physician's  professional 
services  of  diagnosis  or  treatment  and  that  represent  an  overhead 
expense  to  his  practice  may  be  covered  under  this  provision. 

Generally,  if  a  practitioner  is  an  employee  of  the  physician 
and  furnishes  the  services  under  the  physician's  supervision  in 
his  office,  his  services  are  covered.     Services  may  also  be  covered 
if  provided  in  a  physician-directed  clinic,  under  the  supervision 
of  a  physician  other  than  the  attending  physician.     Payment  to  the 
physician  is  on  the  basis  of  reasonable  charges. 
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CHAPTER  II 

ISSUES  INVOLVED  IN  CONSIDERATION  OF  CHANGES  IN  COVERAGE 

Health  and  Safety  of  Beneficiaries 

The  health  and  safety  of  its  elderly  beneficiaries  is  the 
focus  of  the  Medicare  program.     Primary  concern  when  any  change 
in  Medicare  is  contemplated  is  whether  or  not  the  change  will 
improve,  or  contribute  toward  improvement  of,  the  health  status 
of  geriatric  patients,  with  adequate  safeguards  for  their  safety 
and  well-being.    The  views  and  advice  of  the  various  health  pro- 
fessions are  an  invaluable  asset  in  assessing  the  adequacy  with 
which  Medicare  meets  the  needs  of  geriatric  patients,  particu- 
larly when  changes  or  extensions  in  coverage  are  considered. 
However,  if  in  these  considerations  the  interests  of  Medicare 
beneficiaries  appear  to  come  into  conflict  with  the  interests 
of  any  health  profession  or  group  of  practitioners--  or  with 
precedents  set  either  in  or  outside  Medicare  related  to  the 
health  professions  --  reconciliation  of  the  conflict  must  be 
accomplished  within  the  framework  of  the  focus  of  the  program. 
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Effects  of  Changes  in  Coverage 

Medicare  is  still  in  its  early  formative  years;  contem- 
plated changes  should  be  seen  in  terms  cf  their  effects  -- 
short-term  and  long-term        on  the  total  program,  for  provisions 
instituted  now  will  have  lasting  effects.     If  revisions  of 
Medicare  coverage  might  bring  about  changes  in  prevailing 
patterns  of  care,  then  the  results  must  be  demonstrably  in  the 
best  interest  of  the  total  population,  not  just  of  Medicare 
beneficiaries.     Sound  planning,  therefore,  is  an  essential 
element  of  Medicare's  responsibilities  to  its  beneficiaries 
and  to  the  total  public. 

Patient  Entrance  into  Health  Care  System 

Another  over-all  consideration  for  the  professions  studied 
is  whether  the  practitioners'   services  are  (1)  adjunctive  to  or 
supportive  of  the  services  of  the  primary  sources  of  care,  the 
physician;  or  (2)  offered  in  a  manner  that  substitutes  the 
practitioners'   services  for  those  of  the  physician. 
•  Services  are  adjunctive  to,  or  supportive  of,  the 
physician's  services  when  the  practitioners  accept 
or  recommend  that  a  requirement  for  physician  referral 
be  built  into  the  coverage.     In  this  case,  the  patient 
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will  have  undergone  differential  diagnosis  by  the  physi- 
cian, who  prior  to  referral  will  have  identified  under- 
lying pathology  and  determined  the  patient's  needs  for 
services;  and  the  physician  continues  to  have  over-all 
responsibility  for  the  patient's  care. 

•  Services  are  considered  substitutes  for  those  of  the 
physician  when  the  practitioners  want  Medicare  coverage 
without  physician  referral  --  i.e.,  when  the  practitioner 
functions  as  the  "point  of  entry"  for  the  patient  into  the 
health  care  system.     In  this  case,  the  practitioner  himself 
must,  of  necessity,  perform  an  initial  diagnostic  evalua- 
tion and  determine  the  patient's  need  for  his  services. 
Thus,  he  performs  the  functions--however  restricted  nomi- 
nally--of  the  physician. 

This  distinction  is  of  crucial  importance  in  determining 
provisions  necessary  under  Medicare  to  assure  quality  and  appro- 
priateness of  services  and  the  safety  of  the  patients,  and  to 
determine  the  effects  of  coverage  on  the  Medicare  program  and 
on  the  total  health  care  system.     Related  to  this  distinction, 
and  to  determining  appropriate  conditions  of  coverage,  is  whether 
practitioners  provide  their  services  in  private,  independent 
practice  or  in  some  type  of  organized  or  institutional  setting. 


Both  "supportive"  and  point  of  entry"  services  can  be  offered 
in  either  type  of  setting,  but  the  former  are  more  likely  to 
be  in  organized  settings,  the  latter  in  independent  practice. 


Within  the  context  of  these  over-all  considerations,  the 
following  issues  were  examined  for  the  specific  practitioner 
groups  in  this  study. 

Needs  of  Medicare  Beneficiaries 

Geriatric  patients  are  likely  to  suffer  from  multiple 
symptoms  and  various  interrelated  disabilities,  with  under- 
lying pathology  that  is  complex  and  that  requires  a  range  of 
diagnostic  and  therapeutic  services.     Their  medical  conditions 
are  often  further  complicated  by  social,  psychological,  and 
economic  instability,  requiring  various  non-medical  consulta- 
tive services  as  well.     There  is  little  doubt,  therefore,  that 
Medicare  beneficiaries  need  coverage  for  the  services  of  most 
of  those  practitioners  included  in  this  study. 

However,  the  needs  of  beneficiaries,  for  these  or  any  other 
services,  are  not  automatically  met  by  providing  coverage  for 
them.     In  the  maze  of  the  complicated  systems  and  subsystems 
of  medical  and  related  specialties  and  subspecialties,  any 
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patient  is  apt  to  be  perplexed  in  choosing  the  practitioner 
best  equipped  to  provide  the  type  and  quality  of  services  he 
needs.     The  geriatric  patient,  frequently  with  multiple  diag- 
noses and  complex  conditions,  in  particular  may  experience 
difficulty  in  assessing  his  needs  and  seeking  out  the  resources 
to  meet  them.     Fragmentation  of  care  appears  inherent  in  in- 
creasing specialization  of  the  health  professions  and  the 
resulting  multiplicity  of  practitioners,  and  this  fragmentation 
is  undeniably  exacerbated  when  the  practitioners  are  in  inde- 
pendent practice. 

Hence,  a  critical  need    of  the  Medicare  beneficiary  (per- 
haps even  the  greatest  need  in  relation  to  the  practitioners  in 
this  study)  is  for  a  mechanism  to  bring  the  patient  and  the 
service  together,  to  coordinate  and  guide  him  to  the  various 
services  available  to  him--in  short,  for  management  of  his  care. 
A  related  need  is  for  assurance  of  the  safety  and  quality  of 
the  services  to  which  he  has  access. 

In  evaluating  needs  of  beneficiaries  for  each  of  the 
services  considered  in  this  report,  three  questions  should  be 
answered,  within  the  context  of:     (1)  whether  the  service  is  pro 
vided  as  supportive  to  or  a  substitute  for  the  physician's 
service;  and  (2)  whether  it  is  provided  in  an  organized  setting 
or  by  an  independent  practitioner: 
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1.  What  is  the  prevalence  of  need  for  the  service  among 
the  aged? 

2.  How  can  this  service  be  coordinated  with  patient's 
total  health  care  management? 

3.  How  can  Medicare  provisions  for  coverage  of  services 
of  each  practitioner  group  assure  the  safety  of  the 
patient  and  the  quality  and  appropriateness  of  care? 

Quality  of  Care 

Assurance  of  the  provider's  capacity  to  give  professionally 
acceptable  care  is  a  responsibility  of  the  Medicare  program. 
The  full  participation  and  advice  of  professional  groups  and 
accrediting  bodies  must  be  obtained  in  setting  standards  and 
devising  methods  of  surveillance,  but  Medicare  cannot  delegate 
its  ultimate  accountability.     The  one  statutory  exception  is 
that  hospitals  accredited  by  the  Joint  Commission  on  Accredita- 
tion of  Hospitals  are  deemed  to  meet  all  Medicare  requirements 
except  utilization  review. 

The  need  of  geriatric  patients  for  guidance  in  obtaining 
health  services  with  respect  both  to  type  and  quality  has  been 
mentioned.     In  the  absence  of  any  other  mechanism,  they  look  to 
Medicare  itself  for  guidance,  the  fact  of  Medicare  coverage  being 
accepted  as  assurance  that  the  services  covered  may  safely  be  used. 
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Medicare  has  placed  major  reliance  on  direct  supervision 
by  physicians  and  provision  of  services  through  approved  pro- 
viders to  assure  a  reasonable  quality  of  services  given  by  health 
personnel.    General  mechanisms  exist  for  surveillance  of  care 
given  and  assurance  of  the  capacity  to  give  acceptable  care  in 
organized,  institutional  provider  settings  under  Part  A.  These 
include  the  initial  approval  of  the  facility  for  participation 
(and  the  required  periodic  reapproval),  combined  with  on-going, 
continuous  surveillance  through  peer  review  committees. 

Performance  standards  for  nonphysician  practitioners  pro- 
viding their  services  in  independent  practice  would  need  to  be 
more  stringent,  in  statement  and  application,  than  for  such 
practitioners  in  organized  settings.     In  organized  settings 
peer  groups  can  formally  and  informally  review  patient  care. 
In  such  settings  consultation  either  by  fellow  practitioners  or 
by  practitioners  of  other  disciplines  is  more  readily  available; 
and  there  is  an  element  of  the  employment  relationship  to  assure 
some  surveillance  of  quality  of  care  and  the  screening  of 
practitioners  for  their  qualifications.    Also,  the  organized 
setting  (clinic,  agency,  or  center)  would  have  met  standards 
for  eligibility  to  participate  in  the  Medicare  program. 
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The  most  rigorous  standards  are  needed  for  those  nonphysician 
practitioners  who  want  to  serve  as  the  point  of  entry  for  the 
patient  into  the  health  care  system.     Since  the  patient  will  not 
have  had  a  referral  diagnosis  by  a  physician,  the  practitioner 
himself  must  evaluate  the  patient's  need  for  his  services.  For 
these  professions,  the  quality  and  content  of  the  educational 
programs  must  be  examined  carefully  in  terms  of  adequacy  of 
training  and  clinical  experience  of  the  practitioners  to  prepare 
them  to  make  this  initial  evaluation.     They  must  be  able  not 
only  to  recognize  and  evaluate  the  patient's  need  for  their  own 
services,  but  also  to  recognize  signs  and  symptoms  of  other 
pathology  that  might  contraindicate  their  services  or  indicate 
that  the  patient  should  be  referred  to  a  physician. 

If  a  profession  wants  coverage  for  services  only  on  re- 
ferral from  a  physician,  the  patient  will  already  have  under- 
gone differential  diagnosis  and  his  need  for  services  determined. 
For  such  practitioners,  the  educational  program  should  be 
examined  in  terms  of  the  practitioner's  preparation  to  provide 
specialized  health  services  to  patients,  including  geriatric 
patients.     However,  he  should  be  able  not  only  to  provide 
services  of  high  quality,  but  also  to  recognize  general  signs, 
symptoms,  and  behavior  patterns  in  geriatric  patients  that  in- 
dicate the  need  to  refer  the  patient  back  to  the  physician. 
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Impact  on  Medicare  Program 

The  preceding  section  discussed  the  most  important  aspect 
of  any  proposed  changes  within  the  primary  focus  of  the  program 
--  the  effects  on  quality  of  care  in  relation  to  the  safety  and 
well-being  of  the  beneficiaries.     Other  aspects,  however,  must 
also  be  considered,  since  they  also  have  impact  on  the  effective- 
ness with  which  Medicare  fulfills  its  goals. 

When  Part  B  coverage  was  added  to  Medicare,  the  assumption 
was  made  that,  since  the  coverage  conformed  with  the  present 
mode  of  practice  of  physicians,  controls  through  administrative 
mechanisms  could  safely  be  minimal.    And  as  long  as  Part  B  covers 
principally  doctors  of  medicine  and  osteopathy,  the  safety  of 
the  patient  is,  with  few  exceptions,  not  seriously  threatened. 
With  inclusion  of  other  practitioners,  however,  the  lack  of 
quality  control  procedures  —  and  lack  of  recourse  in  cases  of 
abuse—present  problems,  and  establishing  effective  review  of 
patient  care  and  cost  controls  would  be  difficult  with  respect 
to  practitioners  in  independent  practice. 

In  considering  these  issues,  the  distinction  between 
supportive  and  point  of  entry  services,  and  between  organized 
settings  and  independent  practice,  is  important  for  each  of 
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the  professions.     Physician  referral  for  supportive  services, 
for  example,  partly  solves  the  problem  of  determining  medical 
necessity.    And,  as  was  mentioned  previously,  in  the  organized 
settings  there  are  procedures  to  accomplish  surveillance  of 
quality,  appropriateness  of  services,  and  costs.     If  there  is 
extension  of  coverage  for  additional  nonphysician  services  pro- 
vided by  independent  practitioners,  it  will  be  necessary  to 
devise  means  to  accomplish  the  following: 

1.  Determination  of  medical  necessity  for  each  of  the 
services  covered; 

2.  Maintenance  of  standards  in  the  delivery  of  each  of  the 
services;  in  several  of  the  disciplines  personnel  and 
education  standards  are  now  in  developmental  stages; 

in  others  there  appears  a  lack  of  consensus  within  the 
profession  itself  regarding  standards; 

3.  Detection  and  handling  of  professionally  unacceptable 
practices  or  financial  abuses--as  well  as  a  means,  with 
"due  cause,"  to  exclude  the  services  of  the  practitioner 
from  the  program; 

4.  Determination  of  "usual  and  customary"  fees.     For  those 
disciplines  in  which  there  is  little  independent  practice 
at  present,  data  are  nonexistent  in  some  localities, 
inadequate  in  others;  for  those  disciplines  in  which 
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there  is  some  degree  of  independent  practice,  profiles 
to  use  as  the  basis  for  determining  charges  are  diffi- 
cult to  derive;  even  establishing  "prevailing  range" 
screens  is  difficult.     In  organized  settings,  with 
reimbursement  based  on  costs,  this  problem  does  not 
arise . 

Impact  on  Total  Health  Care  System 

The  magnitude  of  the  Medicare  program  as  a  financing  mecha- 
nism for  health  care,  combined  with  its  impact  as  a  concept  of 
social  responsibility,  inevitably  means  that  policies  and  pre- 
cedents established  under  it  will  affect  the  total  health  care 
system.     Contemplated  changes  in  coverage  should  be  approached 
with  caution,  and  with  full  awareness  of  the  role  of  Medicare 
as  an  agent  of  change.     Hasty  changes,  made  without  adequate 
information  and  without  thorough  debate,  exploration,  and  pre- 
paration within  the  health  care  community,  could  be  damaging 
not  only  to  Medicare  beneficiaries  but  also  to  the  total 
population.     On  the  other  hand,  a  too-timid  approach,  geared 
to  conformity  with  the  status  quo,  could  inhibit  inventive 
planning  and  progress  in  improved  methods  of  organizing  and 
delivering  services  to  adapt  to  scientific,  technological,  and 
social  changes. 
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Changes  in  coverage  may  have  the  effect  of  weakening  our 
voluntary  health  system.     While  those  disciplines  that  are 
older  and  have  well-developed  professional  organizations  can 
probably  accept  partnership  responsibility  for  standard- setting 
and  other  control  functions  necessary  in  Medicare,  other 
disciplines  are  still  relatively  young  and  are  just  developing 
these  controls  and  cannot  yet  assume  even  minimal  responsibi- 
lities.    Premature  action  by  Medicare  could  inhibit  the  voluntary 
developments  now  going  on  among  them.     Moreover,  for  developing 
health  professions,  such  action  could  have  the  effect  of  freezing 
functions  or  making  it  difficult  to  change  job  descriptions 
within  the  profession. 

Inevitably,     inclusion  of  a  service  in  Medicare,  and  the 
provisions  of  its  inclusion,  will  be  interpreted  as  a  stamp  of 
approval  and  cited  as  a  precedent.     For  example,  in  support  of 
their  requests  for  changes  of  coverage,  some  professional  asso- 
ciations representing  the  disciplines  in  this  study  cited 
Title  XIX  (Medicaid)  as  a  precedent  since  it  is  frequently 
associated  with  Medicare.     If  this  citation  is  presented  as 
"indicative"  of  the  validity  of  various  claims,  precedents 
set  by  Medicare  will  almost  certainly  be  cited  as  "proof"  -- 
and  this  will  be  a  difficult  argument  to  refute.     Hence,  any 
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change  in  Medicare  should  be  tested  against  its  applicability  to 
the  total  population,  to  other  health  practitioner  groups,  and 
to  other  health  care  programs . 

The  requested  changes  in  Medicare  coverage  could  have  other 

far-reaching  effects  on  the  total  health  care  system.  Among  the 

issues  that  should  be  considered  with  respect  to  each  practi- 
tioner group  are  the  following: 

1.  Will  the  change  in  coverage  affect  present  patterns  of 
delivery  and  use  of  services?    This  could  happen  when 
the  change  in  coverage  is  not  consistent  with  the 
prevailing  mode  of  practice  of  the  profession.  In 
such  cases,  the  effects  must  be  examined  in  terms  of 
efficiency,  economy,  availability  of  services,  and 
quality  of  care  for  all  patients,  not  just  for  Medicare 
patients . 

2.  Will  the  change  affect  quality  of  care?    The  effects  on 
quality  might  be  in  both  directions.     First, the  existence 
of  standards  for  participation  in  Medicare  of  practitioner 
in  various  types  of  settings  would  have  the  effect  of 
raising  standards  of  care  for  all  patients.    On  the 
other  hand,  independent  practice  is  vulnerable  to  the 
charge  that  it  contributes  to  fragmentation  of  care  and 
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lessens  the  effectiveness  of  both  formal  and  informal 
peer  review  mechanisms,  which  help  to  insure  pro- 
fessionally acceptable  care.     If  the  change  in 
coverage  caused  a  proliferation  of  independent  practice, 
difficulties  could  be  encountered  by  the  increasing 
number  of  patients  who  would  have  to  receive  services 
in  this  setting,  but  without  the  protective  provisions 
that  might  be  devised  for  Medicare  beneficiaries. 
Perhaps  a  corollary  question  might  be  asked:    Can  a 
mechanism  be  found  to  counteract  adverse  effects,  or 
should  the  disadvantage  be  accepted  in  order  to  secure 
other  and  more  important  benefits? 
3.     How  would  the  change  affect  availability  of  manpower? 
In  the  view  of  some  of  the  professional  associations, 
their  requested  changes  would  increase  manpower  avail- 
ability and  bring  about  a  better  distribution.  However, 
coverage  of  services  of  additional  practitioners  in 
independent  practice  could  draw  an  increased  number  of 
health  personnel  into  independent  practice,  thus 
setting  up  increased  competition  among  approved  pro- 
viders for  qualified  personnel,  aggravating  shortages 
that  already  exist  and  leading  to  dilution  of  the  pro- 
fessional component  of  services  in  various  settings. 
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In  the  organized  settings,  on  the  other  hand,  tasks 
and  responsibilities  can  more  easily  be  delegated  to 
nonphysician  personnel,  thus  making  maximum  use  of 
available  manpower.     These  effects  could  vary  among 
the  professions  studied  and  were  kept  in  mind  in 
evaluating  each. 

What  would  be  the  effects  on  health  care  costs?  There 
is  speculation  that  Medicare  has  been  inflationary,  and 
certainly  health  care  costs  have  risen  more  rapidly  since 
Medicare  than  they  did  before,  for  physicians'  fees  as 
well  as  for  hospital  costs.     It  has  not  been  demonstrated 
that  lack  of  adequate  cost  controls  in  Part  B  of  Medicare 
is  responsible  for  this  increase,  but  the  circumstances 
lend  weight  to  the  supposition.     If  Part  B  coverage  is 
to  be  extended  for  services  of  other  independent 
practitioners,  the  possible  mechanisms  for  cost  con- 
trols should  be  examined  for  each  of  the  disciplines 
for  which  services  are  to  be  covered. 
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CHAPTER  III 

REPORTS  ON  PROFESSIONS  STUDIED 

The  reports  in  this  section  on  each  of  the  professions  included 
in  the  study  are  summaries  drawn  from  a  survey  of  the  literature  on 
each  discipline,  the  materials  submitted  by  the  professional  asso- 
ciations, and  discussions  with  persons  informed  about  each  field. 
They  are  presented  as  follows : 

Physical  Therapy,  Occupational  Therapy,  Speech  Pathology 
and  Audiology,  Clinical  Psychology,  and  Social  Work 

These  professions  have  several  characteristics  in  common.  All 
provide  specialized  services  important  to  rehabilitation  of  elderly 
patients  and  to  their  restoration  to  maximum  physical  and  social 
functioning.     These  services  are  frequently  ordered  by  the  patient's 
physician  as  adjunctive  to  or  supportive  of  his  own  services.  They 
are  widely  recognized,  well-established  health  care  disciplines. 
Practitioners  typically  provide  their  services  to  elderly  patients 
in  many  organized,  institutional  health  care  settings,  but  all  of 
them  also  have  an  element  of  independent  practice.    They  are  all 
included  in  the  Medicare  program  as  provider  services. 
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Corrective  Therapy 

Unlike  the  other  specialized  rehabilitative  disciplines, 
corrective  therapy  is  a  new  service.     It  originated  during  World 
War  II  in  military  hospitals  and  is  not  widely  available  outside 
Veterans  Administration  hospitals.     It  is  not  specifically  men- 
tioned in  Medicare,  but  is  covered  when  provided  as  "other  ther- 
apeutic services." 

Optometry 

This  profession  differs  from  those  above  in  that  the  services 
are  typically  provided  by  independent  practitioners,  and  without 
referral  from  the  patient's  physician.    However,  the  services  are 
specialized  and  are  very  frequently  needed  by  geriatric  patients 
for  maximum  functioning.    Medicare  provides  limited  coverage  for 
optometric  services,  the  major  portion  of  these  services  (refrac- 
tions and  provision  of  eyeglasses)  being  specifically  excluded. 

Chiropractic  and  Naturopathy 

These  professions  differ  from  the  others  studied  in  that  their 
services  are  not  so  specialized  as  to  scope  or  function;  the  prac- 
titioners are,  almost  always,  the  point  of  entry  for  patients  into 
the  health  care  system;  and  their  services  are  a  substitute  for  those 
of  the  doctors  of  medicine  or  osteopathy  --  in  fact,  they  serve  in 
the  role  of  the  primary  physician. 
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In  effect,  these  services  are  not  covered  in  Medicare.  Although 
they  are  not  excluded  by  name,  the  definition  of  physician  in 
Medicare  does  not  include  chiropractic  and  naturopathic  practi- 
tioners, and  it  is  unlikely  that  they  would  be  employed  by  certified 
providers . 
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PHYSICAL  THERAPY 

Present  Medicare  Coverage 

Physical  therapy  services  are  covered  in  the  Medicare  program 
as  part  of  inpatient  hospital  services  as  "other  therapeutic  ser- 
vices" and  specifically  covered  as  part  of  extended  care  and  home 
health  services  under  Part  A.    A  physical  therapist's  services  are 
also  covered  as  a  provider  service  under  the  general  provision  for 
outpatient  hospital  services  and  under  the  new  provision  described 
below.     In  addition,  a  physical  therapist's  service  may  be  covered 
as  incident  to  the  physician's  services,  as  described  in  Chapter  I, 
page  15  of  this  report . 

Effective  July  1,  1968,  PL  90-248  provided  coverage  under 
Part  B  for  outpatient  physical  therapy  services  furnished  by 
approved  providers,  including  clinics,  rehabilitation  agencies,  and 
public  health  agencies  that  are  approved  as  providers  for  the 
purpose  of  furnishing  these  services.    A  provider  may  furnish  these 
services  in  the  patient's  home  or  to  an  inpatient  of  an  institution 
as  well  as  in  its  own  outpatient  department.     Outpatient  physical 
therapy  services  are    covered  if  they  are  furnished  by  or 
under  the  supervision  of  the  provider  to  a  patient  who  is  (1) 
under  the  care  of  a  physician  who  certifies  to  the  patient's  need 
for  physical  therapy  on  an  outpatient  basis,  and  (2)  under  a 
plan  of  treatment  established  and  periodically  reviewed  by  a 
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physician.    Direct  personal  supervision  of  physical  therapy 
services  by  a  physician  is  not  required,  nor  does  a  patient  have 
to  be  homebound.     There  are  no  quantity  limitations  on  these 
services . 

All  billing  for  services  must  be  by  the  participating  pro- 
vider.    There  is  no  provision  in  the  present  law  that  would  allow 
physical  therapists  to  bill  the  program  directly.  Reimbursement 
to  certified  providers  is  based  on  reasonable  costs. 

Physical  therapy  service  must  be  given  by  or  under  the  super- 
vision of  fully  qualified  physical  therapists,  i.e.,  graduates  of 
programs  in  physical  therapy  approved  by  the  Council  on  Medical 
Education  of  the  American  Medical  Association  in  collaboration 
with  the  American  Physical  Therapy  Association     (APTA)     or  the 
equivalent . 

Requested  Change  in  Coverage 

The  APTA  requests  that  provision  be  made  to  cover  services 
rendered  by  self-employed  physical  therapists  whether  provided  in 
their  offices  or  in  other  settings.     The  Association  states  that 
the  physician-physical  therapist-patient  relationship  is  disturbed 
because  coverage  is  not  available  unless  the  physician  refers  his 
patients  to  the  therapist  through  one  of  the  approved  providers. 
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APTA  believes  that  this  lack  of  coverage  for  independently  prac- 
ticing therapists  blocks  full  utilization  of  available  manpower 
because  some  therapists  are  available  who  are  not  associated  with 
certified  agencies.     In  the  view  of  the  Association,  the  1967 
amendment  has  not  solved  these  problems.     (See  Association  state- 
ment, Appendix  B.) 

Needs  of  Aged  for  Services 

According  to  the  National  Health  Survey,   approximately  85  per- 
cent of  the  aged  have  one  or  more  chronic  conditions  and  45  percent 
of  these  have  some  limitation  in  activity  because  of  these  condi- 
tions.'''    Almost  40  percent  of  those  over  65  years  of  age  have 
limitations  of  activity  resulting  from  arthritis  and  rheumatism, 
compared  with  21  percent  of  those  aged  45-64  and  17  percent  for 
all  under  age  45.     Orthopedic  impairments  affect  33  percent  of  the 
aged  in  comparison  with  26  percent  of  those  45-64  and  17  percent 
of  those  under  45.     Cerebral  vascular  accidents,   amputations  and 

various  other  conditions  are  all  found  in  high  percentages  among 
2 

the  elderly.       Physical  therapy  is  widely  applicable  in  manage- 
ment of  such  problems  associated  with  the  aged.       While  complex 
equipment  may  be  used  in  clinical  settings,   effective  services 
can  be  rendered  with  improvised  means  in  other  settings. 
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Services  of  Physical  Therapists 

Physical  therapists  do  not  make  diagnoses  pertaining  to  the 

illness  of  patients,  but  they  may  assist  the  physician  in  his 

diagnosis  by  various  tests  and  in  treatment  planning  through 

evaluation  of  the  patient's  body  malfunction.     The  code  of  ethics 

of  the  APTA  states:     "Physical  therapy  is  a  medical  service  and 

therefore  is  regarded  as  an  integral  part  of  this  field.  The 

physical  therapist  shall  carry  on  the  techniques  of  the  profession 
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only  with  adequate  and  specific  medical  direction." 

Physical  therapists  are  prepared  by  education  to  treat 
patients  who  have  disabilities  as  the  result  of  accidents,  con- 
genital defects  or  illness  in  which  muscles,  nerves,  joints  or 
bones  may  be  affected.     Physical  therapists  teach  patients  how  to 
perform  exercises  and  to  use  and  care  for  braces,  crutches  and 
artificial  limbs.     They  use  a  wide  assortment  of  instruments  and 
equipment  which  aid  in  evaluation  of  the  patient's  condition  and 
potential  and  may  enhance  the  effectiveness  of  treatment.  Some 
special  equipment,  which  requires  training  to  operate  safely,  is 
designed  to  expedite  patient  movement  or  handling. 

Physical  therapists  may  be  consulted  for  advice  in  adapting 
a  patient's  home  environment  for  safety  reasons  as  well  as  to  pro- 
mote progress  toward  recovery  or  rehabilitation.     They  frequently 
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play  an  important  role  in  helping  the  disabled  to  accept  and  to 
adjust  to  their  physical  handicaps.     They  may  also  show  family 
members  how  to  continue  treatment. 

The  trend  in  physical  therapy  practice  has  been  toward 
emphasis  on  the  consultant  role  as  well  as  greater  involvement 
in  community  activity  and  planning.     The  instruction  by  physical 
therapists  of  other  appropriate  health  workers  can  help  extend 
services  and  promote  uninterrupted  treatment.     Qualified  physical 
therapists  treat  many  types  of  patients,  and  the  demand  for  ser- 
vice for  disabled  older  persons  has  greatly  increased. 

Patterns  of  Practice 
Physician-Physical  Therapist  Relationship 

A  statement  issued  by  APTA  in  1968     states  that  the  physical 
therapist  provides  patient  care  only  upon  appropriate  referral  to 
the  therapist  or  physical  therapy  service  by  a  licensed  physician, 
and  assumes  responsibility  for  obtaining  clear  information  on  the 
patient's  diagnosis  and  any  contraindications  or  precautions  to  be 
observed.     The  therapist,  in  consultation  with  the  patient's  phy- 
sician, develops  treatment  objectives,  taking  into  account  diag- 
nosis, history,  results  of  examination,  recommendations  of  the 
physician,  and  the  therapist's  own  evaluation  of  the  patient's 
status.     The  therapist  obtains  authorization  to  initiate  and  carry 
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out  the  plan  of  physical  therapy  treatment  for  a  predetermined 
period,  evaluating  response  to  treatment  and  reporting  to  the 
referring  physician  at  agreed  intervals  or  as  necessary.  The 

therapist  alters  the  plan  of  treatment  as  warranted  by  the 

i  4 

patient  s  response  and  in  keeping  with  the  treatment  plan. 

The  therapist  periodically  reviews  the  plan,  effects  and 
goals  of  the  program,  and  when  necessary  consults  with  the  phy- 
sician regarding  continuation,  major  modifications,  or  termina- 
tion of  physical  therapy. 

Mode  of  Practice 

The  APTA  reports  that  58  percent  of  its  membership  are 
employed  by  hospitals  and  that  7  percent  work  full-time  and  15 
percent  part-time  in  nursing  homes.     Fifteen  percent  are  affili- 
ated with  public  health  or  home  health  agencies  on  a  full  or 
part-time  basis.     The  remainder  are  employed  in  schools  for  handi- 
capped children,  cerebral  palsy  centers,  industrial  medicine 
clinics,  and  in  educational  programs  relating  to  physical  therapy. 

The  number  of  physical  therapists  engaged  in  independent 
practice  is  unknown.     Approximately  500  are  reported  as  members 
of  the  self-employed  section  of  APTA,  but  some  of  these  may 
be  employed  at  least  part-time.  ■ 
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A  1967  Public  Health  Service  survey  of  extended  care  facili- 
ties and  home  health  agencies  reported  a  total  of  4,160 
extended  care  facilities  and  1,856  home  health  agencies  in  the 
Medicare  program.     Of  these,  3,176  and  1,259  respectively  reported 
that  they  provide  physical  therapy  service.^ 

Quality  and  Availability  of  Manpower 

The  APTA  collaborates  with  the  American  Medical  Association 
in  establishing  criteria  for  and  approving  schools  of  physical 
therapy.     The  National  Commission  on  Accrediting  recognizes  the 
AMA's  Council  on  Medical  Education  in  collaboration  with  APTA  as 
an  approved  accrediting  agency. 

Forty-six  colleges  and  universities  offer  programs  leading 
to  professional  qualification  in  physical  therapy  under  three  plans 
of  education:     42  have  a  four -year  bachelor  degree  course;  20  have 
12  or  16-month  certificate  courses  for  students  who  hold  a  bachelor1 
degree  in  other     than  physical  therapy;  and  five  have  a  two-year 
graduate  program  leading  to  a  master's  degree.     As  part  of  the 
total  educational  program,  all  plans  require  a  minimum  of  four 
months  clinical  experience,  under  the  supervision  of  qualified 
physical  therapists,  in  health  care  facilities. 

The  American  Physical  Therapy  Association  represents  approxi- 
mately 10,000  of  the  13,000  or  more  active  physical  therapists  in 
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the  United  States.     Exact  figures  are  not  available  on  approximately 
3,500  therapists  who  do  not  belong  to  APTA.     At  least  three  State 
organizations  of  physical  therapists  have  comparatively  small  mem- 
berships not  meeting  APTA  qualifications. 

The  number  of  qualified  physical  therapists  is  far  below  the 
number  in  demand  by  all  institutions,  facilities  and  agencies  pro- 
viding restorative  and  rehabilitative  services.     In  a  1966  survey 
of  manpower  resources  in  hospitals,  conducted  by  the  Public  Health 
Service  and  the  American  Hospital  Association,  physical  therapists 
were  identified  as  one  of  the  most  urgently  needed  categories  of 
personnel. 

Availability  of  manpower  varies  greatly  among  the  States, 
the  ratio  of  practitioners  to  population  ranging  from  a  high  of 
6.75  per  100,000  in  California  to  a  low  of  3.54  in  Wyoming. 

Physical  therapists  are  licensed  in  all  States  except 
Missouri  and  Texas.     However,  over  three-fifths  of  the  States  have 
provisions  that  serve  only  to  protect  the  title  of  the  licensed  or 
registered  physical  therapist.     There  are  many  licensed  therapists 
who  do  not  meet  current  professional  standards.  Consequently, 
requirements  in  addition  to  licensure,  such  as  those  utilized  by 
the  Medicare  program,  are  necessary  to  assure  that  treatment  is 
rendered  only  by  qualified  therapists. 
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Conclusions  and  Recommendations 

Physical  therapy  service  is  covered  by  present  law  in  a 
variety  of  settings  and  treatment  situations.     Not  covered 
are  services  of  therapists  when  they  practice  independently 
of  approved  providers  or  physician's  clinics. 
The  amount  of  additional  service  that  might  be  covered  by 
extending  coverage  to  independently  practicing  therapists  is 
small  in  comparison  to  the  amount  of  service  now  covered. 
Current  concepts  of  health  services  organization  indicate  that 
greater  comprehensiveness,  better  continuity  of  care,  and  more 
effective  and  efficient  use  of  manpower  in  health  programs  are 
achieved  in  organized  settings  than  in  independent  practice. 
Although  some  disturbances  in  the  physician-physical  therapist- 
patient  relationship  have  been  reported  by  APTA,  these  have 
been  isolated  instances  involving  independently  practicing 
therapists.     The  major  impact  of  present  coverage,  which 
emphasizes  coordination  of  services,  has  been  beneficial. 
A  change  in  present  coverage  to  include  independently  prac- 
ticing therapists  would  tend  to  stimulate  fragmentation  of 
service,  decrease  present  levels  of  coordination,  provide  less 
effective  utilization  of  scarce  therapist  manpower,  and  increase 
costs  of  service. 
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Recommendation 

It  is  recommended  that  coverage  for  services  of  physical 
therapists  remain  as  established  in  the  1967  Social  Security 
Amendments,  which  extended  coverage  to  outpatient  services  pro- 
vided by  approved  providers,  including  rehabilitation  agencies, 
clinics,  and  public  health  agencies  meeting  standards  established 
by  the  Secretary. 
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OCCUPATIONAL  THERAPY 

Present  Medicare  Coverage 

Occupational  therapy  services  are  covered  under  Medicare 
as  "other  therapeutic   services"  in  Medicare-approved  hospitals, 
extended  care  facilities,  and  home  health  agencies,  and  as 
incident  to  physicians'  services  where  conditions  for  "incident" 
coverage  are  met,  as  in  an  office  or  clinic  where  all  services 
are  physician-supervised.     Medicare  reimbursement  for  occupa- 
tional therapy  is  made  to  approved  providers  on  a  reasonable 
cost  basis  and  to  physicians  on  a  reasonable  charge  basis. 

Excluded  from  coverage  are  services  provided  by  independent 
practitioners  or  by  clinics  or  centers  that  are  not  physician- 
directed  . 

The  conditions  of  participation  for  hospitals,  extended 
care  facilities,  and  home  health  agencies  specify  that  services 
must  be  given  or  supervised  by  an  occupational  therapist  who 
is  registered  by  the  American  Occupational  Therapy  Association 
(AOTA)  or  who  is  a  graduate  of  a  program  approved  by  the  Council 
on  Medical  Education  of  the  American  Medical  Association,  and 
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who  is  in  the  process  of  accumulating  supervised  clinical 
experience  required  for  registration. 

Requested  Change  in  Coverage 

The  following  changes  in  coverage  requested  by  the  AOTA  are 
quoted  from  the  Association's  statement  in  Appendix  B: 

1.  The  services  of  qualified  occupational  therapists,  both 
in  rendering  treatment  services  and  in  a  professional 
consultant  capacity,  should  be  authorized  for  those  in 
need  of  such  services,   through  referral  by  a  physician 
in  the  usual  circumstances,  but  with  clear  provision 
for  direct  payment  to  such  qualified  occupational 
therapists  in  those  circumstances  where  the  interest  of 
the  patient  and  of  the  administration  of  the  health 
insurance  program  under  Title  XVIII  makes  this  a  more 
practical  and  efficient  arrangement.     This  principle 
and  procedure  should  be  built  into  the  law  and  regula- 
tions governing  all  institutional  care  (inpatient  and 
outpatient)  and  home  care  programs. 

2.  Similarly,  occupational  therapy  should  be  included  under 
the  supplementary  medical   insurance  program  (Part  B, 
Title  XVIII,  of  the  Social  Security  Act)  and  direct 
payment  for  their  services  as  independent  practitioners 
should  be  authorized  in  the  same  circumstance  described 
above . 

3.  The  concept  of  utilization  review  should  be  extended 
to  include  delivery  of  occupational  therapy  service 
and  that  of  all  other  professionals  whose  independent 
practice  is  reimbursed  under  Medicare. 

Services  of  Occupational  Therapists 
Occupational  therapy  is  defined  by  the  AOTA  as  "...the 
use  of  interest-motivating  activity  to  promote  and  maintain  health, 


to  prevent  disability,  to  evaluate  behavior  and  performance,  and 
to  treat  or  train  patients  with  physical  or  psycho-social  dys- 
function." ^    Patients  referred  to  occupational  therapists  are 
those  who  need  stimulation  for  some  form  of  activity,  are  unable 
to  handle  life  tasks,  have  perceptual -motor  or  neuromuscular 
dysfunction,  have  lost  joint  range  of  motion,  or  have  other 
problems  of  adjustment  to  the  environment. 

An  occupational  therapist  does  not  diagnose  a  patient's 
condition,  but  evaluates  the  need  for  occupational  therapy 
treatment  within  the  framework  of  the  diagnosis  provided  by  the 
physician.     Evaluation  consists  of  determining  functional  capacity, 
causes  of  dysfunction,  or  blocks  to  functioning.     Treatment  is 
directed  toward  developing  or  redeveloping  physical  and  psychic 
integration  for  improved  functioning  by  providing  interest- 
motivating  activity.     Emphasis  may  be  placed  upon  self-care 
skills  or  other  activities  of  daily  living.     The  creative  and 
manual  arts  and  techniques  from  recreation,  education,  and 
industry  are  commonly  used. 

Needs  of  the  Aged  for  Services 

The  prevalence  among  the  elderly  of  debilitating  conditions 
that  may  be  helped  by  occupational  therapy  techniques  has  been  well 
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established.     Conditions  most  likely  to  be  treated  by  occupational 
therapists  include  fractures,  arthritis  and  rheumatism,  cerebral 
vascular  accidents,  Parkinson's  disease,  chronic  brain  syndrome 
or  depression,  or  some  combination  of  chronic  conditions.  These 
conditions  tend  to  restrict  physical  mobility  and  normal  activity, 
often  precipitating  or  aggravating  mental  depression. 

Professional  Organization 

The  American  Occupational  Therapy  Association  (AOTA) , 
incorporated  in  1917,  is  the  only  national  professional  represen- 
tative of  the  profession.     The  National  Commission  on  Accrediting 
recognizes  the  Council  on  Medical  Education,  American  Medical 
Association,   in  collaboration  with  AOTA,  as  the  accrediting  agency 
for  university  educational  programs  for  occupational  therapists. 
An  occupational  therapist  must  successfully  complete  a  national 
registration  examination  to  become  registered.     Names  of  qualified 
therapists  in  good  standing  are  maintained  in  the  AOTA  registry. 
AOTA  also  certifies  occupational  therapy  assistants. 

Manpower 

The  number  of  qualified  occupational  therapists  in  active 
practice  is  not  sufficient  to  meet  present  demands  for  direct 
service  in  all  parts  of  the  country.     As  of  June     1968,  there 


were  8,399  registered  occupational  therapists,   1,092  certified 

occupational  therapy  assistants,  and  575  occupational  therapy 
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students.       A  1966  survey  of  manpower  resources  in  hospitals 
conducted  by  the  Public  Health  Service  and  the  American  Hospital 
Association  indicated  a  need  for  an  additional  2,271  occupational 

therapists  in  the  6,993  hospitals  surveyed.     Additional  assistants 

3 

needed  totaled  1,177. 

Variations  in  geographic  distribution  of  occupational 
therapists  indicate  a  scarcity  of  manpower  in  some  sections  of 
the  country.     The  number  of  practicing  occupational  therapists 
per  100,000  population  ranges  from  a  high  of  6.4  in  California 
to  a  low  of  1.7  in  Wyoming.     As  in  the  case  of  other  professionals, 
occupational  therapists  tend  to  move  to  urban  areas.     The  States 
of  New  York,  Pennsylvania,  Illinois,  Michigan  and  Wisconsin  account 
for  nearly  one-fourth  of  all  occupational  therapists  in  the 
United  States. 

The  AOTA  thus  far  has  not  sought  licensure  for  therapists, 
relying  instead  upon  its  own  standards  of  certification  for 
individuals.     However,  with  the  emergence  of  allied  health 
professional  schools,   impetus  has  been  given  to  enactment  of 
blanket  licensure  laws  which  will  affect  the  practice  of  occupa- 
tional therapy.     Pennsylvania  has  a  law  requiring  all  practicing 
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allied  health  professionals  to  be  licensed.     No  State  has  enacted 
a  licensure  law  dealing  with  occupational  therapy  as  a  specific 
entity.     However,  Puerto  Rico  has  such  a  law. 

Approximately  500  students  graduate  from  occupational 

therapy  programs  each  year.     Since  1960,  a  total  of  3,945  have 

taken  the  registration  examination.     It  is  not  known  how  many 

students  could  be  accommodated  in  existing  training  programs,  but 

all  new  programs  have  reported  urgent  need  for  qualified  faculty 
4 

members . 

There  are  two  major  patterns  in  the  education  of  occupational 
therapists.     First,  many  universities  (over  35)  offer  a  bacca- 
laureate degree  to  students  majoring  in  occupational  therapy. 
Second,  other  programs  require  the  completion  of  the  baccalaureate 
degree  prior  to  admission.     These  students  receive  a  certificate 
in  occupational  therapy  after  finishing  one  year  of  academic  study 
in  addition  to  clinical  training.     All  accredited  programs  of 
occupational  therapy  must  include  a  minimum  of  six  months  of  super- 
vised clinical  practice. 

One  approach  to  solving  the  manpower  problem  has  been  the 
institution  of  training  programs  for  occupational  therapy  assis- 
tants and  the  use  of  aides  and  trained  volunteers.    Refresher  courses 


51 


for  nonpract icing  occupational  therapists,  workshops,  and  plans 
for  continuing  education  are  techniques  used  by  AOTA  to  improve 
and  extend  the  service  of  its  members. 

Patterns  of  Practice 

Physician-Practitioner  Relationship 

The  traditional  physician-practitioner  relationship  has  been 
based  upon  a  prescription  from  the  physician  in  which  objectives, 
techniques,  and  procedures  were  specified.     As  changes  have 
occurred  in  patterns  of  giving  care,  the  relationship  has  become 
one  of  referral  from  the  physician  to  the  occupational  therapist, 
with  a  request  to  aim  for  designated  goals.     In  this  case  the 
therapist  determines  the  techniques  and  modalities  to  use.  The 
AOTA  envisions  a  new  relationship  of  collaboration  with  the 
physician  and  other  professional  personnel  in  which  contact 
can  be  initiated  by  either  the  physician  or  therapist. 

Mode  of  Practice 

Approximately  two-thirds  (5,600)  of  the  total  registered 
occupational  therapists  work  in  hospitals.     The  others  are 
employed  by  such  institutions  as  schools  for  the  retarded  and 
brain-injured,  half-way  houses,  rehabilitation  centers,  and 
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institutions  for  treatment  of  the  alcoholic  or  drug  addicted.  The 
AOTA  reports  that  more  therapists  now  are  being  employed  by 
extended  care  facilities,  nursing  homes  and  home  health  agencies. 
The  Association  believes  that  less  than  5  percent  (420)  of  its 
active  members  engage  in  independent,  private  practice.  However, 
an  increasing  number  provide  consultation  to  extended  care 
facilities  on  a  part-time  contractual  basis  as  independent 

practitioners,  with  Medicare  payment  included  in  institutional 

.  ,  5 
reimbursement . 

A  1967  survey  by  the  Public  Health  Service  showed  a  total 

of  4,160  extended  care  facilities  participating  in  Medicare  with 

2,227  offering  occupational  therapy  services,  and  1,856  partici- 

6 

pating  home  health  agencies  with  261  offering  such  services. 
Part-time  service  may  be  given  to  a  number  of  agencies  by  the 
same  individual.     In  some  cases  the  service  is  provided  by  a 
health  professional  other  than  a  qualified  occupational  therapist. 

Quality;     Indicators  and  Controls 

The  quality  of  service  rendered  depends  upon  the  competency 
of  the  individual  practitioner.     In  turn,  his  qualifications  are 
related  to  the  standards  required  for  accreditation  of  the 
educational  program.     The  profession  believes  that  present 


approved  programs  adequately  prepare  therapists  to  render  direct 
service  to  patients  of  all  ages. 

Under  present  coverage,  supervision  given  by  the  provider 
agency  is  a  means  of  maintaining  quality  of  service.     The  Conditions 
of  Participation  require  that  therapy  services  be  supervised 
by  appropriate  professional  personnel  and  that  they  be  on  a 
planned  basis,  with  periodic  review  frequent  enough  to  assure 
adequate  evaluation  of  individual  treatment  plans  and  progress. 

Conclusions  and  Recommendation 

Currently,  under  Part  B,  most  patients  requiring  occupational 
therapy  services  are  dependent  upon  hospital  outpatient  departments 
or  home  health  agencies  that  provide  the  services.     Many  Medicare 
beneficiaries  do  not   live  in  communities  that  have  a  home  health 
agency,  and  a  1967  survey  of  home  health  agencies  showed  that  less 
than  15  percent  offered  occupational  therapy  as  a  service.^ 
Many  patients  do  not  meet  the  eligibility  requirements  for  home 

health  services  because  they  are  not  home-bound,  do  not  need 
skilled  nursing  care,  or  do  not  meet  other  requirements.  The 
need  only  for  occupational  therapy  services  is  not  a  sufficient 
condition  of  eligibility  for  home  health  services. 
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In  some  communities,  outpatient  therapy  services  may  be  offered 
by  programs  or  by  practitioners  not  presently  eligible  for  Medicare 
reimbursement.     This  limits  the  effective  use  of  all  available 
personnel,  equipment,  and  services. 

In  considering  changes  in  coverage,   it  is  essential  to 
insure  that  the  health  and  safety  of  patients  is  not  endangered. 
Comprehensive  management  of  health  care  for  the  elderly  who  have 
multiple  and  complex  disorders  is  the  responsibility  of  the 
primary  physician.     Thus  the  relationship  between  the  physician 
and  the  allied  health  professional  must  be  one  in  which  each 
recognizes  and  respects  the  role  and  responsibility  of  the  other. 

For  the  patient  to  receive  maximum  benefit  of  occupational 
therapy  and  other  services,  there  must  be  an  individualized  plan 
of  management  either  originated  or  approved  by  the  physician  who 
is  responsible  for  the  patient.     Careful  planning  and  efficient 
organization  are  measures  for  protection.     This  is  especially 
pertinent  in  the  area  of  rehabilitation  inasmuch  as  the  activi- 
ties carried  out  by  various  types  of  therapists  do  not  have 
distinct  delineation--their  duties  overlap  and  often  merge. 
The  plan  for  patient  rehabilitation  must  consider  the  appropriate 
point  in  time  when  a  specific  form  of  treatment  is  most  beneficial 


55 


to  progress,  recovery,  and  ultimate  goals.     This  requires  coopera- 
tion and  coordination  among  all  health  professionals  providing 
services.     Thus,  a  system  under  which  a  number  of  allied  health 
professionals  give  independent  service  without  coordination  fails 
to  meet  the  needs  of  elderly  patients  with  multiple  problems. 

Recommendation 

It  is  recommended  that  coverage  be  expanded  for  services 
of  occupational  therapists  provided  by  organized  agencies,  centers, 
or  other  programs  that  are  not  presently  eligible  for  participation 
and  that  meet  requirements  established  by  the  Secretary  and 
designed  to  promote  maximum  coordination,  continuity,  and  quality 
of  care,  and  to  which  patients  are  referred  by  a  physician,  who 
establishes  a  plan  for  the  patient's  total  care  and  who  retains 
over-all  responsibility  for  patient  management.  Reimbursement 
for  services  would  be  to  the  provider  agency,  center,  or  program 
on  the  basis  of  reasonable  cost. 


56 


Footnotes : 

1.  American  Occupational  Therapy  Association,  Occupational 
Therapists  in  Health  Services,   (Report  submitted  to  the 
Public  Health  Service  by  Harriet  Tiebel,  Executive  Director, 
American  Occupational  Therapy  Association,  August  6,  1968), 
p.   3.  (Mimeographed) 

2.  See  page  2,  footnote  1  above. 

3.  U.S.,  Department  of  Health,  Education,  and  Welfare,  Public 
Health  Service,  Bureau  of  Health  Manpower,  and  American 
Hospital  Association,  Manpower  Resources  in  Hospita Is- 1966 
(Chicago:     American  Hospital  Association,  n.d.),  p.  3. 

4.  See  page  10,  footnote  1  above. 

5.  See  page  8,   footnote  1  above. 

6.  "Informal  Survey,"  Public  Health  Service,  Division  of  Medical 
Care  Administration,  Health  Resources  and  Development  Branch, 
1967. 


7. 


Ibid. 
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SPEECH  PATHOLOGY  AND  AUDIOLOGY 

Present  Medicare  Coverage 

Speech  pathology  and  audiology  services  are  covered  as 
"other  therapeutic  services"  when  provided  by  approved  hospitals, 
extended  care  facilities,  or  home  health  agencies.    The  services 
may  be  provided  by  an  employee  of  the  provider  or  by  an  outside 
source  (agency,  clinic,  or  independent  practitioner)  under  con- 
tract to  the  provider.     Billing  for  services  must  be  by  the 
provider,  to  whom  reimbursement  is  made  on  the  basis  of  reasonable 
cost . 

For  patients  receiving  care  from  a  physician  in  his  private 
office,  speech  pathology  and  audiology  services  are  covered  as 
incident  to  the  professional  services  of  the  physician,  provided 
they  are  furnished  under  the  direct,  personal  supervision  of  the 
attending  physician  or  of  another  physician.     Services  in  phy- 
sician-directed clinics  are  covered,  since  they  are  considered 
under  the  supervision  of  a  physician.     Services  provided  by 
independent  practitioners  or  by  clinics  or  centers  that  are  not 
physician-directed  are  not  covered.    Billing  must  be  by  the 
attending  physician,  or  by  the  physician-directed  clinic.  Reim- 
bursement to  the  physician  is  on  the  basis  of  usual  and  customary 
fees . 
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In  addition,  for  diagnostic  audiologic  evaluation  upon  refer- 
ral from  a  physician,  Medicare  coverage  includes  services  of  qual- 
ified audiologists  in  independent  practice,  or  in  clinics  that  are 
not  physician-directed.     The  audiologist  or  the  clinic,   in  this 
case,  bills  the  fiscal  intermediary  directly  and  is  reimbursed  on 
the  basis  of  usual  and  customary  charges. 

A  lack  of  accessibility  of  services  may  exist  if  an  approved 
provider  has  no  speech  pathologist  or  audiologist  on  its  staff 
and  there  is  no  outside  source  of  services  with  which  it  can 
contract . 

Specifically  excluded  from  coverage  are  hearing  aids  and 
examinations  therefor,  along  with  other  related  services,  such 
as  educational  training  to  compensate  for  loss  of  hearing. 

Requested  Change  in  Coverage 

The  American  Speech  and  Hearing  Association  has  asked  that 
Medicare  coverage  be  extended  to  include  services  of  independent 
practitioners  and  clinics  that  are  not  physician-directed,  sub- 
ject to  physician  referral,  and  that  these  sources  of  services 
be  allowed  to  bill  Medicare  directly.     (See  Association's  state- 
ment in  Appendix  B.) 
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Needs  of  the  Aged  for  Services 

Persons  over  age  65  have  a  rate  of  hearing  impairments  several 
times  that  of  other  age  groups;  their  rate  of  speech  defects  is  ex- 
ceeded only  by  the  under-25  age  group.   ^    Yet  in  1968  only  12.7 
percent  of  the  patients  in  speech-hearing  clinics  that  serve  adults 
were  age  65  and  over  --  about  the  same  percentage  represented  in 
the  total  population  by  this  age  group,  despite  its  much  higher  rate 
of  impairment. 

The  greatest  difficulty  in  considering  needs  of  geriatric  pa- 
tients for  these  services  is  the  lack  of  research  into  types  of 
speech-hearing  impairments  among  the  aged,  and  lack  of  evaluation 
of  the  efficacy  of  current  methods  of  treatment.     Available  data 
do  not  distinguish  between  impairments  requiring  routine  care  and 
evaluations  for  hearing  aids,  which  are  specifically  excluded  under 
Medicare,  and  those  requiring  the  diagnostic  and  therapeutic  services 
that  are  covered. 

Services  of  Speech  Pathologists  and  Audiologists 

Speech  pathology  and  audiology  are  considered  one  discipline, 
but  practitioners  must  be  specialized  in  one  or  the  other,  and  some 
are  fully  qualified  in  both.     The  scientific  base  of  this  profession, 
particularly  of  audiology,  has  been  greatly  expanded  and  improved 
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since  World  War  II  due  to  advances  in  electronics  and  engineering, 
and  the  resultant  development  of  more  sophisticated  diagnostic 
ins  t rumen t at  ion . 

Speech  Pathology 

The  speech  pathologist  evaluates  and  diagnoses  speech  disorders 
and  provides  therapy  to  correct  or  alleviate  the  problem.    He  uses 
an  extensive  battery  of  standardized  tests  and  special  electronic 
instruments  to  evaluate  and  describe  the  disorder.  Re-education 
and  training  techniques,  specific  to  the  disorder,  are  employed  to 
restore  function  to  the  extent  possible. 

Therapeutic  services  are  largely  confined  to  three  conditions: 
(1)  aphasia,  resulting  from  brain  damage  caused  by  such  conditions 
as  stroke,  trauma,  brain  tumor  and  degenerative  diseases;   (2)  dysar- 
thria, a  defect  in  articulation  in  which  mental  function  is  intact, 
usually  caused  by  diseases  of  the  nervous  system  such  as  Parkin- 
sonism, myasthenia  gravis,  or  multiple  sclerosis;  and  (3)  aphonia, 
the  loss  of  voice  due  to  diseases  of  the  larynx  or  vocal  cords. 

For  patients  with  aphonia,  restoration  of  speech  is  possible 
through  re-education  and  training.    For  most  cases  of  aphasia,  many 
experts  believe  that  speech  training  is  worthwhile,  although  the 
value  of  contemporary  methods  has  never  been  critically  evaluated. 
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In  milder  cases  of  aphasia,  the  use  of  speech  therapy  undoubtedly 
hastens  the  patient's  recovery,  but  for  patients  with  severe 
aphasia,  reassurance  and  psychologic  support  are  probably  the 
major  benefits.     Therapy  appears  of  little  value  for  patients 
with  severe  global  aphasia,  who  can  neither  speak  nor  understand, 
nor  for  those  with  dysarthric  conditions  caused  by  generalized 
neurologic  diseases. 

Audio logy 

The  audiologist  uses  a  large  array  of  specialized  electronic 
equipment  designed  for  advanced  audiometric  testing.  Testing 
must  be  carried  out  in  specially  constructed,   sound -isolated 
rooms.     All  equipment  must  have  frequent  and  detailed  calibra- 
tion and  maintenance. 

The  audiologist  performs  diagnostic  tests  necessary  for  the 
physician's  medical  diagnosis.     When  hearing  loss  is  irreversible 
or  medical-surgical  treatment  is  not  feasible,  he  evaluates  the 
impairment  and  provides  non-medical  treatment.     The  latter  func- 
tion includes  evaluations  for  hearing  aids,  which  are  excluded 
under  Medicare,  and  assistance  in  adjustment  to  their  use. 
Vudiologic  diagnostic  tests  assist  the  physician  in  determining 
the  type  and  severity  of  hearing  loss  and  whether  or  not  the 
condition  can  be  remedied  by  surgical  procedures   (as  in  patients 
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with  otosclerosis)  or  by  a  hearing  aid.     They  also  assist  the 
otologist  in  diagnosing  other  disorders  and  may  help  to  differ- 
entiate tumors  of  the  auditory  nerve  from  more  benign  disorders 
of  the  inner  or  middle  ear. 

Summary 

Two  facts  relevant  to  Medicare  coverage  emerge  from  review 
of  these  functions.     First  is  that  patients  receiving  speech- 
hearing  services  covered  under  Medicare  are  suffering  from  organic 
diseases,  frequently  quite  severe.     Failure  of  practitioners  to 
detect  and  correctly  interpret  changes  in  symptomatology  could 
constitute  a  hazard  to  patients,  with  serious  consequences. 
Second  is  that  effective  functioning  of  practitioners  and  the 
quality  of  services  provided  depends  to  a  great  extent  on  the 
availability  of  an  adequate  range  of  equipment  and  an  appropriate 
environment  in  which  to  provide  services. 

Professional  Organizations 

There  are  two  national  professional  associations  concerned 
with  speech  pathology  and  audiology. 

The  American  Speech  and  Hearing  Association  (ASHA) ,   found ed 
in  1925  by  a  group  of  school  speech  therapists,  is  the  national 
professional  representative  organization  of  speech  pathologists 
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and  audiologists .     It  has  a  certification  program  for  individual 
practitioners,  is  recognized  by  the  National  Commission  on 
Accrediting  as  the  accreditation  agency  for  educational  programs, 
and  maintains  a  registration  program  for  agencies  providing  ser- 
vices.    It  collects  and  distributes  statistics  related  to  the 
profession  and  takes  official  positions  on  matters  of  interest 
to  the  profession.     ASHA  has  been  energetic  in  officially  urging 
that  Medicare  coverage  be  extended  to  include  services  of  speech 
pathologists  and  audiologists  in  independent  practice.     For  these 
reasons,  ASHA  was  asked  to  submit  a  report  on  the  profession  for 
use  in  this  study,  and  its  representatives  were  invited  to  pre- 
sent ASHA's  views  on  Medicare  coverage  to  the  Ad  Hoc  Consultant 
Group. 

The  National  Association  of  Hearing  and  Speech  Agencies 
(NAHSA) ,  founded  in  1919  by  groups  of  laymen  who  were  hard  of 
hearing,  has  since  acquired  a  clinical  and  professional  orienta- 
tion but  has  retained  its  interest  in  availability  and  quality 
of  services  at  the  community  level  and  in  stimulating  interest 
and  activities  in  prevention  and  remediation  of  speech  and 
hearing  defects.     It  has  no  standard-setting  programs  but  is 
interested  in  seeing  an  effective  accreditation  program  for 
agencies  and  clinics  providing  speech  and  hearing  services, 
although  it  has  not  participated  in  ASHA's  registration  program 
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for  these  agencies.     NAHSA  has  taken  no  official  position  on 
extension  of  Medicare  coverage  for  services  of  speech  pathologists 
and  audiologists  in  independent  practice. 

Patterns  of  Practice 

Physician-Practitioner  Relationship 

For  purposes  of  Medicare  coverage,  ASHA  accepts  the  desir- 
ability of  physician-referral  for  speech-hearing  services,  and 
in  its  requirements  for  hearing  centers  providing  evaluations 

for  hearing  aids  it  is  quite  specific  in  requiring  prior  otologic 
3 

examination.      Generally,  however,  patients  need  not  be  referred 

by  a  physician:     "Primary  referral  and  consultation  channels  would 

be  to  and  from  physicians,  dentists,  psychologists,  social  workers 

special  educational  personnel,  and  various  rehabilitative  special- 
4 

ists."        Presumably,  therefore,  speech  pathologists  and  audiolo- 
gists may  function  as  the  point  of  entry  for  patients  into  the 
medical  care  system.     Regarding  supervision  of  these  practitioners 
ASHA  says:     "Speech  pathologists  and  audiologists  accept  profes- 
sional supervision  and  direction  (as  contrasted  with  administra- 
tive direction)  only  from  those  qualified  within  their  own  dis- 
cipline, and  assume  full  ethical  and  legal  responsibility  for 
their  own  professional  conduct  and  the  welfare  of  their  clients.""* 
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Mode  of  Practice 

The  prevailing  mode  of  practice  of  speech  pathology  and 

audiology  is  within  some  type  of  organized,   institutional  setting. 

In  a  1968  survey,  only  230  practitioners  reported  that  they  were 

6 

in  full-time  independent  practice.       In  1964  the  majority  of 

active  practitioners   (56.5  percent)  was  employed  in  elementary 

and  secondary  schools;   18.5  percent  were  employed  in  hospitals, 

7 

rehabilitation  centers,  and  speech-hearing  clinics. 

Speech  pathology  and  audiology  services  in  many  hospitals, 
extended  care  facilities,  and  home  health  agencies  are  provided 
through  contractual  arrangements  with  independent  practitioners. 
It  is  believed  that  most  of  these  practitioners  are  working  full- 
time  in  other  positions  --  many  of  them  in  school  systems  --  and 
practicing  privately  in  their  spare  time. 

Possibly  because  of  the  great  diversity  in  types  of  centers 
and  clinics  providing  speech-hearing  services,  there  is  no  central 
source  of  data  about  them.     Several  agencies  collect  scattered 
statistics  about  the  voluntary  nonprofit  and  governmental  centers, 
but  none  are  comprehensive  and  they  frequently  overlap,   so  the 
data  is  of  minimal  use.     In  addition  to  the  known  voluntary  and 
governmental  sources  of  services,  there  are  many  proprietary 
clinics  that  would  be  interested  in  Medicare  coverage  for  ser- 
vices of  independent  practitioners. 
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Quality:     Indicators  and  Controls 

There  are  no  State  licensure  programs  for  speech  pathologists 

and  audiologists ,  and  ASHA's  official  position  is  that  licensure 

g 

is  not  necessary  at  this  point.        Hence,  the  only  assurance  of 
quality  of  services  lies  in  ASHA's  standards  for  educational  pro- 
grams, individual  practitioners,  and  agencies  providing  services. 

Speech  and  hearing  dysfunctions  in  the  aged  frequently  are 
symptoms  of  severe  organic  disease.     The  safety  of  the  patient, 
therefore,  depends  upon  the  practitioner's  competence  to  observe 
and  recognize  the  significance  of  any  changes  in  the  patient's 
condition  indicating  need  for  consultation  or  referral  to  a  phy- 
sician.    Educational  programs  and  certification  requirements  must 
be  evaluated  in  terms  of  assuring  this  competence. 

Educational  Programs 

ASHA's  school  accreditation  program  was  started  in  1964;  as 

of  September  1968,  only  18  of  the  189  eligible  schools  (those 

offering  graduate  degrees)  were  accredited;  82  schools  with 
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bachelor's  programs  only  are  not  eligible.        With  the  rapid  de- 
velopments in  this  field  and  the  expansion  of  enrollments,  schools 
have  found  it  difficult  to  expand  capacity  and,  at  the  same  time, 
develop  faculty  and  curriculum  to  keep  pace  with  new  knowledge  and 
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new  techniques.     For  many  of  them,  attaining  accreditation  will 
take  some  time.     No  doubt  the  accreditation  program  will  move 
ahead,  but  too  few  schools  are  now  accredited  for  this  program 
to  offer  assurance  of  quality  of  graduates. 

Accreditation  requirements  probably  are  adequate  to  assure 
competence  of  graduates  in  working  with  children  in  educational 
settings,   the  traditional  career  for  these  graduates.  However, 
they  do  not  assure  that  graduates  will  have  had  any  training  or 
clinical  experience  with  geriatric  patients.     While  the  require- 
ments state  that  students  should  have  academic  training  and 
experience  with  a  range  of  conditions  and  age  groups,  no  specific 
mention  is  made  of  geriatric  care. 

Certification  of  Individual  Practitioners 

ASHA  recently  revised  its  certification  requirements  to: 
(1)  require  a  master's  degree  rather  than  a  bachelor's;  (2) 
reduce  years  of  required  experience  from  four  to  one;   and   (3)  add 
a  requirement  for  the  passing  of  a  comprehensive  examination. 

For  a  time,  the  program  will  be  in  transition,  and  diffi- 
culties are  similar  to  those  of  the  educational  accreditation 
program: 

1.     Fewer  than  half  of  ASHA  members  are  certified,  and  there 
are  many  non-member  practitioners  who  are  not  eligible 
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for  certification.    With  dependence  on  the  examination 
rather  than  on  years  of  experience  to  establish  compe- 
tence, it  becomes  more  difficult  to  determine  equiva- 
lency, yet  services  of  non-certified  practitioners  must 
be  covered  by  Medicare  or  the  availability  of  manpower 
would  be  pitifully  inadequate. 
2.     Certification  requirements  do  not  assure  that  practi- 
tioners will  have  had  academic  or  clinical  training 
with  geriatric  patients.     In  reply  to  a  question  from 
the  Ad  Hoc  Consultant  Group  on  this,  an  ASHA  spokesman 
stated  that,  in  the  actual  examination  for  certifica- 
tion, ASHA  goes  beyond  the  written  requirements  and  that 
certified  practitioners  are  likely  to  have  had  opportun- 
ity to  observe  geriatric  patients  with  speech  and  hear- 
ing dysfunction.    Without  a  specific  requirement,  however, 
there  remains  a  question  as  to  the  safety  of  patients 
with  these  practitioners  in  an  unsupervised  setting. 

Registration  Program  for 
Agencies  Providing  Services 

ASHA's  registration  program  for  service  agencies,  like  that 
for  schools,  has  not  progressed  far  enough  to  have  an  impact  on 
quality  of  services.     Only  18  agencies  are  registered,  even 
though  the  program  started  about  1960.^  Since  registration 
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carries  little  advantage,  there  is  little  motivation  to  seek  it. 
These  agencies  are  in  a  variety  of  settings,  many  of  them  multi- 
disciplinary,  which  do  not  lend  themselves  to  this  particular  pro- 
gram.    It  is  possible  that  a  joint  approval  program,  similar  to 
that  of  the  Joint  Commission  on  Accreditation  of  Hospitals,  might 
have  more  success. 

Manpower 

A  conservative  estimate  of  manpower  needs  in  speech  pathology 

and  audiology  is  27,000  practitioners  by  1970.     This  projected 

need  is  based  on  services  being  required  by  3  percent  of  the 

population.  *    This  same  source  estimates  that  present  clinical 

facilities     are  adequate  to  meet  only  10  percent  of  the  need 

12 

for  qualified  services.         In  response  to  an  ASHA  query  to  school 

departments,  the  reason  given  most  frequently  by  the  departments 

for  not  raising  their  standards  to  ASHA  criteria  was  the  short- 

13 

age  of  qualified  personnel. 

Total  Qualified  Practitioners 

In  1967,  ASHA  and  its  State  affiliates  had  15,514  members, 

14 

of  which  11,641    were  in  active  practice.        As  of  July  1968, 
40  percent  of  ASHA  members  (4,546  practitioners)  were  certified 
in  speech  pathology  and  7  percent  (892  practitioners)  in  audiology. 
However,  pending  for  approval  were  3,994  applications  in  speech 
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pathology  and  1,097  in  audiology.         In  addition  to  members  of  ASHA 
and  its  affiliated  State  associations,  there  is  an  unknown  number 
of  practitioners   (estimated  at  5,000)  who  either  are  not  eligible 
for  membership  or  do  not  choose  to  become  members.     Four  States  do 
not  have  associations  affiliated  with  ASHA. 

Practitioners  Available  for  Geriatric  Care 

In  1964,  only  18.5  percent  of  active  practitioners  were 
employed  in  the  principal  sources  of  services  for  adults  (hos- 
pitals, rehabilitation  centers,  and  speech-hearing  clinics  not 
identified  with  schools).     An  additional  16.8  percent  were  in 
colleges  and  universities  where  they  provide  some  services  in 
school-affiliated  clinics.     Approximately  60  percent  were  in 
settings  not  providing  services  to  adults.^ 

The  independent  practitioners  were  in  the  remaining  4.9  per- 

17 

cent  that  included  "all  other"  practitioners.        A  more  recent 

survey  showed  230  speech  pathologists  and  audiologists  in  full- 

-  ,  .18 
time  independent  practice. 

Number  of  Graduates 

The  schools  have  increased  their  capacities  tremendously  -- 

19 

from  1,694  graduates  in  1957-58  to  an  estimated  5,864  in  1966-67. 
This  discipline  is  usually  taught  in  departments  of  "speech,"  but 
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in  a  few  cases  it  is  in  departments  of  "speech  and  drama,"  and  in 

20 

one  case  in  a  department  of  "speech,  drama,  and  dance."  Hence, 
how  many  of  these  graduates  were  prepared  for  careers  in  speech 
pathology  and  audiology  is  not  known. 

Conclusions  and  Recommendations 

It  is  concluded  that  speech  pathology  services  are  generally 
useful  to  the  aged  with  such  disorders  as  dysphasia,  dysarthria, 
or  aphonia,  and  are  necessary  in  such  cases  as  otologic  diagnostic 
evaluation  or  rehabilitation  following  laryngectomy.  Therefore, 
to  the  extent  that  changes  in  Medicare  coverage  can  make  these 
services  more  accessible  to  beneficiaries,  with  assurances  of 
quality  of  care,   safety  of  the  patient,  and  reasonable  costs, 
such  changes  should  be  considered. 

Safety  of  the  patient  and  quality  and  appropriateness  of 
the  services  depends  upon  the  competence  of  the  practitioners  to 
recognize  the  need  for  consultation  and  referral,  and  his 
knowledge  of  the  limitations  of  his  discipline.     ASHA's  accredi- 
tation program  for  educational  programs  and  its  certification 
program  for  practitioners,  while  adequate  in  concept  generally, 
do  not  yet  encompass  a  sufficient  number  of  schools  or  practi- 
tioners to  assure  quality  of  services     for  geriatric  patients. 
Hence,   it  is  concluded  that  provision  of  services,  on  referral 
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from  a  physician,  in  various  types  of  organized,  institutional 
settings  is  the  most  satisfactory  means  of  assuring  high  quality 
of  care  and  the  safety  of  the  patient. 

The  services  of  audiologists  appear  to  be  fully  and  ade- 
quately covered  at  present  for  those  functions  not  specifically 
excluded  by  the  Medicare  legislation.     However,  coverage  for 
speech  pathologists  are  not  fully  covered  in  all  types  of 
organized  settings  providing  the  services;  clinics  and  centers 
that  are  not  physician-directed  are  not  now  covered. 

Recommendation 

It  is  recommended  that  coverage  be  expanded  for  services 
of  speech  pathologists  provided  by  organized  agencies,  centers, 
or  other  programs  that  are  not  presently  eligible  for  partici- 
pation and  that  meet  requirements  established  by  the  Secretary 
and  designed  to  promote  maximum  coordination,  continuity,  and 
quality  of  care,  and  to  which  patients  are  referred  by  a  phy- 
sician,  who  establishes  a  plan  for  the  patient's  total  care 
and  who  retains  over-all  responsibility  for  patient  management. 
Reimbursement  for  services  would  be  to  the  provider  agency,  center 
or  program  on  the  basis  of  reasonable  cost. 

It  is  recommended  that  no  changes  be  made  in  present  coverage 
for  services  of  audiologists. 
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CLINICAL  PSYCHOLOGY 

Present  Medicare  Coverage 

Currently,  the  Medicare  program  covers  diagnostic  and  thera- 
peutic services  of  qualified  clinical  psychologists  when  they  are 
performed  as  part  of  the  services  of  a  Medicare-approved  hospital, 
extended  care  facility,  or  home  health  agency.     Such  psychology 
services  may  be  provided  by  an  employee  of  the  provider  or  by  an 
independent  practitioner  through  a  contractual  agreement  with  the 
provider.     Reimbursement  for  services  must  be  made  to  the  provider 
on  the  basis  of  reasonable  cost. 

A  psychologist's  diagnostic  and  therapeutic  services  also  may 
be  covered  as  services  "incident"  to  physicians'   services.  This 
type  of  coverage  commonly  occurs  in  physician-directed  clinics. 
Reimbursement  is  made  to  the  physician  or  to  the  clinic  on  the 
basis  of  reasonable  charges. 

In  addition,  diagnostic  psychological  testing  services 
of  an  independent  practitioner  may  be  covered  as  "other 
diagnostic  tests"  when  performed  in  accordance  with  the 
written  order  of  a  physician.     Reimbursement  for  diagnostic 
services  of  independently  practicing  psychologists  is  based 
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on  reasonable  charges.     Payment  may  be  made  directly  to 
the  psychologist  upon  the  beneficiary's  assignment  of  payment 
to  hiia}or  the  psychologist  may  bill  the  beneficiary  who  then 
may  seek  payment  from  Medicare.    Therapeutic  services  performed 
by  an  independently  practicing  psychologist  are  not  covered. 

Changes  Requested 

The  American  Psychological  Association  (APA)  has  asked  that 
Medicare  coverage  be  extended  to  provide  for  reimbursement  of 
independently  practicing  psychologists  for  both  diagnostic  and 
therapeutic  service  without  requiring  either  referral  or  super- 
vision by  a  physician  or  that  the  service  be  incidental  to  a 
physician's  service. 

The  APA  believes  that  present  Medicare  legislation,  which 
requires  medical  referral  and  medical  direction  for  outpatient 
mental  health  services,  provides  no  assurance  of  either  the 
health  or  safety  of  the  patient.    The  APA  believes  that  "such 
inter-position,  required  by  statute,  denies  to  psychologists 
the  exercise  of  their  own  professional  responsibilities  in 
patient  disposition  and  management."''"  The  APA    states:  "The 
psychologist  is  bound  by  his  own  code  of  ethics  to  seek 
consultation  and  to  make  referrals  according  to  his  best 
professional  judgement.     He  is  obligated  to  recognize  the 
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boundaries  of  his  competence  no  less  than  other  professional 
specialties."       (See  Association  Statement,  Appendix  B.) 

Needs  of  the  Aged  for  Services 

The  health  of  aging  patients  frequently  is  impaired  by 
many  related  medical,  surgical,  psychiatric,  psychological, 
social,  and  economic  problems.    After  age  45  there  is  a  steady 
increase  in  physiological  disorders  and  psychological  reactions 
to  such  disorders. 

In  a  1965  report  by  the  U.  S.  National  Health  Survey,  85 

percent  of  the  aged  were  found  to  suffer  from  at  least  one  major 

chronic  disease.     Diseases  of  the  heart,  hypertension,  and 
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arthritis  led  the  list.       Numerous  community  studies  have  shown 
a  significant  relationship  between  mental  and  emotional  impair- 
ment and  poor  physical  health  among  the  elderly.^     In  one  study, 
44  percent  of  those  patients  who  required  medical  services  were 
found  to  be  mentally  or  emotipnally  impaired. ~*    These  studies 
of  geriatric  age  groups  consistently  reveal  that  between  10  and 
20  percent  of  all  persons  age  65  and  over  show  significant  de- 
ficits in  intellectual  function.    More  aged  persons  suffer  from 
a  combination  of  physical,  mental,  and  emotional  disorders  than 

from  mental  disorders  alone.     In  1964,  15  of  every  1,000  persons 
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age  65  and  over  received  care  in  a  psychiatric  facility. 


The  psychotherapeutic  services  required  by  the  aged  patient 
are  often  different  from  those  required  by  other  age  groups. 
Most  aged  patients  with  mental  and  emotional  disorders  (in- 
cluding psychological  reactions  to  physical  illness)  can  benefit 
from  encouragement,  support,  and  discussion  of  these  problems. 
There  is  general  agreement  that  classical  insight  therapy,  e.g., 
psychoanalysis,  is  often  more  appropriate  for  age  groups  younger 
than  Medicare  beneficiaries.    Many  aged  patients  also  require 
psychiatric  drug  therapy,  often  on  a  continuing  basis. 

Thus,  many  patients  over  65  have  a  combination  of  physical 
and  psychological  problems  in  which  it  is  especially  difficult 
to  separate  the  treatment  of  physical  and  mental  disease. 

Services  of  Psychologists 

The  practice  of  psychology  is  defined  by  the  APA  in  their 
"Model  for  State  Legislation  Affecting  the  Practice  of  Psy- 
chology 1967"  as: 

.   .   .  rendering  to  individuals,  groups,  organiza- 
tions, or  the  public,  any  psychological  service 
involving  the  application  of  principles,  methods, 
and  procedures  of  understanding,  predicting,  and 
influencing  behavior  such  as  the  principles  per- 
taining to  learning,  perception,  motivation, 
thinking,  emotions,  and  inter-personal  relationships; 
the  methods  and  procedures  of  interviewing,  counsel- 
ing, and  psychotherapy;  of  constructing,  adminis- 
tering, and  interpreting  tests  of  mental  abilities; 
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aptitudes,  interests,  attitudes,  personality 
characteristics,  emotion,  and  motivation;  and 
of  assessing  public  opinion. 

The  application  of  said  principles  and  methods 
includes,  but  is  not  restricted  to:  diagnosis, 
prevention,  and  amelioration  of  adjustment  prob- 
lems and  emotional  and  mental  disorders  of  in- 
dividuals and  groups,  hypnosis ;.. .and  the 
resolution  of  interpersonal  and  social  conflicts. 

Psychotherapy  within  the  meaning  of  this  act 
means  the  use  of  learning,  conditioning  methods, 
and  emotional  reactions,  in  a  professional  rela- 
tionship, to  assist  a  person  or  persons  to  modify 
feelings,  attitudes,  and  behavior  which  are 
intellectually,  socially,  or  emotionally  maladjustive 
or  ineffectual. 

The  profession  of  psychology  has  a  number  of  sub-fields  ; 

the  largest  of  these  sub-fields,  clinical  psychology,  is  the  one 

to  which  proposed  changes  in  the  Medicare  program  are  addressed. 

Traditionally,  the  mental  health  team  comprises  psychiatrists, 

clinical  psychologists,  clinical  social  workers,  and  psychiatric 

nurses . 


Clinical  psychologists  are  active  participants  in  the 
diagnosis  and  treatment  of  mental  illness.     They  have  con- 
tributed much  of  the  basic  research  and  clinical  experience 
in  group  psychotherapy  and  behavior  modification.  Clinical 
psychologists  practice  brief  supportive  psychotherapy  as  well 
as  psycho-analytically  oriented  psychotherapy.     The  diagnostic 
contribution  of  clinical  psychologists,  when  dealing  with  the 
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aged,  is  as  a  part  of  the  medical  team  in  the  diagnosis  of 
physical,  social,  mental,  and  emotional  disorders.  The 

application  of  psychological  testing  to  the  psychiatrically 

impaired  aged  patient  is  an  important  tool  in  distinguishing 

functional  from  organic  impairment. 

Professional  Organization 

The  APA,  founded  in  1892,  is  the  major  psychological 
association  in  the  United  States  and  represents  all  special- 
ties of  psychology.     In  1968  it  is  estimated  there  were  28,000 

members,  about  85  to  90  percent  of  all  psychologists  eligible 
g 

for  membership.      APA  accepts  responsibility  for  coordinating 
and  developing  the  functioning  of  psychology  as  a  profession 
As  the  standard- setting  agency,  the  APA  has  a  certification 
program  for  individual  practitioners  and  is  recognized  by  the 
National  Commission  on  Accrediting  as  the  accreditation  agency 
for  education  programs.    As  the  national  voice  for  American 
psychologists,  the  APA  collects  and  disseminates  statistics 
and  information  related  to  the  profession. 

Manpower 

The  APA  has  no  firm  estimates  of  the  manpower  requirements 
for  clinical  psychologists  represented  by  the  aged  population. 
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It  does  not  collect  data  on  the  number  of  geriatric  patients 
served  by  clinical  psychologists.     Nevertheless,  the  APA 
believes  that  the  demand  continues  to  exceed  the  supply. 

In  1966,  approximately  16,000  of  APA  members  reported 

they  considered  their  work  related  to  mental  health;  about 

12,500  can  be  considered  "mental  health"  psychologists  when 

consideration  is  limited  to  the  specialties  of  clinical,  counsel- 

9 

ing,  and  school  psychology.       About  36  percent  of  the  total 
membership  are  clinical  psychologists,  most  of  whom  practice 
in  organized  settings  in  which  services  are  available  to  the 
aged.     Only  7  percent  of  all  psychologists  are  self-employed, 
although  many  are  engaged  in  part-time  independent  practice. 
Another  8  percent  are  in  private  industry.^    Approximately  950 
doctorates  in  psychology  are  granted  annually. 

Quality:     Indicators  and  Controls 

The  APA  establishes  standards  for  the  training  and  pro- 
fessional practice  and  for  the  provision  of  internal  control 
through  a  code  of  ethics.     The  APA  does  not  certify  or  register 
individual  members  of  the  Association  or  health  care  institutions. 
As  a  matter  of  policy,  it  encourages  and  supports  efforts  lead- 
ing to  State-level  provisions  for  the  practice  of  psychology. 
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The  APA  has  assisted  in  the  organization  of  the  American  As- 
sociation of  State  Psychology  Boards,  a  national  group  of 
representatives  of  the  Official  State  Boards  of  Examiners  in 
Psychology.    The  APA  also  maintains  liaison  with  a  separately 
incorporated  American  Board  of  Examiners  in  Professional 
Psychology  (ABEPP),  which  issues  diplomas  in  the  three  special- 
ties of  clinical  counselling,  industrial,  and  school  psychology. 

Psychologists  regarded  as  qualified  for  independent 

practice  by  the  APA  are  those  who:  'Ka)  have  been  awarded  a 

diploma  by  the  American  Board  of  Examiners  in  Professional 

Psychology,  or  (b)  have  been  licensed  or  certified  by  state 

Examining  Boards,  or  (c)  have  been  certified  by  voluntary  boards 

established  by  state  psychological  associations."^  According 

to  APA  "the  psychologist  may  engage  in  psychotherapy,  other 

forms  of  behavior  modification,  and  psychodiagnosis  when  his 

12 

training  and  experience  qualify  him  for  such  pursuits." 

The  practice  of  psychology  is  regulated  in  37  States  by 

licensure  or  certification  laws.    Most  of  these  statutes 

require  a  doctoral  degree  from  an  accredited  school  and  many 

13 

also  require  clinical  experience.        According  to  APA,  model 
licensure  or  certification  laws  are  being  prepared  and  soon  will 
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be  submitted  in  the  States  that  currently  do  not  license  or 

certify  psychologists.     In  13  States  and  the  District  of 

Columbia,  which  do  not  have  statutory  regulation  of  psychology, 

there  is  voluntary  regulation  through  the  State  psychology 
14 

associations . 

The  National  Commission  on  Accrediting  recognizes  APA  as 
responsible  for  accreditation  of  doctoral  training  programs  in 
clinical  and  counselling  psychology  in  graduate  schools  in 
American  universities.    Approved  doctoral  training  programs 
include  a  year  of  internship  training  in  a  practicum  agency 
which  provides  supervised  experience  for  students  in  a  variety 
of  settings.     Approximately  100  departments  of  psychology  offer 
a  doctoral  program  and  another  100  offer  a  master's  program. 

Conclusions  and  Recommendation 

Protection  of  the  health  and  safety  of  the  elderly  patient 
is  a  major  issue  in  the  provision  of  all  services  now  available, 
and  of  others  that  may  be  made  available,  under  the  Medicare 
program.     The  primary  physician  is  the  core  of  all  health  care. 
This  is  especially  important  for  the  elderly  patient  because  of 
the  many  related  physical,  mental,  emotional,  and  social  dis- 
orders that  commonly  occur  as  an  individual  grows  older.  The 
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significant  role  of  the  qualified  clinical  psychologist  in  the 
diagnosis  and  treatment  of  the  emotional  and  mental  disorders 
of  the  aged  is  unquestioned.     However,  the  best  possible  pro- 
tection of  the  elderly  in  the  comprehensive  management  of  mental 
and  emotional  disorders,  as  in  physical  disorders,  is  the  pro- 
vision of  such  services  on  referral  by  the  primary  physician  or 
in  conjunction  with  the  services  of  a  multi-disciplinary  team. 

If  Medicare  reimbursement  were  permitted  for  psychologists 
in  independent  practice,  this  probably  would  stimulate  sub- 
stantial changes  in  present  patterns  of  providing  mental  health 
care  services.    As  most  of  the  services  of  clinical  psycholo- 
gists are  presently  provided  within  organized  inpatient  and 
outpatient  settings,  it  is  probable  that  direct  reimbursement 
would  limit  further  the  manpower  available  to  provide  psycho- 
logical services  in  general  and  psychiatric  hospitals,  compre- 
hensive mental  health  centers,  and  the  other  mental  health  in- 
stitutional settings. 

However,  the  current  Medicare  law  inhibits  full  utiliza- 
tion of  the  professional  services  of  clinical  psychologists  that 
may  be  of  benefit  to  the  aged.     Under  the  present  law,  physicians 


are  unable  to  refer  their  patients  for  therapeutic  services  provided 
by  psychologists  employed  in  certain  rehabilitation  centers  and 
psychological  guidance  clincis.     These  facilities  should  be  in- 
cluded in  the  Medicare  program. 

Recommendation 

It  is  recommended  that  coverage  be  expanded  for  services 
of  psychologists  provided  by  organized  agencies,  centers,  or  other 
programs  that  are  not  presently  eligible  for  participation  and 
that  meet  requirements  established  by  the  Secretary  and  designed 
to  promote  maximum  coordination,  continuity,  and  quality  of  care, 
and  to  which  patients  are  referred  by  a  physician,  who  establishes 
a  plan  for  the  patient's  total  care  and  who  retains  over-all  res- 
ponsibility for  patient  management.     Reimbursement  for  services 
would  be  to  the  provider  agency,  center,  or  program  on  the  basis 
of  reasonable  cost. 


86 


Footnotes : 

1.  American  Psychological  Association,     A  Summary  of  Positions 
and  Recommendations  on  Medicare,   (Report  submitted  to  the 
Public  Health  Service  by  the  American  Psychological 
Association,  August  30,   1968),  p.  4.  (Mimeographed) 

2.  Ibid. 

3.  U.S.,  Department  of  Health,  Education,  and  Welfare,  Public 
Health  Service,  National  Center  for  Health  Statistics, 
Chronic  Conditions  and  Activity  Limitation,  United  States- 
July  1961- June  1963,  National  Center  for  Health  Statistics 
Series  10,  No.   17,  Public  Health  Service  Pubn.  No.  1000 
(Washington,  D.C.:     Government  Printing  Office,  May,  1965). 

4.  Seymour  S.  Bellin,  and  Robert  H.  Hardt ,  "Marital  Status  and 
Mental  Disorders  Among  the  Aged,"  American  Sociological  Review, 
XXIII  (April,  1958),  155-162;     Erik  Essen-Moller ,  Hans  Larrson, 
C.E.  Uddenberg,  and  G.  White,   "Individual  Traits  and  Morbidity 
in  a  Swedish  Rural  Population,"  ACTA  Psychiatrica  et 
Neurological  Scandinavica ,     Supplementum  100,  (Copenhagen: 
Ejnar  Munksgaard,   1956);     D.W.  Kay,  P.  Beamish,  and  M.  Roth, 
"Old  Age  Mental  Disorders  in  Newcastle-upon  -Tyne,  Part  I., 

A  Study  of  Prevalence,"  British  Journal  of  Psychology,  CX, 
146-158  and  Part  II.,   "A  Study  of  Possible  Social  and  Mental 
Causes,"  CX,  668-682,  1964;  Marjorie  Fiske  Lowenthal,  Paul 
L.  Berkman,  et.al.,  Aging  and  Mental  Disorder  in  San  Francisco: 
A  Social  Psychiatric  Study  (San  Francisco:  Jossey-Bass, 
1967);     New  York  State  Department  of  Mental  Hygiene,  Mental 
Health  Research  Unit,  A  Mental  Health  Survey  of  Older  People 
(Utica,  New  York:     State  Hospitals  Press,  1960);  J.  Nielsen, 
"Gerento-Psychiatric  Period  -  Prevalence  Investigation  in  a 
Geographically  Delimited  Population,"    Acta  Psychiatrica  et 
Neurologica  Scandinavica,  XXXVIII  (1962),  307-330;  and 
J.H.  Sheldon,     The  Social  Medicine  of  Old  Age:     Report  of  An 
Inquiry  in  Wolfhampton  (London:     Oxford  University  Press  for 
the  Nuffield  Foundation,  1948). 

5.  New  York  State  Department  of  Mental  Hygiene,  Mental  Health 
Research  Unit,      A  Mental  Health  Survey  of  Older  People 
(Utica,  New  York:     State  Hospitals  Press,  1960). 


87 


6.  Beatrice  M.  Rosen, T.E.  Anderson,  and  Anita  K.  Bahn,  "Psychiatric 
Services  for  the  Aged:     A  Nationwide  Survey  of  Patterns  of 
Utilization, 11    Presented  at  1967  Annual  Meeting  of  the  Ameri- 
can Orthopsychiatric  Association. 

7.  American  Psychological  Association,  Committee  on  Legislation, 
"A  Model  For  State  Legislation  Affecting  the  Practice  of 
Psychology,   1967,"    American  Psychologist,  XXII  (December, 

1967)  ,  1098-99. 

8.  Bylaws  of  The  American  Psychological  Association,  September, 
1967,  p.  3. 

9.  American  Psychological  Association,     The  Psychologist  and 
Voluntary  Health  Insurance  (Washington,  D.C.:  American 
Psychological  Association,   1968),  p.  7. 

10.  American  Psychological  Association,  Psychology  As  A  Profession 
(Washington,  D.C.:     American  Psychological  Association, 

1968)  ,  p.  3. 

11.  Ibid. ,  p.  9. 

12.  Ibid. 

13.  See  page  5,  footnote  9  above. 


14.  Ibid. 


88 


SOCIAL  WORK 

Present  Medicare  Coverage 

Medicare  coverage  for  social  services  as  part  of  covered 
services  of  approved  hospitals,  outpatient  clinics,  extended 
care  facilities,  and  home  health  agencies,  or  as  incident  to  a 
physicianls  services  is  essentially  as  described  in  Part  I, 
page  15 .     In  addition,  indirect  social  services  from  a  consultant 
are  an  allowable  cost  for  extended  care  facilities  or  home  health 
agencies,  but  to  participate  in  the  Medicare  program,  extended 
care  facilities  and  psychiatric  hospitals  must  have  direct  social 
services  available,  either  through  its  own  employees  or  by 
arrangement  with  an  outside  source.     For  general  hospitals, 
outpatient  clinics,  and  home  health  agencies,  direct  services  are 
optional . 

Although  services  of  social  workers  are  included  in  coverage 
as  incident  to  the  physician's  service,  such  use  is  rare.  Not 
covered  are  services  provided  by  independent  practitioners  or  by 
clinics  that  are  not  physician-directed. 
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Requested  Change  in  Coverage 

The  National  Association  of  Social  Workers  (NASW)  requests 
that  social  work  services  from  non-physician  directed  agencies  and 
independent  practitioners  be  covered  under  the  Medicare  program. 
NASW  believes  that  independent  practitioners  of  social  work  could 
provide  the  immediate  service  often  requested  by  a  physician  for 
a  Medicare  beneficiary,    if  this  were  covered  under   the  Medicare 
program.     NASW  is  willing  to  assist  in  development  of  guidelines, 
standards,  and  controls  necessary  to  achieve  a  more  active 
participation  of  the  social  work  profession  in  the  Medicare 
program.    (See  Association  Statement,  Appendix  B.) 

Needs  of  Aged  and  Functions  of  Social  Workers 

Treatment  of  an  aged  person's  impairment  often  is  simulta- 
neously medical,  psychological,  and  social.     The  depletion  of 
physical,  social,  and  emotional  resources  often  seen  in  aging 
patients  requires  that  special  attention  be  given  to  maintaining 
and  strengthening  them  as  self-respecting,  self-directing 
individuals.     Social  workers  have  special  skills  in  dealing  with 
these  problems  of  aged  patients. 

The  functions  of  social  work,  defined  by  the  NASW,  are  "to 
enhance  the  social  functioning  of  individuals,  singly  or  in  groups, 
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by  activities  focused  upon  their  social  relationship  which 
constitutes  the  interaction  between  man  and  his  environment."  1 
Social  work  is  not  an  independent  medical  diagnostic  or  treatment 
discipline.     The  clinical  social  worker  contributes  to  the 
physician's  diagnostic  process  through  his  expertise  in  obtaining 
the  social  history  of  the  patient  -  -  information  on  how  the  aged 
patient  is  managing  his  everyday  living,  on  his  financial 
situation,  on  his  feelings  about  his  illness,  and  whether 
relatives  and  friends  are  willing  and  able  to  help  in  providing 
the  necessary  services  to  meet  the  patient's  physical,  emotional, 
and  mental  health  needs. 

For  elderly  patients  whose  health  problems  are  primarily 
medical,  the  clinical  social  worker  may  provide  help  in  main- 
taining or  re-establishing  family  ties,  in  establishing  eligi- 
bility for  financial  assistance,  or  in  facilitating  transfer  to 
or  from  home.     In  extended  care  facilities,  hospitals,  and  home 
health  agencies,  it  often  is  as  important  for  the  clinical  social 
worker  to  function  as  a  consultant  to  other  staff  as  it  is  to 
provide  direct  patient  service. 

The  clinical  social  worker  often  contributes  to  the  patient's 
treatment  program  through  his  expertise  in  family  therapy  and 
environmental  therapy.     He  assists  the  patient  and  his  family 
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with  personal  and  environmental  problems  that  predispose  to 
illness  or  interfere  with  obtaining  maximum  benefits  for  medical 
or  psychiatric  care. 

Collaborating  with  physicians  and  other  members  of  the  health 
team,  the  clinical  social  worker  helps  in  identification  and 
understanding  of  social  and  emotional  factors  underlying  the 
patient's  health  problem.     Through  individual  or  group  conferences, 
the  clinical  social  worker  helps  the  patient  and  his  family  to 
understand,  accept,  and  follow  medical  and  psychiatric  recommen- 
dations, and  provides  a  plan  to  restore  the  patient  to  optimum 
social  and  health  adjustment.     The  clinical  social  worker 
utilizes  resources  of  family  and  community  agencies  to  assist 
the  patient  to  resume  life  in  the  community  or  to  learn  to  live 
with  his  disability. 

Professional  Organizations 

The  National  Association  of  Social  Workers  was  established 
October  1,   1955.     It  was  formed  from  seven  organizations  which 
had  been  developed  over  a  period  of  more  than  40  years.  The 
association  recognizes  a  three-fold  responsibility:     (1)  to 
promote  activities  appropriate  to  strengthening  and  unifying  the 
social  work  profession;   (2)     to  promote  the  sound  and  continuous 
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development  of  the  various  areas  of  social  work  practice  whereby 

the  profession  contributes  to  meeting  particular  aspects  of  human 

need;  and  (3)     to  promote  efforts  in  behalf  of  human  well-being 

2 

by  methods  of  social  action. 

The  association  sets  standards  and  establishes  criteria  for 
sound  practice.     It  is  responsible  for  establishing  principles 
and  procedures  for  determining  and  certifying  competence  to 
practice,  and  it  participates  in  programs  for  licensing,  regis- 
tration, and  certification  of  social  workers.     The  NASW  is  one  of 
the  representative  bodies  on  the  Board  of  Directors  of  the  Council 
on  Social  Work  Education  (CSWE) ,  which  is  responsible  for  the 
accreditation  of  schools  of  social  work. 

Patterns  of  Practice 

Interprofessional  Relationships 

Social  workers  stress  the  importance  of  the  collaborative 
relationship  with  the  referring  physician  in  providing  services 
to  patients,  both  upon  initial  referral  and  during  the  course  of 
treatment.     In  addition,  social  workers  maintain  relationship 
with  numerous  other  sources  of  services,  both  health-related  and 
other,  that  they  frequently  call  upon  for  assistance  to  meet 
the  health,  financial,  and  social  needs  of  elderly  patients. 
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Mode  of  Practice 

Social  work  practice  exists  primarily  in  some  type  of  organized 
institutional  setting.     Clinical  social  workers  practice  primarily 
in  medical  clinics  and  hospitals,  in  social  agencies,  in  mental 
health  and  psychiatric  facilities,  and  in  group  practices. 

In  1967,  20.5  percent  of  all  non-Federal  short-term  general 
hospitals  had  social  work  departments,  the  majority  of  them  large 
voluntary  non-profit  and  governmental  hospitals.  Sixty-six 
percent  of  non-Federal,   long-term  and  other  specialty  hospitals 

and  87  percent  of  non-Federal  psychiatric  hospitals  had  social 
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service  departments.      A  large  number  of  social  workers  also 
practice  in  health  facilities  outside  of  the  hospital,  including 
medical  clinics,  psychiatric  clinics,  rehabilitation  centers, 
and  children's  institutions.     Many  social  workers  practice  in 
extended  care  facilities  and  nursing  homes. 

In  1967,  there  were  1,532  NASW  members  affiliated  with  the 
Committee  on  Study  of  Private  Practice  although  the  number  in 
independent  practice  is  not  known.     The  Association  states  that 
many  members  holding  staff  positions  in  health  and  welfare 
programs  are  also  known  to  be  engaged  in  private  practice  on  a 
part-time  basis.     The  Association  does  not  have  data  on  the 


magnitude  of  this  part-time  independent  practice.     A  great 
majority  of  social  work  practice,  of  course,  is  outside  the 
health  field.     However,  the  demand  for  trained  social  workers 
in  the  welfare  field  alone  is  tremendous  -  -  and  steadily 
increasing.     It  was  estimated  in  1960  that  only  about  10  percent 
are  engaged  in  settings  that  can  be  considered  to  provide  health 
services."* 

Quality  of  Services 

Educational  Programs 

The  Council  on  Social  Work  Education,  established  in  1952, 
is  the  accrediting  body  for  graduate  schools  of  social  work  and 
is  recognized  by  the  National  Commission  on  Accrediting  and  the 
U.  S.  Office  of  Education.     In  1966,  there  were  63  graduate 
programs  in  social  work  accredited  by  the  CSWE.^  Accreditation 
requirements  provide  for  clinical  experience  during  the  training 
period.     There  is  no  special  clinical  exposure  or  training  in  the 
physiological  foundations  of  disease  and  detection  of  organic 
and  functional  conditions.     However,  clinical  social  workers, 
throughout  their  training,  work  in  close  collaboration  with 
physicians . 
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Qualifications  of  Individual  Practitioners 

Although  the  NASW  is  doing  much  to  promote  State  licensing 
for  social  workers,  only  six  States  and  Puerto  Rico  now  require 
licensure  for  social  workers,  but  in  five  States  the  licensing 
means  that  only  persons  holding  a  license  are  authorized  to  use 
a  particular  title  or  official  designation,  i.e.,  registered  or 
certified.  Unlicensed  persons  are  not  prohibited  from  working 
in  the  field,  but  they  may  not  use  the  protected  title. 

In  the  absence  of  State  licensure  for  social  workers,  NASW 
has  designed  the  voluntary  certification  scheme,  the  Academy  of 
Certified  Social  Workers  (ACSW) .     ACSW  was  established  as  a 
standard-setting  program  in  1960.     To  become  a  member  of  ACSW, 
a  candidate  must  have  graduated  from  an  accredited  program  and 
have  completed  two  years  of  full-time  or  three  years  of  part- 
time  social  work  employment  in  one  agency  under  supervision  of  an 

7 

individual  who  is  himself  a  member  of  the  Academy.       The  NASW 
believes  the  voluntary  certification  program  will  establish  more 
uniform  standards  for  recognition  on  a  nation-wide  basis  and 
views  it  as  an  interim  step  pending  passage  of  licensure 
legislation. 

Most  social  workers  identified  with  medical  or  psychiatric 
social  work  settings  meet  ACSW  standards.     However,   in  public 
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welfare  agencies  and  other  areas,  many  practitioners  who  are  called 
social  workers  have  limited  training  and  insufficient  formal 
professional  qualifications.     Such  practitioners,  therefore,  lack 
the  formal  qualifications  to  provide  patient  care  services.  The 
number  of  social  workers  who  do  not  belong  to  the  NASW  but  might 
qualify  for  certification  is  not  known,  but  it  is  not  believed  to 
be  large. 

Availability  of  Manpower 
In  1967,  it  was  estimated  that  there  were  130,000  persons 

Q 

employed  in  social  service  positions  in  the  United  States.  About 
11  percent  of  all  social  service  workers  were  engaged  in  positions 
in  medical  clinics  and  hospitals,     extended  care  facilities, 
social  agencies,  mental  health  and  psychiatric  facilities,  and 
group  practices. 

The  NASW  represents  about  33.3  percent  of  all  social  workers 
but  includes  nearly  all  with  graduate  degrees  in  social  work. 
In  1967,  there  were  43,276  members  of  NASW.9  About  32,000  members 
of  NASW  are  certified  by  the  Academy  of  Certified  Social  Workers 
(ACSW) ,  which  assures  that  they  have  had  required  training  and 
supervised  experience. 


Estimates  have  been  projected  that  between  10,000  and  15,000 
new  social  workers  are  needed  each  year  for  existing  programs. 
In  1966,  fewer  than  4,000  masters  of  social  work  were 
awarded.^    Therefore,  as  each  year  passes,  the  deficit  of  avail- 
able social  workers  is  growing,  probably  by  more  than  10,000,  and 
for  the  foreseeable  future  this  trend  will  continue. 

Conclusions  and  Recommendation 

The  elderly  are  subject  to  illnesses  that  are  more  complicated 
and  last  longer  than  those  of  other  age  groups.     Emotional  problems, 
concern  over  financial  difficulties,  and  mental  illness  are  so 
common  to  the  elderly  that  often  they  are  mistakenly  considered  a 
part  of  the  "normal  aging  process." 

The  services  of  social  workers  contribute  to  restoration  of 
aged  patients  to  their  optimal  emotional  and  social  capacities. 
Through  individual,  group,  and  family  therapy  performed  in  col- 
laboration with  the  physician  and  other  members  of  the  health 
team,   the  social  worker  is  able  to  mobilize  community  resources 
and  family  support  to  help  elderly  patients  function  to  the  extent 
of  their  physical  capacities. 

The  health  needs  of  the  aged,  who  frequently  require  a  variety 
of  highly  specialized  health  services,  will  best  be  served  by  a 
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multidisciplinary  health  care  team.     The  team  approach  has 
greatest  potential  for  promoting  continuity  of  patient  care  and 
proper  and  timely  referral  to  the  appropriate  member  of  the  team. 
Medicare  coverage  of  independent  practitioners  of  social  work, 
however,  may  lead  to  fragmentation  of  patient  care.     It  may  also 
tend  to  draw  scarce  social  worker  manpower  away  from  organized 
settings,  which  already  have  difficulty  obtaining  enough  quali- 
fied staff.     Moreover,  the  full  utilization  of  social  work  ser- 
vices requires  close  collaboration  between  social  workers  and 
other  members  of  the  health  care  team. 

The  organized  setting  can  be  responsible  for  the  qualifica- 
tions and  competence  of  its  practitioner  members  and  for  insuring 
appropriateness  of  services  provided.     Coverage  for  the  independent 
practitioner  of  social  work  would,  however,  present  administrative 
difficulties  because  the  qualifications  of  these  practitioners  are 
neither  uniform  or  easily  ascertainable. 

Recommendat  ion 

It  is  recommended  that  coverage  be  expanded  for  services  of 
social  workers  provided  by  organized  agencies,  centers,  or  other 
programs  that  are  not  presently  eligible  for  participation  and 
that  meet  requirements  established  by  the  Secretary  and  designed 
to  promote  maximum  coordination,  continuity,  and  quality  of  care, 
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and  to  which  patients  are  referred  by  a  physician,  who  establishes 
a  plan  for  the  patient's  total  care  and  who  retains  overall 
responsibility  for  patient  management.     Reimbursement  for  services 
would  be  to  the  provider  agency,  center,  or  program  on  the  basis 
of  reasonable  cost. 
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1.  National  Association  of  Social  Workers,  Presentation  for  Study 
of  Services  of  Practitioners  Performing  Health  Services  in 
Independent  Practice,  (Report  submitted  to  the  Public  Health 
Service  by  the  National  Association  of  Social  Workers,  August, 
1968),  p.  22.  (Mimeographed) 

2.  Ibid. ,  p.  4. 

3.  Hospitals .  XLII  (August  1,  1968,  Part  II),  p.  467. 

4.  See  page  46,  footnote  1  above. 

5.  National  Commission  on  Community  Health  Services,  Health 
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6.  See  page  63,  footnote  1. 

7.  Ibid. ,  page  12. 

8.  Ibid. ,  page  37. 

9.  Ibid. ,  page  39. 

10.  Ibid. ,  page  63. 
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CORRECTIVE  THERAPY 


Present  Medicare  Coverage 

Although  the  term  "corrective  therapy"  is  not  specifically 
mentioned  in  the  Medicare  law  or  standards,  the  cost  of  corrective 
therapy  services  may  be  included  in  provider  reimbursement  under 
various  circumstances.     When  provided  to  a  hospital  patient,  cor- 
rective therapy  is  covered  if  supplied  through  a  rehabilitation 
department  which  is  directed  by  a  physiatrist  or  similarly  quali- 
fied physician.     When  an  extended  care  facility  provides  correc- 
tive therapy  through  an  organized  rehabilitation  department  with 
a  multidisciplinary  approach,  the  services  are  covered  if  the 
department  is  supervised  by  a  physician  qualified  in  physical 
medicine  who  prescribes  the  treatment.       Corrective  therapy 
services  may  also  be  covered  in  an  extended  care  facility  or  a 
home  health  agency  that  provides  such  services  under  the  supervision 
of  a  qualified  physical  therapist,  or  where  the  services  are  pro- 
vided in  a  physician's  office  under  the  physician's  direct  super- 
vision and  included  in  his  bill.     In  addition,  new  coverage 
effective  July  1,   1968,   for  outpatient  physical  therapy  provided 
by  certain  qualified  organizations,   includes  coverage  for  ser- 
vices by  personnel  operating  under  the  supervision  of  a  qualified 
physical  therapist. 
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Excluded  from  coverage  are  services  provided  by  corrective 
therapists  who  are  independent  practitioners  or  who  are  employed 
by  providers  lacking  the  necessary  supervision. 

Requested  Change  in  Coverage 

The  American  Corrective  Therapy  Association  (ACTA)  has 
requested  that  their  profession  be  specifically  recognized  as  a 
separate  discipline  in  the  Medicare  law  and  regulations,  with  the 
same  status  as  the  other  rehabilitation  disciplines.     Thus,  the 
Association  requests  the  same  recognition  for  its  members  under 
the  Medicare  program  as  is  accorded  physical  and  occupational 
therapists.     (See  Association  Statement,  Appendix  B.) 

Services  of  Corrective  Therapists 

Corrective  therapy  is  defined  by  ACTA  as:     "The  application 
of  the  principles,  tools,  techniques,  and  psychology  of  medically 
oriented  physical  education  to  assist  the  physician  in  the  accom- 
plishment of  prescribed  objectives."  ^    According  to  the  ACTA 
report  submitted  to  the  Public  Health  Service  in  August  1968, 
corrective  therapy  is  utilized  in  prevention,  diagnosis,  and 
treatment  of  disease,   including  rehabilitation.     The  report  states 
further  that  treatment  consists  of  specific  and  general  remedial 
exercises  which  may  embrace  ambulation  and  elevation  techniques, 
neuro-muscular  coordination  activities,  therapeutic  hydrogymnastics , 
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and  care  and  utilization  of  lower  extremity  prostheses.  Corrective 
therapists  teach  self-care  activities  and  orientation  for  the 
blind,  and  operation  of  manually  controlled  motor  vehicles. 
Providing  activities  for  psychiatric  patients  is  a  major  duty 
of  corrective  therapists  in  many  settings.     In  educational  insti- 
tutions, practitioners  of  corrective  therapy  are  known  as  adapted 

physical  educators,  teachers  of  corrective  physical  education, 

2 

and  remedial  physical  educators.        Many  of  the  functions  of 
corrective  therapists  in  health  settings  are  similar  to,  although 
more  limited  than,   those  of  physical  therapists. 

Historical  Development  and  Function 

Corrective  therapy  emerged  during  World  War  IT.     Dr.  Howard 
Rusk  and  Major  General  Norman  T.  Kirk,  Surgeon  General  of  the 
Army,  were  largely  responsible  for  establishing  physical  recon- 
ditioning in  the  armed  forces.     Because  there  were  not  enough 
qualified  physical  therapists,  personnel  who  had  majored  in 
physical  education  and  had  experience  in  group  sports  activities 
were  chosen  to  work,  under  close  supervision  in  a  medical  set- 
ting, with  patients  (previously  healthy  young  men  who  had  been 

injured  in  battle)  after  acute  phase  medical  treatment  had  been 
3 

completed . 
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After  the  war,  the  Veterans  Administration  introduced  the  use 
of  such  personnel  in  Veterans  Administration  hospitals,  providing 
in-service  training  so  that  these  individuals  could  be  assigned 
specific  tasks  with  patients  on  order  of  a  physician.    Many  of 
the  corrective  therapists  currently  active  received  their  train- 
ing in  this  way. 

In  October  1946,  a  group  of  corrective  therapists  organized 
the  Association  for  Physical  and  Mental  Rehabilitation,  later 
called  the  American  Corrective  Therapy  Association  (ACTA).  Chief 
aims  of  ACTA  are  to  promote  use  of  medically  prescribed  exercise 
therapy  and  adapted  physical  education,  to  advance  professional 
standards  of  education  and  training  in  corrective  therapy,  and 
to  encourage  and  promote  research. ^ 

In  December  1967,  the  Veterans  Administration  alone  employed 
about  42  percent,  or  500,  of  the  total  1,200  corrective  thera- 
pists in  the  United  States.^  As  employees  of  Veterans  Adminis- 
tration hospitals,  they  function  in  highly  structured  settings 
in  departments  that  are  directed  by  physiatrists  and  in  which 
physical  therapists  also  function.     In  such  settings  it  is  pos- 
sible for  the  physiatrist  to  select  carefully  those  patients 
who  should  be  assigned  to  corrective  therapists  and  those  who 
should  be  assigned  to  physical  therapists.    Moreover,  in  such 
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settings  the  physiatrist  gives  specific  prescriptions  for 
treatment  and  is  available  for  personal    supervision  of  the  thera- 
pists' work,  as  necessary. 

Quality:     Indicators  and  Controls 

Education  and  Certification 

Traditional  undergraduate  programs  in  physical  education, 
which  form  the  basis  for  preparation  of  corrective  therapists, 
place  emphasis  on  physical  activity  of  healthy  persons  with  the 
focus  aimed  at  participation  in  sports  or  other  group  activity. 
There  are  some  courses  in  these  programs  called  "adapted  physical 
education"  or  "therapeutic  physical  education"  which  have  content 
related  to  work  with  the  physically  and  mentally  handicapped. 

In  contrast  to  this  focus,  the  educational  training  of  other 
health  personnel  providing  rehabilitative  therapy  services  to 
patients  includes  training  in  the  observation  and  recognition  of 
any  significant  changes  in  a  patient's  condition  which  should  be 
reported  to  the  physician.     This  requires  indepth  study  of  such 
subjects  in  the  natural  sciences  as  anatomy,  physiology  and 
pathology,  and  the  study  of  psychology  with  emphasis  on  psycho- 
logical dysfunction  affecting  sick  and  disabled  persons.     It  also 
includes  didactic  clinical  courses  that  cover  areas  of  medicine 
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and  surgery  concerned  with  conditions  commonly  encountered  in 
patients  who  are  treated  by  therapists. 

Such  indepth  training  is  not  included  in  the  curricula  of 
the  schools  offering  undergraduate  programs  in  adapted  physical 
education.    The  training  of  corrective  therapists  includes  speci- 
fied clinical  experience,  but  the  colleges  offering  corrective 
therapy  do  not  themselves  have  facilities  for  clinical  practice 
programs.    However,  the  ACTA  has  reported  that  forty-four  hospitals 
and  clinics  participate  in  clinical  affiliation  programs.    Most  of 
these  are  in  Veterans  Administration  hospital  settings.  The 
clinical  training  is  not  standardized,  even  within  the  VA  system. 

The  ACTA  examines  curricula  of  colleges  and  universities 
offering  corrective  therapy  courses  and  confers  various  levels 
of  accreditation  according  to  the  degree  to  which  its  require- 
ments are  met.     Neither  the  National  Commission  on  Accrediting 
nor  the  Office  of  Education  of  the  Department  of  Health,  Educa- 
tion, and  Welfare  recognize  ACTA  as  an  accrediting  agency. 

Among  the  undergraduate  programs  in  adapted  physical  educa- 
tion, the  ACTA  lists  seven  institutions  as  having  acceptable 
programs,  six  others  as  probational,  and  thirty  as  tentative. 
The  Veterans  Administration  also  has  granted  approval  to  61 
educational  institutions  offering  adapted  physical  education 
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but  with  no  standardized  curriculum;  seven  no  longer  include 
adaptive  physical  education  courses  in  their  curricula. 

Only  one  institution  is  reported  by  ACTA  as  approved  and 
meeting  all  its  requirements  for  full  accreditation-     This  pro- 
gram offers  one  year  of  graduate  study  following  a  baccalaureate 
program  in  physical  education.     During  the  postgraduate  year  period, 
techniques  of  corrective  therapy  are  stressed  and  clinical  practice 
is  provided  through  affiliation  with  a  Veterans  Administration 
hospital  and  a  private  clinic.     None  of  the  corrective  therapy 
programs  is  in  an  approved  school  of  allied  health  professions. 

The  certification  program  developed  by  ACTA  for  individuals 
requires  a  baccalaureate  degree  with  a  major  in  physical  educa- 
tion.    At  least  240  hours  of  clinical  practice  must  be  completed, 
with  the  recommendation  being  400  hours. 

The  Veterans  Administration  has  the  same  minimum  require- 
ments for  a  corrective  therapist  as  the  ACTA,  except  to  stipulate 
that  the  clinical  practice  must  have  been  obtained  in  a  Veterans 
Administration  clinical  training  program  or  an  equivalent  training 
program  in  a  clinical  setting  under  the  direction  of  a  physician. 
It  must  have  been  developed  with  an  accredited  college  or  uni- 
versity which  offers  a  major  in  physical  education  in  conjunction 

with  a  hospital  or  rehabilitation  center.     The  Veterans  Admin- 
istration does  not  require  ACTA  certification  as  a  qualification 
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of  employment.     The  training  in  each  hospital  is  dependent  upon 
the  direction  given  by  the  physician  who  is  Chief  of  Physical 
Medicine  and  Rehabilitation;  the  training  program  is  not  standard- 
ized in  the  Veterans  Administration  hospital  system. 

Licensure 

No  statutory  provisions  or  regulations  have  been  established 
in  any  State  for  the  practice  of  corrective  therapy.    ACTA  has 
stated  that  it  will  not  seek  licensure  for  its  members  until  all 
the  educational  programs  for  corrective  therapy  comply  with  its 
standards.^  Traditionally,  self -regulation  of  a  profession  is 
accepted  when  the  group  collaborates  with  established,  approved 
accrediting  bodies.     To  date,  ACTA  has  failed  to  achieve  accept- 
ance by  a  recognized  organization.     Part  of  the  difficulty  may 
be  due  to  the  fact  that  other  professionals  with  medically 
oriented  backgrounds  are  specifically  trained  to  perform  all  of 
the  activities  that  are  included  in  corrective  therapy  and  in 
much  more  depth.    Thus,  it  would  be  difficult  for  either  an 
accrediting  body  or  a  State  licensing  authority  to  differentiate 
between  corrective  therapy  and  other  forms  of  therapy.  Moreover, 
training  in  corrective  therapy  does  not  prepare  the  individual 
so  trained  to  work  with  some  of  the  modalities  commonly  used  in 
physical  medicine  and  rehabilitation.     For  example,  corrective 
therapists  are  not  prepared,  as  are  physical  therapists,  to 
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utilize  such  agents  as  heat  and  cold,  light  and  electricity. 
Despite  this,  some  corrective  therapists  have  obtained  "grand- 
father" licenses  as  physical  therapists. 

Manpower 

The  exact  number  of  personnel  providing  corrective  therapy 
is  difficult  to  determine  as  there  are  no  statutory  or  certifica- 
tion requirements  for  practice.     The  ACTA  estimates  there  were 
about  1,200  personnel  providing  corrective  therapy  in  1967. 

Despite  the  fact  that  1,000  have  been  certified,  there  are  only 

8 

710  active  members  of  the  Association. 

Although  the  Veterans  Administration  employs  the  greatest 

number  of  certified  and  non-certified  corrective  therapists,  the 

number  of  corrective  therapists  employed  in  other  hospitals, 

nursing  and  convalescent  homes,  rehabilitation  centers,  extended 

care  facilities,  home  care  programs,  physicians'   offices  and  in 

handicapped  children's  camps,   is  not  known.     Forty  percent  (284) 

of  the  ACTA  membership  are  engaged  in  private  practice,  with 

only  eleven  percent  (78)  on  a  full-time  basis.     Some  own  and 

operate  their  own  clinics.     The  ACTA  estimates  that  100  new 

9 

therapists  are  coming  into  the  discipline  each  year.  Thus, 
the  number  of  certified  corrective  therapists  available  for 
geriatric  care  cannot  be  considered  as  significant. 


110 


Needs  of  the  Aged 

The  prevalence  among  the  elderly  of  severely  debilitating 
conditions  which  are  amenable  to  physical  rehabilitation  has  been 
well  established.     Corrective  therapists,  working  under  adequate 
supervision,  undoubtedly  can  meet  a  defined  set  of  patient  needs. 
There  is  no  question  that  they  play  a  significant  role  in  Veterans 
Administration  hospitals.    However,  it  is  difficult  to  define  for 
corrective  therapy  a  unique  body  of  theory,  knowledge,  or  tech- 
niques.    Thus,   it  cannot  be  established  that  corrective  therapists 
offer  any  service  that  is  not  encompassed  in  the  medically- 
oriented  training  of  other  personnel,   such  as  physical  therapists 
and  nurses  who  care  for  patients  in  a  rehabilitative  setting;  and 
corrective  therapists  do  not  have  the  indepth  medically-oriented 
preparation  that  these  other  health  personnel  have. 

Conclusions  and  Recommendation 

The  protection  of  the  health  and  safety  of  the  elderly  is 
the  vital  factor  in  any  consideration  of  the  provision  of  services 
now  covered  under  Medicare,  as  well  as  any  additional  coverage 
that  might  be  included  in  the  future.     Unlike  the  Veterans  Admin- 
istration health  services,  services  under  Medicare  are  usually 
not  offered  in  a  highly  structured  setting  in  which  there  can  be 
careful  selection  of  patients  to  be  treated  by  different  types 
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of  therapists  and  in  which  detailed  prescriptions  and  supervision 
can  be  given  to  therapists.     Under  Medicare  the  therapist  who, 
for  example,  works  in  an  extended  care  facility  or  in  a  home  care 
program  must  be  prepared  to  offer  services  for  a  wide  variety  of 
patients  and  frequently  to  do  so  under  general  rather  than  specific 
prescriptions.     Moreover,  the  physician  in  these  settings  in 
general  assumes  that  the  therapist  is  able  to  use  any  of  the 
physical  modalities  which  may  be  prescribed  for  patients. 

The  therapist  serving  Medicare  patients  in  relatively  unstruc- 
tured and  non-physiatrist  directed  settings  also  must  be  prepared 
to  discern  changes  in  a  patient's  condition  which  may  indicate 
the  need  for  a  change  in  therapy  and  hence  must  be  reported  to 
the  attending  physician.     Since  deficits  were  found  both  in  basic 
and  clinical  science  subject  areas  in  all  the  corrective  therapy 
curricula  reviewed,  there  is  no  assurance  that  corrective  thera- 
pists can  offer  acceptable  services  under  Medicare  even  though 
they  may  do  so  in  Veterans  Administration  settings. 

Changes  in  coverage  for  corrective  therapists  under  Medicare, 
to  include  them  by  name  on  parity  with  other  specified  therapists, 
would  be  undesirable.     Permitting  independent  practice  and  direct 
billing  would  compound  a  potentially  hazardous  situation.  Any 
change  in  present  coverage  which  eliminates  the  need  for  supervision 
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of  corrective  therapists  by  qualified  personnel,  namely  those 
with  the  necessary  background  in  basic  medical  and  clinical 
sciences,  would  endanger  the  health  and  safety  of  Medicare 
beneficiaries . 

Recommendation 

It  is  recommended  that  no  change  be  made  in  present  coverage 
for  services  of  corrective  therapists. 
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OPTOMETRY 

Present  Medicare  Coverage 
Almost  all  optotnetric  services  are  excluded  from  coverage  under 
Medicare.     Refractive  services  were  excluded  in  the  original  Medicare 
legislation  except  when  done  by  a  physician  as  part  of  a  total  diag- 
nostic examination.     The  1967  Social  Security  Amendments  excluded 
all  diagnostic  refractions:     "Notwithstanding  any  other  provision 
of  this  title,  no  payment  may  be  made  under  Part  A  or  Part  B  for 
any  expenses  incurred  for  items  or  services...  where  such 
expenses  are  for  routine  physical  checkups,  eyeglasses  or  eye  exam- 
inations for  the  purpose  of  prescribing,  fitting,  or  changing  eye 
glasses,  procedures  performed   (during  the  course  of  any  eye  exam- 
ination) to  determine  the  refractive  state  of  the  eyes..." 

The  law  permits  reimbursement  under  Part  B  for  "...prosthetic 
devices  which  replace  all  or  part  of  an  internal  body  organ, 
including  replacement  of  such  devices."    This  provision  allows 
reimbursement  to  optometrists  for  furnishing  prosthetic  lenses 
following  cataract  surgery  after  certification  by  the  attending 
physician  that  such  services  are  necessary.     It  does  not  permit 
reimbursement  for  the  refraction.     No  other  lenses  are  covered. 
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Requested  Change  in  Coverage 

The  American  Optometric  Association  (AOA) ,  representing  the 
views  of  the  optometric  profession,   "...  strongly  urges  and  recom- 
mends expansion  of  health  services  under  Medicare  to  include  com- 
prehensive vision  care.     To  make  this  type  of  service  available, 
and  practical,  requires  provision  for  comprehensive  optometric 
services  within  the  framework  of  present  Part  B  of  Title  XVIII." 

Specifically,   the  AOA  has  asked  that  Medicare  coverage  be 
extended  to  include:     "...  the  examination  of  the  eyes,  the 
prescribing  for,  the  fitting  and  dispensing  of  eye  glasses  and 
other  aids  to  vision  whether  performed  or  provided  by  an  optome- 
trist or  physician  certified  as  skilled  in  diseases  of  the  eye, 

2 

whichever  the  patient  chooses."         (See  Association  Statement, 
Appendix  B  .) 

Needs  of  Aged  for  Services 

The  need  of  the  elderly  for  eye  care  can  be  divided  into  two 
categories:     (1)  The  need  for  diagnosis  and  treatment,  including 
refractive  services,  of  debilitating  and  degenerative  diseases 
such  as  macular  degeneration,  glaucoma,  cataracts;   and   (2)  the 
need  for  refractive  services  for  errors  that  are  not  secondary 
to  existing  or  concurrent  disease.     Some  eye  diseases,  such  as 
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glaucoma  and  senile  cataract,  can  lead  to  blindness  if  not  detected 

and  treated  promptly.     The  National  Society  for  the  Prevention  of 

Blindness  has  estimated  that  about  half  the  new  cases  of  legal 

3 

blindness  occur  in  the  over-65  age  group.       In  1962  the  rate  was 

92  per  100,000  elderly  persons,  nearly  %\  times  as  great  as  the 

4 

number  in  the  under-65  population. 

Cataract  was  the  leading  cause  of  blindness  in  a  1965  survey 
by  the  National  Institutes  of  Health.     Of  known  and  specified 
causes,  cataracts  accounted  for  about  21  percent  of  blindness  in 
the  elderly.     Other  leading  causes  included  macular  degeneration 
(16  percent),  glaucoma  (14  percent),  and  diabetic  retinopathy 
(11  percent)."'  Medical  treatment  of  these  diseases  is  covered  in 
the  Medicare  program. 

Other  types  of  problems  among  the  elderly  are  those  which 
cause  decreased  visual  acuity  but  do  not  in  themselves  lead  to 
further  loss  of  vision  if  untreated.     This  category  includes 
errors  of  refraction  not  secondary  to  pre-existing  or  concurrent 
ocular  disease. 

The  great  need  of  the  elderly  for  refractive  services  is 
unquestioned.     The  National  Health  Survey  in  a  1960-62  study 
estimated  that  94  percent  of  those  65  and  over  had  subnormal, 
uncorrected  binocular  visual  acuity  compared  with  46  percent  of 
the  general  adult  population. 
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Needs  of  the  elderly  for  refractive  services  are  qualitatively 
similar  to  those  of  the  population  under  age  65.     Presbyopia,  which 
requires  bifocals  for  close  work,   is  a  normal  occurrence  of  aging 
and  usually  has  its  onset  approximately  two  decades  before  the 
individual  becomes  eligible  for  Medicare.     Therefore,  most  persons 
who  ever  will  obtain  corrective  lenses  will  have  done  so  before 
age  65,  although  they  will  require  reexaminations  and  prescription 
of  new  lenses  at  intervals.     Many  elderly  persons  with  detectable 
loss  of  visual  acuity  cannot  benefit  from  corrective  lenses  because 
of  degenerative  changes  associated  with  aging.     Repeated  refrac- 
tions are  of  little  value  in  improving  the  vision  of  such  indivi- 
duals . 

Services  of  Optometrists 

The  AOA  adopted  the  following  definition  of  an  optometrist 
in  1963:      "An  optometrist,  doctor  of  optometry  (O.D.),   is  a  person 
specifically  educated,  trained  and  State-licensed  to  examine  the 
eyes  and  related  structure  to  determine  the  presence  of  vision 
problems,  eye  diseases  or  other  abnormalities.     He  prescribes  and 
adapts  lenses,  contact  lenses,  or  other  optical  aids  and  utilizes 
visual  training  to  preserve,  restore  and  enhance  the  efficiency 
of  vision." 
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The  primary  service  performed  by  most  practicing  optometrists 
is  the  provision  of  refractive  examinations  to  detect  errors  of 
visual  acuity.     However,  the  scope  of  optometric  services  has 
expanded  beyond  basic  clinical  refractions  and  fabricating  and 
dispensing  eyeware  and  now  also  includes  visual  screening  examina- 
tions, clinical  instrumentation,  contact  lens  fitting,  visual 
training,   low  vision  aids  for  the  partially  sighted,  artificial 
eyes,  and  industrial  vision  consultation. 

In  performing  their  routine  eye  examination,  optometrists  use 
some  of  the  same  diagnostic  procedures  used  by  ophthalmologists  to 
detect  the  presence  of  eye  pathology.     Although  optometric  schools 
offer  some  training  in  the  detection  of  ocular  pathology,  optome- 
trists are  not  qualified  by  virtue  of  training,  background,  or 
license  to  detect  or  diagnose  ocular  disease  or  ocular  manifesta- 
tions of  systemic  disease.     Thus,  optometrists  are  not  qualified 
to  provide  complete  eye  examinations  for  elderly  patients,  who 
have  a  high  incidence  of  eye  disease. 

Patterns  of  Practice 


The  prevailing  mode  of  practice  of  optometrists  is  inde- 
pendent practice  outside  of  institutional  settings  or  medical 

supervision.     About  80  percent  of  practicing  optometrists  provide 

8 

their  service  in  independent  practice,   the  AOA  estimates. 
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Optometrists  are  employed  under  medical  supervision  in  the  Armed 
Forces,   the  U.S.   Public  Health  Service,   and  some  group  health 
plans . 

Few  patients  are  referred  by  physicians  to  optometrists  for 

optometric  services,  although  such  referrals  are  considered 

ethical.     It  is  the  stated  position  of  the  American  Optometric 

Association  that  "...  the  treatment  of  pathological  conditions 

and  eye  surgery  is  acknowledged  by  optometry  to  be  in  the  field 
9 

of  medicine."      The  American  Optometric  Association  encourages 
practicing  optometrists  to  refer  patients  to  appropriate  medical 
specialists  when  presence  of  eye  disease  is  suspected. 

Manpower 

AOA  estimates  that  there  are  more  than  20,000  licensed 
optometrists  in  the  United  States,   18,000  of  them  currently 
practicing.         The  number  of  medical  eye  specialists  was  esti- 
mated at  more  than  8,600  in  1967  by  the  National  Advisory  Com- 
mission on  Health  Manpower.^     Although  variability  exists  in 
geographic  distribution  of  optometrists  and  medical  eye  special- 
ists, optometrists  outnumber  ophthalmologists.     In  addition, 
ophthalmologists  are  found  most  frequently  in  large  cities  and 
medical  centers.     Optometrists  provide  most  of  the  eye  care  in 
smaller  cities  and  rural  areas  where  they  are  found  in  much 
greater  number  than  medical  eye  specialists. 
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Quality:     Indicators  and  Control,-; 
Licensure 

State  licensure  codes  vary  in  defining  the  scope  of  professional 
services  that  optometrists  are  legally  qualified  to  perform.  All 
States  recognize  refractive  services  and  provision  of  mechanical  correc- 
tions based  on  those  services  to  bp  within  the  scope  of  optometric 
practice.     However,  in  relation  to  many  of  the  other  diagnostic  and 
treatment  services  associated  with  optometry,  statutory  definitions  and 
regulations  are  much  less  precise  and  display  little  consistency.  With 
rare  exceptions,  optometrists  are  not  permitted  to  use  or  prescribe 
drugs  or  biologicals  and  are  prohibited  from  performing  any  type  of 
surgery  of  the  eye  or  related  structure.     There  also  is  little  precision 
in  various  State  definitions  and  regulations  regarding  detection,  diag- 
nosis and  treatment  by  optometrists  of  non -refractive  disorders  of  the 
eye.    Within  the  scope  of  licensure,  optometrists  may  treat  all  patients 
who  come  to  them.     No  State  has  requirements  for  physician  referral 
either  preceding  or  following  an  optometrist's  service. 

Education 

There  are  ten  schools  of  optometry  accredited  by  the  Council 

on  Optometric  Education  of  the  American  Optometric  Association, 

which  is  recognized  as  the  accrediting  agency  for  schools  of  optom- 

12 

etry  by  the  National  Commission  on  Accrediting.        All  but  one  of 
the  optometric  schools  in  the  United  States  have  been  accredited 
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or  are  in  the  process  of  being  accredited  by  the  regional  college 
accrediting  associations.     Four  of  the  ten  schools  are  university 
based  and  the  remainder  are  independent  institutions,  thus  not 
readily  able  to  draw  upon  the  resources  of  other  professional 
schools  and  disciplines  within  a  university.     Three  different 
degrees  have  been  awarded  by  the  various  schools,   all  of  which 
enable  the  graduate  to  take  the  various  State  examinations  for 
licensure.     The  length  of  study  in  an  accredited  school  of  optom- 
etry is  now  four  years  following  preoptometr ic  college  studies. 
The  requirement  of  four  years  of  training  in  an  optometry  school 
is  very  recent  and  was  made  mandatory  by  the  Council  on  Optometric 
Education  of  the  American  Optometric  Association  for  all  schools 
for  the  entering  class  of  1968.     Previously  there  was  a  lack  of 
uniform  requirements  among  the  various  optometric  schools. 

In  the  past,  optometric  training  in  clinical  diseases  and 
diagnostics  was  brief  and  ensuring  clinical  experience  did  not 
expose  the  student  to  a  large  variety  of  cases  of  eye  pathology. 
The  new,  expanded  curriculum  has  improved  the  training  in  ocular 
disease  but  remains  insufficient  to  produce  well  qualified  diag- 
nosticians.    Therefore,  while  optometrists  are  trained  to  carry 
out  certain  diagnostic  procedures,  they  are  not  appropriately 
trained  to  detect  eye  disease  and  make  an  adequate  differential 
diagnosis.     While  an  optometrist,  in  conducting  an  eye  examination, 
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may  use  some  of  the  same  techniques  used  by  an  ophthalmologist, 
i.e.,  refractions,  visual  field  examinations,   tonometry,  ophthal- 
moscopy, and  other  evaluative  procedures,  his  training  does  not 
permit  full  interpretation  of  any  but  the  refractive  findings. 

The  earliest  signs  of  eye  disease  often  consist  of  only 
slight  departures  from  normal,  and  are  similar  to  normal  varia- 
tions in  healthy  patients.     The  optometrist  is  not  sufficiently 
trained  to  make  these  distinctions.     His  examination  may  be  a 
general  screening  procedure,  but  it  does  not  meet  the  requirements 
for  an  adequate  examination  of  the  eye  for  signs  of  pathological 
conditions . 

Conclusions  and  Recommendation 

There  is  general  agreement  among  health  professionals  that 
optometric  education  qualifies  optometrists  to  perform  refrac- 
tions and  to  prepare  and  dispense  mechanical  aids  to  vision.  If 
optometrists  were  to  provide  these  services  to  the  elderly  in 
independent  practice,  the  elderly  still  would  not  receive  the  high 
quality  diagnostic  examination  for  ocular  disease  which  would  be 
provided  by  a  medical  eye  specialist.     Since  the  incidence  of  eye 
disease  and  blindness  is  considerably  higher  in  the  elderly  than 
in  the  general  population,  the  provision  by  Medicare  of  optometric 
services  without  an  eye  examination  by  a  medical  specialist  would, 
to  some  extent,  compromise  the  quality  of  care  provided  by  Medicare 
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It  is  recognized  that  corrective  lenses  and  refractive 
services  are  necessary  for  the  health,  social  adjustment,  voca- 
tional skills,  and  intellectual  pursuits  of  many  elderly  persons. 
It  is  suggested  that  when  financing  permits,  these  services, 
provided  under  appropriate  controls,  be  considered  for  early 
inclusion  in  the  Medicare  program  and  that  optometrists'  refrac- 
tive services  be  covered. 

Recommendation 

It  is  recommended  that  present  coverage  for  optometric  ser- 
vices not  be  expanded  at  this  time. 
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Footnotes : 

1.  American  Optometric  Association,  Vision  Care:  The  Unmet  Need  of 
Medicare  Recipients  (Report  submitted  to  the  Public  Health 
Service  by  the  American  Optometric  Association,  October  17, 
1968),  p.   6.  (Mimeographed) 

2.  See  page  8,  footnote  1  above. 

3.  Legal  blindness  is  generally  defined  in  the  United  States  as 
visual  acuity  for  distant  vision  of  20/200  (which  means  that 
a  person  can  see  at  a  distance  no  greater  than  20  feet  what 
one  with  "normal"  sight  can  see  at  200  feet)  or  less  in  the 
better  eye,  with  best  correction;  or  visual  acuity  of  more 
than  20/200  if  the  widest  diameter  of  field  of  vision  sub- 
tends an  angle  no  greater  than  20  degrees;   some  states 
include  up  to  30  degrees  according  to  the  National  Society 
for  the  Prevention  of  Blindness  in  Estimated  Statistics  on 
Blindness  and  Vision  Problems  (New  York:  National  Society 
for  the  Prevention  of  Blindness,   1966)  on  page  10. 

4.  Ibid.,  p.  27. 

5.  U.S.,  Department  of  Health,  Education,  and  Welfare,  National 
Institutes  of  Health,  National  Institute  of  Neurological 
Diseases  and  Blindness,  Proceedings,  Sixth  Annual  Conference 
of  the  Model  Reporting  Area  for  Blindness  Statistics,  1967, 
Public  Health  Service  Publication  No.   1761  (Bethesda,  Mary- 
land:    National  Institute  of  Neurological  Diseases  and 
Blindness,  n.d.),  p.  42. 

6.  U.S.,  Department  of  Health,  Education,  and  Welfare,  Public 
Health  Service,  National  Center  for  Health  Statistics, 
Monocular-Binocular  Visual  Acuity  of  Adults,  United  States, 
1961-62 .  Public  Health  Service  Publication  No.   1000  - 
Series  11-No.  30  (Washington,  D.C.:     Government  Printing 
Office,  April,   1968),  p.  13. 

7.  American  Optometric  Association,  "Services  of  Optometrists 
Performing  Health  Services  in  Independent  Practice,"  (Report 
submitted  to  the  Public  Health  Service  by  the  American 
Optometric  Association,  August  1,   1968),  p.   20.  (Mimeographed) 


8.     Ibid. ,  p.  33. 
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9.  Ibid. ,  p.  32. 

10.  Ibid.  ,  p.  32. 

11.  National  Advisory  Commission  on  Health  Manpower,  Report  of  the 
National  Advisory  Commission  on  Health  Manpower  Vol.  II 
(Washington,  D.C.:     Government  Printing  Office,   1967),  p.  186. 

12.  The  American  Optometric  Association  in  Manual  of  Accrediting 
(St.  Louis,  Missouri:     American  Optometric  Association,  1966) 
on  page  iii  states:     "The  Council  on  Optometric  Education  shall 
consist  of  seven  (7)  members  (as  specified  in  the  Constitution 
and  Bylaws  of  the  AOA) ,  all  of  whom  shall  be  members  of  the 
American  Optometric  Association,  Inc.;  one  (1)  member  shall 

be  a  member  of  the  board  of  trustees  of  this  Association. 
The  remaining  six  (6)  members  shall  be  constituted  as  follows: 
two  (2)  shall  be  optometrists  of  outstanding  professional 
experience,  not  affiliated  with  any  school  or  college  of 
optometry  or  member  of  a  state  board;  two  (2)  shall  be  active 
members  of  the  International  Association  of  Boards  of  Examiners 
in  Optometry  and  sitting  as  members  of  their  respective  state 
boards  at  the  time  of  their  appointment;  and  two  (2)  shall  be 
optometrists  associated  with  optometric  educational  institu- 
tions accredited  by  the  Council  on  Optometric  Education." 


126 


NATUROPATHY 

Present  Medicare  Coverage 

Although  naturopathic  services  are  not  excluded  by  name 
from  Medicare  coverage,   in  effect,  they  are  not  covered.  The 
definition  of  a  physician  under  Medicare  does  not  include 
naturopathic  physicians,   thus  excluding  all  services  of 
naturopaths  in  independent  practice.     Moreover,  because 
Medicare  approved  hospitals  and  other  providers  normally  do 
not  provide  naturopathic  services,  it  is  unlikely  that  naturo- 
paths would  be  employed  by  any  approved  provider.  Hence, 
services  of  naturopaths  are  excluded  from  coverage  as  "other 
therapeutic  services,"  which  are  reimbursable  to  providers. 

Requested  Change  in  Coverage 

The  National  Association  of  Naturopathic  Physicians  has 
requested  coverage  for  the  services  of  naturopathic  physicians 
under  Part  B  of  the  Supplementary  Medical  Insurance  program 
(see  Association  Statement,  Appendix  B) ,  as  independent  practi- 
tioners serving  as  "points  of  entry"  similar  to  doctors  of 
medicine  and  osteopathy,  but  subject  to  restrictions  in  treat- 
ment as  specified  in  State  licensure  laws. 
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Professional  Organization 

In  1956,   the  National  Association  of  Naturopathic 
Physicians  was  formed  from  the  merger  of  the  American  Naturo- 
pathic Association  and  the  American  Association  of  Naturopathic 
Physicians.     This  is  now  the  only  naturopathy  organization  in 
the  United  States.     It  has  168  members  located  in  the  following 
States:     Washington  (26),  Idaho  (26),  Connecticut  (24),  Oregon 
(20),  California  (17),  Kansas   (16),  and  New  York  (7).  The 
membership  is  composed  of  naturopaths,  naturopath- chiropractors 
and  chiropractors.^" 

The  definition  of  naturopathy  adopted  by  the  National 

Association  of  Naturopathic  Physicians  is  as  follows: 

Naturopathy  (naturopathic  medicine)--  A  system 
of  treatment  of  human  disease  which  emphasizes 
assisting  nature.     It  embraces  minor  surgery 
and  the  use  of  nature's  agents,   forces,  processes, 
and  products,  and  introduces  them  to  the  human 
body  by  any  means  that  will  produce  health- 
yielding  results.  ^ 

Concepts  and  Philosophy  of  Naturopathy 

Benedict  Lust,  N.D.  ,D.O.  ,D.C.  ,M.D.,  who  was  born  and 

educated  in  Germany,   introduced  naturopathic  healing  to  the 

United  States  in  1892  with  the  establishment  of  the  Yungborn 

Health  Institute  in  New  Jersey.  Other  pioneers  in  the  develop- 
ment of  naturopathy  in  the  United  States  include  Kellogg,  the 
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founder  of  the  Battle  Creek  Sanitarium,  and   Hahnemann,  the  founder 
3 

of  homeopathy.       However,  the  historical  roots  of  naturopathy 
date  back  to  the  early  Egyptians,  who  used  massage  and  manipu- 
lation of  the  body, and  to  the  use  of  steam  and  vapor  baths  in 
Europe  during  the  Middle  Ages. 

The  naturopathic  approach  to  health  and  disease  is  re- 
flected in  its  philosophy  which  is  explained  in  the  textbook, 
Basic  Naturopathy     (submitted  to  this  study  by  the  NANP)s  as 
follows:     Naturopaths  hold  that  there  is  a  vital  force  "   ..which  is 
the  maintainer  and  healer  of  the  body,"  ^  and  that  all  "...  vital 
actions  are  correlated  by  the  nervous  system."  5  When  the  vital 
force  is  depressed,   "enervation"  exists.     Disease  is  explained 
as  follows: 

The  primary  cause  of  disease  is  reaction  to 
unnatural  environment...  When  the  body  is 
weighted  down  by  toxins  in  excess  of  the 
amount  with  which  the  vital  force  is  able  to 
cope,  then  enervation...   supervenes  and  there 
is  a  lag  in  the  body's  power  to  expel  the  "ashes" 
of  metabolism. . .  Enervation  leads  to  the  secondary 
cause  of  so-called  disease--  toxemia.  Toxemia 
is  the  state  of  auto- intoxication  resulting  from 
the  accumulation  of  poisons  in  the  body  -  poisons 
taken  in  from  without  in  the  form  of  incorrect 
food,   impure  water,  vitiated  air,  etc.,  and  which 
are  not  thrown  off  by  the  body  because  of  its 
enervated  state,  and  in  addition  thereto  the 
poisons  formed  within  the  body  itself  by  the 
processes  of  metabolism. . .     The  presence  of  these 
poisons  within  the  blood  stream  and  tissues  causes 
the  vital  force  to  make  efforts  to  eradicate  toxemia, 
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and  these  efforts  are  what  is  called  "diseased 
crises."      ...  Disease,  therefore,   is  not  a  hostile 
entity  to  be  attacked,  but  is  rather  a  manifesta- 
tion of  vital  force  in  its  efforts  to  continue 
to  live  and  to  remove  anti-vital  conditions  caused 
by  man's  deliberate,  or  ignorant,  breaking  of  the 
laws  of  health  and  life...  Disease,  then,   is  the 
result  of  stagnation  and  accumulation  of  filth  in 
the  blood  stream  and  in  the  tissues."  ° 


In  keeping  with  this  philosophy,  Basic  Naturopathy  presents 

the  following  views  concerning  parasitic  diseases: 

. . .  bacteria  are  not  the  unmitigated  evil  they  are 
pictured  to  be;   like  everything  else  in  Nature,  they 
serve  a  useful  purpose.     They  are  scavengers  which 
consume  and  remove  waste  and  morbid  matter.     ...  So 
long  as  we  are  foolish  enough  to  burden  our  system 
with  all  sorts  of  morbid  matter  to  such  an  extent 
that  our  organs  of  elimination  cannot  take  care 
of  it,     Nature  must  provide  some  other  radical  forms 
of  housec leaning  such  as  fever,  inflammations, 
catarrhal  conditions,  bacterial  disease,  etc., 
otherwise  we  would  perish  in  our  own  impurities  and 
often  do.     It  is  not  necessary  to  kill  these  useful 
little  scavengers;   their  activity  ceases  and  they 
become  innocuous  when  they  have  consumed  the 
morbid  matter  upon  which  they  live...  Although  not 
considered  a  primary  cause  of  disease  by  Naturopathic 
physicians,  germs  are  regarded  as  the  exciting  cause 
where  ever  the  proper  soil  for  their  growth  and 
development  exists.  ^ 

In  addition  to  the  above  conditions,  the  National 
Association  of  Naturopathic  Physicians  points  out  that  the 
naturopathic  approach  to  healing  also  places  priority  on 

"maladjustment  of  muscles,   ligaments,  bones,  and  neurotrophic 

8  9 
disturbances"    and  "consideration  of  hereditary  influences" 

as  basic  causes  of  disease. 
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Chiropractic  and  naturopathic  philosophy  are  very  similar, 
in  that  practitioner  groups  believe  in  the  concept  of  a  vital 
force  that  is  transmitted  through  nerves  and  is  capable  of 
effecting  the  cure  of  disease.     Both  believe  that  maladjustment 
of  bones  causes  ill  health.     This  similarity  is  not  mere 
coincidence  since  the    disciplines  have  had  a  close  relationship 
since  their  inception  in  the  late  nineteenth  century. 

According  to  the  president  of  NANP,  until  1953  many  of  the 

schools  in  the  United  States  which  taught  naturopathy  were 

10 

schools  of  chiropractic.  It  is  believed  that  many  chiropractors 

are  also  naturopaths.     The  most  widely  used  chiropractic  text- 
book was  written  by  a  naturopath- chiropractor . 

In  1932,  Louis  Reed,    Ph.D  ,   in  his  book,  The  Healing  Cults,  made 

the  following  statement  about  naturopaths: 

Chief  among  the  naturopathic  therapeutic  agents 
is  the  chiropractic  treatment.     Indeed,  the  re- 
lationships between  naturopathy  and  chiropractic 
are  most  close.     Many-- if  not  all-- the  naturopathic 
schools  teach  chiropractic  and  give  their  graduates 
the  D.C.   (Doctor  of  Chiropractic)  as  well  as  the 
N.D.   (Doctor  of  Naturopathy)  diploma.     So  far  as 
their  actual  practices  and  activities  go,   it  is 
difficult  to  distinguish  the  naturopaths  from  the 
chiropractic  "mixers."    As  a  matter  of  fact,  they 
are  often  one  and  the  same.     Many  naturopaths  are 
former  chiropractors—chiropractors  who  began 
using  so  many  other  healing  methods  that  they 
ceased  to  call  themselves  chiropractors.il 
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Naturopathic  Practice 

The  naturopathic  philosophy  and  approach  to  disease   are  all- 
encompassing  and  naturopaths  treat  most  illnesses.     The  practice 

of  naturopathy  is  considered  to  be  a  part  of  the  practice  of 
12 

medicine    by  the  NANP .     The  scope  of  naturopathic  practice  is 

described  by  the  NANP  as  follows: 

Naturopaths  can  and  do  diagnose,  apply  naturopathic 
therapy  to,  and  thereby  treat,  acute  infectious- 
disease  and  abnormalities  of  the  digestive  system, 
the  respiratory  system,   the  cardiovascular  system, 
the  urinary  system,   the  hemopoetic  system  the 
nervous  system  and  the  endocrine  system. 

Although  naturopathic  physicians  treat  patients  of  all  ages, 
according  to  the  NANP  they  treat  a  high  proportion  of  geriatric 
patients . 

Naturopaths,  in  the  main  serve  geriatric  patients... 
Naturopaths  rights  extend  from  prenatal  care  (and 
subsequent  obstetrics),   through  the  detection  and 
reporting  of  contagion,  to  signing  birth  and  death 
certificates .  ^ 

Almost  all  naturopaths  are  in  solo  practice;  90  percent 
are  in  general  practice  and  the  remaining  10  percent  specialize 
in  pediatrics,  obstetrics,  gynecology,  proctology,  dermatology 
or  chiropractic.  ^ 
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The  NANP  describes  the  naturopathic  approach  to  diagnosis 
as  follows: 

The  personal    interview   is  the  naturopathic  physician's 
first  phase  of  diagnosis  observation,  visual  detec- 
tion of  obvious  abnormalities  of  a  physical  or 
psychological  character,  aural  detection  of  physiolo- 
gical (speech)  or  psychological  abnormalities,  etc.  ^ 

Initial  physical  examinations,  for  new  patients,  are 
comprehensive,  regardless  of  the  nature  of  the  patient's 

complaint  to  establish  history  and  ascertain  with 

some  exactitude  the  current  status  of  the  patient's 
body.  Manual  and  visual  examinations  of  the  body- 
its  limbs,  muscles,  orifices  is  routine.  ^ 

All  of  the  bodies'   tissues,   fluids  and  excretions 
are  subject  to  examination  during  the  course  of 
laboratory  testing  as  part  of  naturopathic  diagnosis: 
urine,  sputum,   feces,  epidermal  abnormalities, 
gastric  fluids,  etc.  18 

Blood  testing,  aside  from  its  role  as  part  of  any 
general  physical  examination,   is  also  conducted 
by  the  naturopath  for  the  specific  purpose  of 
detecting  venereal  disease  or  as  a  concomitant  to 
pre-and  post-natal  care  and  the  prophylaxis  of 
or  informational  reporting  on  new-born  infants. 
Serology  is  an  essential  part  of  naturopaths 
geriatric  and  gerontological  practice.  *-9 


The  diagnostic  aids  used  by  naturopaths  "includes  every 
accepted  diagnostic  instrument:     sphygmomanometer;  stethoscope; 
electrocardiograph;  endocardiograph ;  thermometer;   speculums ; 
proctoscopes;  sigmoidoscopes  ;   instruments  for  testing  reflexes, 


aural  receptivity,   and  for  testing  pressure  of  eyeball;   scales;  X-ray; 

20 

f luoroscopes . .   the  gamut  of  modern  medicine's  diagnostic  equipment." 

Some  naturopaths  undertake  "iridiagnosis"  as  part  of  their  diag- 
nostic evaluations.     It  is  based  on  the  belief  that  bodily  departures 

from  the  normal  cause  observable  markings  in  the  eyes  of  the  patient. 

21 

By  study  of  these  markings,  according  to  Basic  Naturopathy,  the 
naturopath  can  learn  a  complete  history  of  past  illnesses,  as  well  as 
previous  treatment.     For  example,  drugs  taken  by  the  patient  are  said 
to  cause  appearance  of  certain  markings  and  colors  at  a  later  time. 
The  author  cites  as  evidence  of  lack  of  validity  of  conventional  medica 
treatment:     "...   such  unnatural  treatment  always  leaves  more  signs  and 
markings  in  the  iris  than  were  there  before  the  treatment.  Under 
naturopathic  treatment  the  disease  signs  lessen  or  completely  disappear 

For  iridiagnosis,  the  eyes,   starting  from  the  pupil,  are  divided 
into  the  stomach  ring,  the  intestine  ring,  the  nerve  rings,  circulatory 
system  and  brain,  and  skin  or  scurf  rings.     The  sympathetic  ring  is 
further  divided  into  areas  associated  with  body  organs  or  functions. 
Examples  of  signs  and  interpretation  are:      (1)  a  jagged  white  line  in 
the  sympathetic  ring,  pointing  to  a  specific  area  associated  with  an 
organ,  indicates  hypertrophy  or  atrophy  in  that  organ;   (2)  fine  black 
lines  forming  a  circle  in  the  stomach  area  indicate  that  patient  has 
had  morphine;   (3)  a  white  triangle  in  the  appropriate  area  of  the  eye 
indicates  a  true  appendicitis,  while  a  white  line  only  indicates  a 
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pseudo-appendicitis  and  a  black  speck  indicates  an  appendectomy; 
(4)  a  straw-colored  stomach  ring  is  interpreted  to  mean  acidity  or 
hyperacidity  of  the  stomach. 

In  interpreting  the  signs,  the  author  warns  that  "the  xLiagnostician 
must  use  judgment,  and  take  into  consideration  all  organic  and  func- 
tional diseases  of  the  organ  indicated  which  could  be  located  in  that 
organ."    Ability  to  perform  iridiagnosis ,  the  author  states,  "requires 

long  and  arduous  study  and  practice,  which  may  account  for  the  fact 

22 

that  it  is  not  a  too  popular  method  of  diagnosis." 

The  naturopathic  approach  to  treatment  is  described  by  the  NANP 
as  follows: 

The  techniques  applicable  to  naturopathic  treat- 
ment of  disease  and  illness  are  the  same  techniques 
applicable  to  treatment  by  an  allopath,  with  greater 
emphasis  upon  hydrotherapy,  massage,  manipulation, 
or  electrotherapy  in  necessary  instances,  and  with 
greater  utilization  of  medications  in  their  natural 
or  botanical  form^than  in  their  chemically-created 
or  derived  form. 

Naturopathy  does,   in  general,  rely  less  heavily 
on  radical  alteration  of  bodily  functions  and 
chemistry  than  do  other  healing  arts.  Naturopathy's 
primary  stresses  include  light  therapy...;  electro- 
therapy...; vibrotherapy...;  remedial  exercises...; 
manipulations...;  vasomotor  control;  mechanical 
therapy...;  crymotherapy ;  biochemic  therapy... 
phyotherapy  --  using  naturopathic  botanicals,  herbal, 
and  vegetable  materials  as  listed  in  "Naturae 
Medicina";  the  use  of  tissue  minerals  and  cell 
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salts...;  vapotherapy;  colon  therapy-- irrigating 
agents  and  other  products  for  the  treatment  pathoses 
of  this  region;  autotherapies;  climatotherapy .  24 

Emphasis  is  placed  upon  nutritional  advice  and  elimination 
of  waste.     The  following  treatment  methods  are  cited  as  examples: 

Treatment  of  Retention:     Open  the  pores  of  the 
skin,   increase  respiration,   increase  excretion  of 
the  kidneys,  supply  adequate  ingestion  of  proper 
minerals,  particularly.     Withhold  food  during  the 
acute  stages. 25 

Treatment  of  Invasion:     Open  the  pores  of  the 
skin,  general  tonic  treatment  to  control  and 
only  to  keep  the  symptoms  within  safe  limits. 
Congenial  germicides  may  be  used. 26 

Treatment  for  Enervation:     General  tonic  treat- 
ments to  maintain  adequate  circulation,  adequate 
nutrition.     Usually  this  will  require  some  of  the 
mineral  phosphates  and  quite  often  vitamins  in 
large  doses.     Secure  emotional  rest.  Stimulate 
the  skin  and  other  emunctor ies . 27 


The  naturopath    attempts  to  prevent  morbid  matter  or 

toxins  from  accumulating  by  prescribing  pure,  natural  foods. 

Eating  flesh  and  drinking  coffee  or  tea,  the  "multiple  barreled 

28 

poison, ,fare  discouraged.        Naturopaths  believe  the  extensive 
"...   use  of  flesh  meats  may  lead  to  auto-intoxication,  a  re- 
sultant of  decomposition  or  decay  of  undigested  remnants  and 

cause  intestinal  catarrh,  ulceration,  biliousness,  appendicitis, 

29 

and  many  other  diseases.  " 


It  is  apparent  that  naturopaths'  approach  to  health  and 


disease  is  very  different  than  that  of  medicine  and  osteopathy. 
For  example,  the  conflict  with  other  concepts  of  health  and 
disease  is  illustrated  by  the  following  quotations  from  Basic 
Naturopathy  t 

If  symptoms  are  the  showing  of  an  effort  to  get 
well  or  to  adapt,  does  it  seem  reasonable  to 
suppress,  or  abort,  or  to  stop  the  symptom? 
Would  it  not  be  more  logical  if  we  were  to 
slightly  increase  the  symptom  to  speed  up  the 
process  of  repair  or  cure?30 

Every  doctor  should  know  that  the  only  way  to 
cure  an  ulcer  is  to  change  the  "cold"  condition 
into  a  "hot"  condition.     Irritate  it,  to  cause 
an  acute  active  reaction  that  will  cure.  The 
same  basic  principles  apply  to  acute  and  chronic 
disease  as  relatively  to  the  boil  and  ulcer. 31 

A  good  case  of    smallpox  may  rid  the  system  of 
more  scrofulous,  tubercular,  syphilitic  and  other 
poisons  than  could  otherwise  be  eliminated  in  a 
lifetime.     Therefore,  smallpox  is  certainly  to 
be  preferred  to  vaccination.     The  one  means 

elimination  of  chronic  disease,  the  other  the 

ii  - 

making  of  it. 

The  assertion  that  Naturopaths  could  cure  cancer 
by  natural  methods  of  treatment,  was  scouted  and 
ridiculed.     Many  a  poor  sufferer  has  missed  his 
chance  of  recovery  because  he  believed  that  his  ^3 
only  possible  salvation  lay  in  a  surgical  operation. 


Naturopaths  do  not  believe  in  artificial 
immunization. . . 
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Manpower 

According  to  State  Licensing  of  Health  Occupations,  in  1965 
there  were  351  naturopathic  licenses  in  effect  in  Arizona, 
Connecticut,  Hawaii,  Oregon,  Utah  and  the  District  of  Columbia. 
Also  in  1965,  202  licenses  were  renewed  in  Florida  and  California. 

In  addition  to  these  553  naturopaths,  the  NANP  believes  there 
may  be  400  to  700    more  naturopaths  in  the  licensed  and  re- 
gulated States  and  3,000  to  4,000    practitioners  in  States  where 

36 

naturopathic  practice  is  regulated  under  the  old  common  law. 

The  exact  number  of  naturopath- chiropractors  is  unknown. 
However,   the  president  of  the  NANP  believes  there  are  about 
3000  to  4000  naturopath  -chiropractors  practicing  naturopathy . 37 
If  this  is  true,  most  naturopaths  are  also  chiropractors,  since 
according  to  estimates  of  State  licenses  and  the  NANP  there  are 
only  about  500-1000  persons  with  only  the  ND  degree. 

Quality:     Indicators  and  Controls 
Education  and  Research 

The  National  College  of  Naturopathic  Medicine  (NCNM) , 
located  in  Seattle,  Washington,   is  the  only  naturopathic  college 

in  the  United  States.     The  Office  of  Education  has 
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not  designated  any  accrediting  body  for  naturopathic  schools. 

38 

The  NANP  says  that  it     accredits  the  one  existing  college. 


The  catalog  of  the  National  College  lists  40  faculty;  most 

hold  volunteer  appointments.     Thirty-one  have  the  ND  degree 

(Doctor  of  Naturopathy),  five  have  a  bachelor ' sdegree,  and  one 

is  a  registered  nurse.     The  president  of  the  college  has  a 

39 

bachelor  1 s , master ' s   and  Th.D.  degree. 

The  NCNM  offers  a  four  year  (4706  hours)  course  which  leads 
to  the  ND  degree.     The  first  two  years  are  concerned  with  the 
basic  sciences  and  the  last  two  years  with  outpatient  clinical 
work.     The  curriculum  includes  psychiatry ,  ophthalmology , 
neurology,  gynecology,  obstetrics  (in  which  the  student  has 
to  assist  in  2  or  more  deliveries),  orthopedics,  otolaryn- 
gology, minor  surgery,  pediatrics,  urology,  proctology, 
geriatrics  and  endocrinology.     The  1968  catalog  also  lists 
human  dissection,  although  this  is  apparently  not  included  in 
the  curriculum  now,  since  there  is  no  laboratory  for  this 
procedure . 

Most  of  the  outpatient  clinical  experience  is  obtained  in 
the  office  of  a  private  practitioner.     There  is  no  inpatient 
training. 
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The  school  makes  extensive  use  of  standard  medical  texts, 

especially  in  teaching  the  basic  sciences.  According  to  the 

president  of  the  NANP ,  the  two  books  written  by  the  profession 

and  used  at  the  school  are  Basic  Naturopathy,  by  Harvey  Spitler, 

N.D.,  M.D. ,  Ph.D.  and  Naturae  Medicina  and  Naturopathic 

42 

Dispensatory,  by  A.  W.  Kuts  Cheraux ,    B.S.,  M.D.,  N.D. 


The  library  and  laboratory  are  described  as  follows: 

The  NCNM  maintains  a  5000  volume  library,  most 
of  its  works  dealing  with  natural  drugs  older 
books  whose  content  remains  unchanged  by  any 
but  radical  research  innovations.     Because  of 
the  relatively  static  character  of  Naturopathic 
publishing,   the  library  remains  valid  and  is 
more  adequate  than  the  sheer  number  of  volumes 
would  imply.  ^ 

The  College  contains  one  laboratory,  operated 
in  conjunction  with  its  c linic . . . . this  labora- 
tory is  equipped  and  utilized  for  conducting 
clinical  testing,  but  is  too  small  for  extensive 
research. ^ 

The  NCNM  requires  a  high  school  diploma  and  two  years  of 

college  for  admission.     Students  have  included  midwives  and 
45 

chiropractors.       Since  1960,  sixteen  students  have  graduated, 

and  in  1968  seven  students  were  enrolled  and  three  students 
46 

were  graduated.        No  organized  research  is  carried  on  by  the 

47 

college  or  by  the  profession. 


140 


Current  Status  of  Naturopathy 

By  the  late  1950' s,  naturopathy  as  an  entity  was  dropped 

from  the  curriculum  of  all  but  one  chiropractic  school  and  that 

one  was  closed  in  1961.     However,  certain  naturopathy  courses 

48 

continued  to  be  taught  at  the  other  chiropractic  schools. 
The  number  of  naturopaths  therefore  is  rapidly  declining 
because  of  the  limited  number  of  graduates  from  the  only  school 
of  naturopathy. 

In  1964,  the  Canadian  Royal  Commission  on  Health  Services 

undertook  a  study  of  naturopaths.     As  part  of  this  study  a 

49 

research  team  headed  by  Donald  Mills     sent  a  detailed 
questionnaire  to  all  naturopaths,  chiropractors  and  osteopaths 
in  Canada.     The  recommendation    of  the  Royal  Commission  concern- 
ing naturopathy  which  was  in  part  based  on  the  Mills  report 
was  as  follows: 

Their  number  is  not  growing  and  they  are  not 
scientifically  oriented  to  the  extent  that 
they  should  be  included  as  providers  of  services 
to  be  paid  for  under  the  comprehensive  health 
services  recommended.-^ 

Licensure 

naturopathic    license     can  be  obtained  in  at  least  five 

51 

and  the  District  of  Columbia.      Florida  has  a  licensure 
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act  for  naturopaths,  but  in  1959  the  Board  of  Naturopathic 

Examiners  was  abolished  after  a  thorough  investigation  and  no 

52 

new  licenses  are  being  issued.       in  addition,  Georgia,  California, 

Pennsylvania,  South  Carolina,  and  Texas  once  had  licensure  laws 

but  repealed  them;  and  Tennessee  in  1943  passed  a  licensure  law 

but  repealed  it  in  1947  and  made  it  a  misdemeanor  to  practice 

53 

naturopathy  in  that  State.       A  few  States  license  naturopaths 
under  a  general  medical  practice  act  or  as  "drugless  healers," 
or  in  the  case  of  Idaho,  under  State  Supreme  Court  ruling.  The 
State  licensing  laws  place  no  specific  restriction  on  diagnostic 
methods  as  long  as  drugs  or  major  surgery  are  not  used.     The  use 
of  certain  treatment  methods  is  specifically  forbidden  in  various 
States,  e.g.,   the  administration  of  drugs  is  specifically  pro- 
hibited in  six   jurisdictions;   surgery  in  three  States;  radium 
treatment  in  one  State;  and  massage  in  one  State.     One  State  law 
specifically  permits  naturopaths  to  sign  birth  and  deaths 
certificates . 

The  District  of  Columbia  and  all  the  States  that  license 
naturopaths  require  a  written  examination  for  licensure.  Three 
States  and  the  District  of  Columbia  require  two  years  of  college, 
one  State  requires  one  year  of  college,  and  one  State  requires 

a  high  school  diploma  for  licensure.     All  five  States  and  the 

54 

District  of  Columbia  require  a  basic  science  certificate. 
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In  summary,   it  is  apparent  that  the  State  licensing  laws 
generally  place  no  restrictions  on  the  scope  of  naturopathic 
practice  since  they  do  not  infringe  upon  the  naturopathic 
philosophy  or  approach  to  health  and  disease.  Naturopaths 
have  no  desire  to  administer  drugs  that  are  not  "natural"  or 
to  perform  major  surgery,  yet  these  are  the  major  prohibitions 
of  the  licensure  laws. 

Conclusions  and  Recommendation 

Naturopathic  theory  and  practice  are  not  based  upon  the 
body  of  basic  knowledge  related  to  health,  disease,  and  health 
care  which  has  been  widely  accepted  by  the  scientific  community. 
Moreover,   irrespective  of  its  theory,  the  scope  and  quality  of 
naturopathic  education  do  not  prepare  the  practitioner  to  make 
an  adequate  diagnosis  and  provide  appropriate  treatment. 

Recommendation 

It  is  recommended  that  no  changes  be  made  in  coverage  in 
relation  to  the  services  of  naturopaths. 
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CHIROPRACTIC 

Present  Medicare  Coverage 

Although  chiropractic  services  are  not  excluded  by  name  from 
Medicare  coverage,   in  effect,   they  are  not  covered.     The  definition 
of  a  physician  under  Medicare  does  not  include  doctors  of  chiro- 
practic,  thus  excluding  all  services  of  chiropractors    in  indepen- 
dent practice.     Moreover,  because  Medicare -approved  hospitals 
and  other  providers  normally  do  not  provide  chiropractic  services, 
it  is  unlikely  that  chiropractors  would  be  employed  by  any 
approved  provider.     Hence,  services  of  chiropractors  are  excluded 
from  coverage  as  "other  therapeutic  services,"  which  are  re- 
imbursable to  providers. 

Requested  Change  in  Coverage 

The  International  Chiropractors  Association  recommendations 
concerning  Medicare  are:     "1)  chiropractic  inclusion  in  Medicare; 
2)  strict  confinement  of  chiropractic  care  to  spinal  analysis 
and  adjustment  in  the  restoration  and  maintenance  of  health. "^ 

The  American  Chiropractic  Association  asks  for  coverage  of 

services  of  a  chiropractor  "with  respect  to  functions  which  he  is 

legally  authorized  to  perform  as  such  by  the  State  in  which  he 
2 

performs  them."   (See  Association    Statements,  Appendix  B.) 
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Professional  Associations 

A  slight  schism  in  the  chiropractic  community  is  expressed  by 
the  two  professional  associations  representing  chiropractors. 
Members  of  one  group  of  chiropractors,  represented  by  the  Inter- 
national Chiropractors  Association   (ICA) ,  are  called  "straights," 
because  their  approach  is  more  restrictive,  usually  limiting 
diagnostic  effort  to  "determination  of  structural  disre lationships 

of  the  spinal  column"  (the  chiropractic  or  spinal  analysis)  and 

3 

the  method  of  treatment  to  spinal  adjustment.         There  also  is 
evidence  that  this  group  feels  chiropractic  has  a  broader  application 
to  the  diagnosis  and  treatment  of  disease  than  members  of  the  other 

-  4 
association . 

The  ICA,  with  4,057  members,  is  dominated  by  Palmer  College, 

founded  by  D.D.  Palmer  in  1895,  in  Davenport,  Iowa.     Its  definition 

of  chiropractic  is: 

...that  science  and  art  which  utilizes  the  inherent 
recuperative  powers  of  the  body,  and  deals  with  the 
relationship  between  the  nervous  system  and  the 
spinal  column,   including  its  immediate  articulations, 
and  the  role  of  this  relationship  in  the  restoration 
and  maintenance  of  health...  5 

Members  of  the  other  group  of  chiropractors,  represented  by 
the  American  Chiropractic  Association  (ACA) ,  are  called  "mixers" 
and  have  departed  from  the  original  Palmer  approach  by  including 
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dietary  and  nutritional  supplementation  and  physiotherapy  in 
treatment  methods,  in  addition  to  the  chiropractic  adjustment.^ 
Although  spinal  analysis  is  the  central  interest  of  this  group, 
there  also  appears  to  be  more  emphasis  on  evaluation  of  parameters 
other  than  the  relationship  between  the  nervous  system  and  the 
spine.''    The  ACA  has  7,327  members.     This  group  defines  chiropractic 
as : 

...a  study  of  problems  of  health  and  disease  from  a 
structural  point  of  view  with  special  consideration 
given  to  spinal  mechanics  and  neurological  relationships . 3 

Utilization  of  Chiropractic  Services 

The  extent  and  variation  in  use  of  chiropractic  services,  by 
selected  patient  characteristics,  are  shown  in  two  ways  in  Table  1. 
First,  the  extent  of  use  is  shown  as  a  simple  percentage  of  persons 
in  each  population  group  who  consulted  chiropractors  and  of  those 
who  saw  any  type  of  physician  (including  chiropractors).  Second, 
to  show  the  frequency  of  the  patient's  choice  of  a  chiropractor 
(as  opposed  to  doctors  of  medicine  or  osteopathy)  as  the  source  of 
primary  health  care,  the  table  shows  the  ratio  of  the  number  of 
patients  who  saw  all  types  of  physicians  to  the  number  who  saw  a 
chiropractor.     Thus,  the  higher  the  ratio,  the  lower  the  frequency 
of  use  of  chiropractic  services  by  the  group. 
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TABLE  1           Extent  of  Use  of  Chiropractors  and  of 

All  Physicians, 

by  Selected  Population 

Characteris  tics : 

July  1965 

-June  1966 

rercent 

Seeing 

Ratio,  Any 

Classification  Any 

Chiro- 

Physician  to 

Phys  ician 

prac  tor 

uniropLdt.  lojl 

Tn|-ol                                                                    C,  f.  1 

2.3 

29/1 

9  A 

Mr»rtT.Tn  1      o                                                                                      ^\  ^  0 

.  J 

1  Q7/1 
1  O  /  /  L 

Rural    63.4 

3.0 

21/1 

1  Q 

JO/  1 

9  Q 

94/  1 

A  r*a     9  ^     &/i                                                                            £/■  9 

3.7 

17/1 

TTnHpr   Acrp    9S                                           A7  4 

.8 

84/1 

Head  of  household  with: 

1.9 

40/1 

high  school  or  less  63.8 

2.4 

27/1 

Male    62.7 

2.4 

26/1 

2.2 

32/1 

Source:     For  physician  data:  National 

Health  Survey, 

Series  10,  No.  19. 

For  chiropractic  data:     National  Health 

Survey, 

Series  10,  No.  28. 

The  most  definitive  conclusion  from  Table  1 

is  that  chiropracti 

services  are  provided  predominantly  to  white  people.     In  the  non- 

white  population,  only  one  out  of  187 

patients  seeing  any  doctor 

saw  a  chiropractor;   in  the  white  population  one 

out  of  every  26 

patients  saw  a  chiropractor.  Only  0.3  percent  of  the  nonwhite 
population  consulted  chiropractors,  compared  with  2.6  percent 
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of  the  whites  (but  1.2  times  as  many  white  as  nonwhite  persons 

9 

saw  any  type  of  physician).  In  interpreting  this  information,  it 
would  be  useful  to  know  the  number  of  white  as  opposed  to  nonwhite 
chiropractors,  but  this  information  is  not  available. 

The  table  also  shows  the  following  associations  between  patient 
characteristics  and  use  of  chiropractors: 

1.  A  higher  percentage  of  the  urban  population  saw  all 
types  of  physicians  than  of  the  rural,  but  rural 
patients  consulted  chiropractors  more  often  than 
urban . 

2.  By  age  group,  patients  age  25  through  64  most  frequently 
consulted  chiropractors,  with  the  over-65  age  group 
ranking  second.     Use  of  chiropractors  for  the  under-25 
age  group  was  relatively  infrequent . ^ 

3      In  families  in  which  the  head  of  the  household  had 

some  college  education,  a  considerably  higher  percentage 
saw  some  type  of  physician  in  the  study  period--75.8 
percent—but  only  one  out  of  40  consulted  a  chiropractor. 
In  families  in  which  the  head  of  the  household  had  a 
high  school  education  or  less,  only  63.8  percent  saw 

any  physician,  but  one  out  of  27  patients  consulted 

_  12 
chiropractors . 
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4.     A  somewhat  lower  percentage  of  males  than  of  females  s<- 
all  types  of  physicians--62 . 7  percent  compared  with  69 

percent--but  males  were  a  little  more  likely  to  see 

1 3 

chiropractors  than  females. 

To  summarize,  patients'  use  of  chiropractors    was  as  follows: 

white  patients  much  more  often  than  nonwhite;   the  age  group  25 

through  65  more  frequently  than  the  65  and  over  age  group;  the 

lower  education  group  considerably  more  frequently  than  the  higher 

education  group;   the  rural  population  more  than  the  urban;  and 

males  slightly  more  frequently  than  females.     Data  on  income  grou, 

14 

were  inadequate  to  determine  relative  frequency  of  use. 

Concept  and  Philosophy 

In  1895,  Daniel  David  Palmer,  a  tradesman,   founded  the  system 

of  healing  called  chiropractic.     In  his  currently  used  textbook, 

The  Science,  Art  and  Philosophy  of  Chiropractic   (1910,  republished 

1966),  D.D.  Palmer  gives  the  following  account  of  the  discovery  of 

chiropractic : 

I  was  a  magnetic  healer  for  nine  years  previous  to 
discovering  the  principles  which  comprise  the  method 
known  as  chiropractic...   I  had  discovered  that  many 
diseases  were  associated  with  derangements  of  the 
stomach,  kidneys  and  other  organs....     One  question 
was  always  uppermost  in  my  mind  in  my  search  for 
the  cause  of  disease.     I  desired  to  know  why  one 
person  was  ailing  and  his  associate,  eating  at  the 
same  table,  working  in  the  same  shop,  at  the  same 
bench,  was  not.  WHY?... This  question  had  worried 
thousands  for  centuries  and  was  answered  in 
September  1895. 

329-989  0-69— 11 
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Harvey  Lillard   ...  had  been  so  deaf  for  17  years  that 
he  could  not  hear  the  racket  of  the  wagon  on  the 
street   ...   I  made  inquiry  as  to  the  cause  of  his 
deafness  and  was  informed  that  when  he  was  exerting 
himself  in  a  cramped,  stooping  position,  he  felt 
something  give  way  in  his  back  and  immediately 
became  deaf.     An  examination  showed  a  vertebra 
racked  from  its  normal  position.     I  reasoned  that 
if  that  vertebra  was  replaced,  the  man's  hearing 
should  be  restored.    ...   I  racked  it  into  position 
by  using  the  spinous  process  as  a  lever  and  soon 
the  man  could  hear  as  before.  ... 

I  am  the  originator,   the  Fountain  Head  of  the  essential 
principle  that  disease  is  the  result  of  too  much  or 
not  enough  functionating    /s"ic7.    I  created  the  art  of 
adjusting  vertebrae,  using  the  spinous  and  transverse 
processes  as  levers,  and  named  the  mental  act  of 
accumulating  knowledge,   the  cumulative  function, 
corresponding  to  the  physical  vegetative  function  -- 
growth  of  intellectual  and  physical  --  together,  with 
the  science,  art  and  philosophy  --  Chiropractic.... 
It  was  I  who  combined  the  science  and  art  and  developed 
the  principles  thereof.     I  have  answered  the  time-worn 
question  --  what  is  life?15 

The  chiropractic  philosophy  originated  by  Palmer  is  the  frame  of 

1  6 

reference  of  modern  day  chiropractic  thinking.        A  brief  review 
of  this  philosophy  will  aid  in  evaluating  and  understanding  the 
chiropractor's  capabilities  and  activities  in  practice. 

A.E.  Homewood ,  D.C„,  N.D.,  of  the  Los  Angeles  School  of 
Chiropractic  (Dean  Emeritus  of  the  Canadian  Memorial  Chiropractic 
College)  and  a  member  of  the  ACA's  Commission  on  Standardization 
of  Chiropractic  Principles,  explains  Palmer's  philosophy  in  his 
book  The  Neurodynamics  of  the  Vertebral  Subluxation  (published 


in  1962;  submitted  by  the  International  Chiropractors  Association), 
the  most  widely  used  chiropractic  textbook.     Palmer  put  forth  the 
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concepts  of  Universal  Intelligence,  Innate  Intelligence,  and 
Educated  Intelligence.     Universal  Intelligence  is  God. 
Innate  Intelligence  is  the  "Soul,  Spirit  or  Spark  of  Life"  or 
"Nature,  intuition,  instinct,  spiritual  and  subconscious  mind." 
It  is  the  "'something'  within  the  body  which  controls  the  healing 
process,  growth,  and  repair,"  and  "is  beyond  the  finite  knowledge." 
While  Innate  Intelligence  utilizes  the  autonomic  nervous  system, 
the  Educated  Intelligence  or  "conscious"  utilizes  "the  cerebrospinal 
division  for  the  volitional  expression  of  its  function."  Nature 
or  Innate  has  a  great  capacity  to  maintain  or  restore  health  if  it 
is  allowed  normal  expression  within  the  body.     However,  mental, 
chemical  or  mechanical  stress  can  produce  a  greater  or  lesser 
displacement  of  the  vertebra,  or  vertebral  disrelationship,  and  this 
displacement  interferes  with  the  planned  expression  of  Innate 
Intelligence  through  the  nerves.     This  interference  then  produces 
pathology.     The  chiropractor,  by  correcting  the  displacement, 
allows  the  Innate  to  effect  the  cure.^ 

The  influence  of  this  philosophy  on  present  day  chiropractic 
is  illustrated  by  this  passage  from  The  Neurodynamics  of  the 
Vertebral  Subluxation: 

While  it  is  not  the  purpose  of  the  writer  to  derogate 
practitioners  of  other  forms  of  healing,  it  is  of  the 
utmost  concern  to  awaken  an  appreciation  in  the  minds 
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of  doctors  of  chiropractic  for  the  heritage  left 
by  D.D.  Palmer,  which  provides  the  basis  for  the 
most  complete  understanding  of  the  patient  as  a 
unit  of  structure  and  function  yet  to  be  devised 
by  man  to  this  date.    Many  ingenious  approaches 
to  the  health  problems  have  been  thought  out 
carefully,  but  none  seems  to  be  as  all-encompassing 
as  the  techniques  of  D.D.  Palmer.     The  chiropractor 
needs  to  experience  no  twinge  of  inferiority  as  he 
views  the  mottled  array  of  theories,   for  the 
founder  of  the  science  of  chiropractic  appreciated 
the  working  of  Universal  Intelligence   (God) ;  the 
function  of  Innate  Intelligence   (Soul,  Spirit  or 
Spark  of  Life)  within  each,  which  he  recognized  as 
a  minute  segment  of  Universal;  and  the  fundamental 
causes  of  interference  to  the  planned  expression 
of  that  Innate  Intelligence  in  the  form  of  Mental, 
Chemical  and/or  Mechanical  Stresses,  which  create 
the  structural  distortions  that  interfere  with 
nerve  supply  and  thereby  result  in  altered  function 
to  the  point  of  demonstrable  cellular  changes, 
known  as  pathology. ^ 


Subluxation 

The  concept  of  a  vertebral  subluxation  is  central  to  the 

chiropractic  approach  to  health  care.     Dorland's  medical  dictionary 

defines  subluxation  as  "an  incomplete  or  partial  dislocation." 

The  chiropractic  definition  is: 

Home wood ;     The  vertebrae  are  then  within  their  normal 
range  of  motion,  although  not  functioning  at  their 
optimum. ^ 

Janse ;      A  vertebral  subluxation  may  be  interpreted 
as  an 'of f -centering  of  a  vertebral  segment 

Weiant:  /a  subluxation/ is  a  fixation  of  the  joint 
within  its  normal  range  of  movement,  usually  at  the 
extremity  of  this  range. 21 


According  to  these  chiropractic  leaders,  subluxated  vertebrae  are 


characterized  by  fixation  and  misalignment,  within  the  normal  range 

of  motion.     This  definition  is  identical  to  what  specialists  in 

physical  medicine  and  rehabilitation  call  joint  dysfunction: 

The  range  of  voluntary  movement  described  in  anatomy 
texts  is  only  part  of  the  range  of  normal  movement 
at  any  joint.     This  range  of  voluntary  movement  is 
entirely  dependent  on  the  integrity  of  a  normal  range 
of  involuntary  movement  which  I  call  "joint  play." 
As  in  machinery,   the  play  in  all  joints  is  well 
defined  and  without  it,  or  with  too  much  of  it,  the 
function  of  the  joints  becomes  faulty.     It  must  be 
accepted  that  the  movements  in  the  range  of  joint 
play  individually  are  not  under  the  control  of  the 
voluntary  muscles,  and  therefore  cannot  be  performed 
by  deliberate  muscle  action.     For  this  reason,  their 
presence  or  absence  can  only  be  demonstrated  by 
passive  joint  examination,  and  if  they  are  absent, 
they  can  be  restored  only  in  inducing  normal  movement-- 
which  is  manipulation.     Using  the  voluntary  muscles 
prevents  restoration  of  joint  play.     The  prescription 
of  exercises  alone  can  only  delay  this  restoration 
when  dysfunction  is  present.... 

The  persenting  symptom  of  dysfunction  is  pain  either 
locally  in  a  joint  or  at  some  place  distant  from  the 
joint,  but  sharing  a  common  nerve  supply. ^2 

Chiropractors  have  recognized  this  similarity.    W.D.  Harper,  M.S., 

D.C.,   former  Dean  and  now  President  of  the  Texas  College  of 

Chiropractic  and  a  member  of  the  ACA's  Commission  on  Standardization 

of  Chiropractic  Principles,  says : 

This  definition  /re ferring  to  a  quotation  from  James  Mennell, 
an  English  physician/  is  quoted  to  show  that  the  structural 
concept  of  the  subluxation  as  an  entity  and  as  a  fixation 
within  the  normal  range  of  motion  is  also  recognized  by 
the  medical  profession.... 
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The  structural  consideration  of  fixation  alone  as  a 
definition  of  a  subluxation  is  not  sufficiently  strong 
as  a  foundation  for  the  Science  of  Chiropractic. 
The  medical  definition  is  just  the  same. 

If  this  alone  is  used,   there  is  no  difference  between 
chiropractic  and  the  medical  practice  of  teaching 
their  graduates  in  physical  medicine  the  art  of 
adjusting  under  a  medical  doctor's  prescription  and, 
therefore,  no  justification  for  the  existence  of 
chiropractic  as  a  separate  and  distinct  science. 
THERE  HAS  TO  BE  MORE  TO  IT.     THERE  HAS  TO  BE  A 
REASON.23 

W.D.  Harper,  M.S.,  D.C.,  goes  on  to  say  that  there  is  more  to  it 
and  that  the  chiropractic  subluxation  produces  nerve  irritation 
whereas  the  medical  subluxation  does  not. 


Many  in  the  medical  profession  believe  that  the  chiropractic 
subluxation  is  actually  a  disease  process  in  which  the  joint  has 
lost  its  mobility  and  thereby  gives  rise  to  pain  and  loss  of 
function,  and  some  believe  that  manipulation  may  restore  normal 
joint  mobility  and  relieve  pain.     However,  research  on  joint 
dysfunction  and  manipulation  is  not  adequate  to  support  a  conclusive 
statement  about  the  existence  of  this  disease  process  or  the 
efficacy  of  various  treatments. 

Chiropractors,  on  the  other  hand,  believe  that  the  subluxation 
is  the  most  significant  causal  factor  in  disease,  because  they 
feel  that  it  interferes  with  normal  nerve  function.     However,  no 
evidence  has  been  found  in  the  literature,  nor  has  any  information 
been  submitted  to  this  study,   to  prove  that  a  subluxation,   if  it 
exists, is  a  cause  of  disease. 
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The  chiropractor  attempts  to  move  the  vertebra  with  his  hands 
so  that  it  will  not  interfere  with  nerve  function.     It  may  be  that 
the  chiropractor,  in  this  maneuver,  is  not  affecting  nerve  function 
but  actually  is  restoring  the  normal  mobility  of  the  joint.  In 
this  manner,  the  chiropractor  may  in  many  cases  relieve  pain  and 
loss  of  function  with  the  spinal  adjustment.     Referred  pain  to 
other  parts  of  the  body  from  joint  dysfunction  may  be  mistaken 
for  a  disease  process,  and  when  spinal  adjustment  relieves  the 
pain,   this  may  be  thought  to  be  a  cure  of  the  "disease." 

Services  of  Chiropractors 

In  the  following  sections  of  this  paper,   leading  men  from 
each  of  the  chiropractic  associations  will  be  quoted  extensively. 
Every  effort  has  been  made  to  quote  only  those  writers  who  are 
accepted  and  respected  in  the  chiropractic  community  and  to  quote 
only  from  textbooks  in  current  use  in  the  chiropractic  schools. 

Scope  of  Practice 

Since  the  philosophy  of  chiropractic  is  all-encompassing,  its 
practitioners  treat  nearly  every  type  of  illness.     In  a  survey  made 
in  1963  for  the  American  Chiropractic  Association,  85  percent  of 
the  chiropractors  reporting  said  that  they  treat  musculoskeletal 
problems  most  frequently.     Approximately  81  percent  indicated  that 
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conditions  other  than  musculoskeletal  ranked  first,  second,  or 

third  among  conditions  most  frequently  treated.     The  table  below 

shows  the  percentage  of  chiropractors  stating  that  they  generally 

24 

cared  for  the  conditions  listed. 


TABLE  2 


Percent  of  Chiropractors  Reporting 
Treatment  of  Specified  Conditions:  1963 


Condition 


Per- 
cent 


Headache    98 

Sinusitis    94 

Constipation    94 

High  blood  pressure.  93 

Common  cold   92 

Asthma    89 

Bronchitis    86 

Low  blood  pressure   . .  86 

Hay  fever    83 

Gall  bladder    82 

Colitis    80 

Diarrhea    79 

Ulcers    76 

Deficiency  anemia  . .  73 
Chronic  heart 

condition    70 

Genito-urinary  ....  66 

Mental,  emotional  ..  68 

Tonsillitis    67 

Dermatitis    67 

Hives    60 


Condition 


Per- 
cent 


Impaired  Hearing    59 

Hemorrhoids    5  8 

Goiter    48 

Polio    47 

Diabetes  mellitus    46 

Impaired  vision    44 

Chorea    42 

Rheumatic  fever    37 

Hepatitis    32 

Pneumonia    32 

Mumps    31 

Acute  heart  conditions   .  31 

Appendicitis    30 

Pernicious  anemia    24 

Cerebral  hemmorhage   18 

Lacerations    12 

Fractures    9 

Leukemia    8 

Cancer    7 

Diptheria    4 


(The  method  of  obtaining  these  diagnoses  is  unknown) 
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Views  of  leading  chiropractors  on  the  scope  of  practice 
appropriate  to  this  discipline  are  shown  in  the  quotations  given 
be  low . 


A  report  on  a  chiropractic  research  project  by  Henry  Higley, 

M.S.,  D.C.,  of  the  Los  Angeles  College  of  Chiropractic  relates  the 

following  findings: 

We  realize  that  a  large  section  of  the  nonchiroprac tic 
public  appears  to  assume  that  chiropractic  is  confined 
to  the  treatment  of  distresses  of  the  back.     They  seem 
to  believe  that  the  patients  of  doctors  of  chiropractic 
are  limited  to  those  suffering  from  sciatica,  torti- 
collis, and  similar  conditions  affecting  the  musculature 
of  the  back.     The  careful  compilation  of  patient  data 
from  the  1953  records  of  our  chiropractic  clinic  shows 
that  well  over  sixty-five  different  pathologies  /e.g., 
gastrointestinal  problems,  genitourinary  problems, 
cardiovascular  problems,  anemia/were  represented. 
The  case  reports  so  far  collected  for  the  academic 
year  1962-1963  indicate  that  they  will  also  represent 
a  large  variety  of  pathologies.     Those  who  are,  or 
have  been,   in  active  practice,  recognize  the  varied 
pathologies  met  in  chiropractic  practices,  but  now 
we  have  statistical  data  to  confirm  their  experience.^ 


Hugh  Logan,  D.C.,   founder  of  Logan  Basic  College  of  Chiropractic, 

in  his  currently  used  textbook  Logan's  Basic  Methods,   1950,  (submitted 

to  the  study  by  the  ACA)  makes  the  following  statements: 

Inflammatory  conditions  such  as  appendicitis,  ovaritis, 
or  even  neuritis,   in  their  acute  stages  may  be  instantly 
relieved  or  entirely  corrected  by  a  few  adjustments.... 
Other  acute  conditions  such  as  colds,  pneumonia,  etc., 
can  be  put  in  nearly  the  same  category  with  apDgndicitis 
and  ovaritis  as  far  as  prognosis  is  concerned. 
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High  blood  pressure,  especially  when  due  entirely  to  an 
increased  resistance  to  the  flow  of  blood  through  strained 
muscle  fibers,  may  be  lowered  rapidly  and  immediately 
through  a  corrective  Basic  Technique  ad justment .27 

In  the  case  of  pain  resulting  from  burns,  we  have  yet 
to  fail  to  bring  about  almost  complete,   let  us  say 
seventy-five  to  ninety  percent,  reduction  of  pain  in 
any  case  coming  into  our  hands  within  an  hour  or  less 
after  the  injury  occurs.     The  possibility  of  blistering 
or  scarring  of  tissue  also  is  nullified  to  a  large 
degree  by  prompt  application  of  Basic  Technique. 28 

Regarding  tumors,  I  would  say  that  benign  or  innocent 
tumors  may  be  eliminated  without  great  difficulty  when 
the  normal  functional  processes  of  muscle  tissue  are 
restored.     In  the  case  of  malignant  tumors,  our  prog- 
nosis must  be  guarded,  more  favorable  of  course  in  the 
inceptive  than  in  the  advanced  stages. 29 

If  Basic  Technique  can  do  these  two  things,  then  --  ease 
the  discomfort  of  delivery,  and  provide  for  the  more 
nearly  normal  contour  and  vitality  of  the  newborn,  we 
would  say  that  its  application  is  specifically  indicated 
in  pregnancy. 30 

A.E.  Homewood ,  D.C.,  N.D.,  makes  the  following  statement  in 

his  book,  The  Neurodynamics  of  the  Vertebral  Subluxation,  1963,  the 

most  widely  used  chiropractic  textbook: 

Experience  has  established  the  fact  that  the  administration 
of  chiropractic  adjusting  is  efficacious  in  handling 
both  the  acute  and  chronic  cases  of  coronary  occulsion, 
but  no  button  has  been  located  either  theoretically  or 
clinically,  that  may  be  pushed  in  every  patient  to  make 
the  correction . 31 

Joseph  Janse,  D.C.,  President  of  the  National  College  of  Chiro- 
practic and  Chairman  of  the  ACA's  Commission  on  Standardization  of 
Chiropractic  Principles,  in  the  second  most  widely  used  chiropractic 
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textbook,  Chiropractic  Principles  and  Technique,   1947,  states: 

TECHNIC  FOR  TONSILS.   --  Indications .     --  This 
technique  is  used  when  the  tonsils  are  slightly 
inflamed   ....  After  sterilizing  his  finger,  the 
doctor  places  the  finger  tip  on  the  inflamed 
tonsil   ....  he  strokes  downward  using  a  slight 
pressure.     The  amount  of  pressure  to  be  used  is 
determined  by  the  tolerance  of  the  patient. 


In  Chiropractic  Procedure  and  Prac tice ,1965 ,   (submitted  to  this 

study  by  the  ACA)  by  Otto  Reinert,  D.C.,  Director  of  the 

Department  of  Chiropractic  Technique,  Logan  College  of  Chiropractic, 

the  following  description  is  found: 

CRANIAL  ADJUSTING  ...   In  the  adult,   the  effects  of  this 
technique  are  usually  of  a  temporary  symptom- reduc ing 
nature     but  the  dramatic  results  produced  in  the  relief 
of  headache,  sinus  congestion,  some  types  of  deafness 
and  eye  conditions,  and  other  conditions  affecting  the 
head,  justify  our  attention  to  this  technique  and  our 
understanding  of  its  application.     In  babies  and  young 
children  prior  to  the  age  of  five,  before  the  fontanelles 
have  substantially  ossified,  improvement  has  been 
wrought  in  spastics  and  similar  cases  of  intracranial 
congenital  injury. 33 


James  Firth,  D.C.,  Ph.C,  former  professor  at  Lincoln 

Chiropractic  College,  in  his  currently  used  textbook  Chiropractic 

Diagnosis ,  1948     (submitted  by  ACA),  states: 

Definition  --  Acute  diffuse  peritonitis  is  an  acute 
inflammation  of  the  peritoneum  characterized  by  fever, 
pain,  and  prostration. 

Ad jus tment  --  The  adjustment  in  acute  peritonitis  varies 
in  accordance  with  the  location  of  the  primary  lesion. 
Discoverable  nerve  interference  from  the  8th  dorsal  to 
the  lower  lumbar  region  should  be  corrected. 3^ 
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A  report  by  the  Palmer  Clinic  submitted  to  the  study  by  the 
ICA  states: 


The  B.J.  Palmer  Chiropractic  Clinic  presents  these 
case  records  to  demonstrate  the  effectiveness  of 
Chiropractic  with  cases  medically  diagnosed  as 
multiple  sclerosis,  encephalitis  or  sleeping  sickness, 
hydrocephalus,  epilepsy,  sciatica,  cirrhosis  and 
cancer  of  the  liver,  and  tumors.     It  is  hoped  these 
records  will  benefit  both  the  chiropractor  and  any 
interested  lay  person  who  may  chance  to  read  them. 35 

While  giving  testimony  before  the  Ad  Hoc  Consultant  Group  of  the 

U.S.   Public  Health  Service  in  November  1968,  H.R.  Frogley,  D.C., 

Dean  of  Academic  Affairs,  Palmer  School  of  Chiropractic,  was  asked 

the  following  question:  "Do  you  think  if  an  acute  appendicitis  were 

identified  early  enough  in  the  disease  process  that  chiropractic  can 

cure  it?"  His  reply  was:   "Yes,  I  do.   I  say  this  strictly  from 

experience.     I  don't  say  it  from  only  my  experience  but  from  the 

37 

experience  of  all  who  practice  ...." 

In  Opportunities  in  a  Chiropractic  Career,   1967     (submitted  by 
the  ICA),  produced  with  the  cooperation  of  both  chiropractic  associ- 
ations, the  following  is  found  in  the  chapter  entitled  "A  Typical 
Day  at  the  Chiropractor's  Office:" 

IN  WHAT  FOLLOWS  the  names  used  and  the  situations 
depicted  are  all  fictitious.     The  account  has  been 
prepared,  however,  by  a  chiropractor  of  more  than 
40  years'  experience.     He  has  drawn  upon  his  recol- 
lections of  his  own  days  in  practice  and  his  wide 
contacts  with  professional  colleagues  to  reconstruct 
what  might  be  considered  a  fairly  typical  day  in  the 
professional  life  of  the  chiropractic  doctor  .... 


163 


11:45  A.M.     The  doctor  hurries  to  the  home  of  the  little 
girl  with  a  fever.     By  now  she  has  broken  out  with  a 
skin  rash.     He  arranges  the  cushions  on  a  firmly  upholstered 
day-bed  to  improvise  a  chiropractic  table,  places  the 
little  patient  in  the  appropriate  position,  locates  the 
point  where  adjustment  is  needed  and  delivers  the  adjust- 
ment, all  the  while  ingratiating  himself  with  the  little 
girl  in  a  joking  fashion.  The  fever  begins  to  subside 
r  i  gh  t  away .  . . 

The  afternoon  goes  along  much  like  the  morning.  Fourteen 

patients  have  appointments:  a  woman  who  recently  had  a 

gall  bladder  attack,  a  young  boy  who  is  an  epileptic, 

a  clerk  with  a  stiff  neck,  another  low-back  case,  a 

six-year  old  bed-wetter,  a  high  school  boy  with  acne, 

a  garage  mechanic  suffering  from  bursitis  of  the  shoulder, 

a  young  woman  with  painful  menstruation,  a  teen-age  girl 

with  a  rheumatic  heart,  a  middle-aged  woman  with  spinal 

arthritis,  a  woman  with  a  severe  head  cold,  a  man  who 

is  constipated,  a  woman  who  is  too  fat,  and  another  whose 

TO 

thyroid  gland  is  over-active.  ° 

Thus,  although  chiropractors  see  more  patients  with  musculosketal 
problems  than  any  other  kind,   it  is  apparent  that  they  consider  them- 
selves competent  to  treat  a  wide  variety  of  illnesses.     This  belief 
stems  largely  from  their  philosophy  or  approach  to  health  and 
disease.     As  a  result  of  this  belief,  chiropractors  do  not  limit 
their  practice  to  the  care  of  patients  with  musculoskeletal  problems 
but  instead  undertake  the  treatment  of  other  patients  representing 
a  broad  spectrum  of  diseases. 

Approach  to  Diagnosis  and  Treatment 


Chiropractic  methods  are  derived  from  its  philosophy,  involving 
the  role  of  the  Innate  in  the  curative  process,  and  of  subluxations 
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as  the  ultimate  causal  factor  in  disease.     The  result  is  an  approach 
quite  different  from  that  of  conventional  medicine  and  osteopathy, 
as  shown  in  the  following  quotations  about  the  role  of  diagnosis: 

For  the  chiropractor,  diagnosis  does  not  constitute, 
as  it  does  for  the  medical  doctor,  a  specific  guide 
to  treatment.     It  is  not  a  major  goal  of  the  doctor 
of  chiropractic  to  specifically  name  a  disease.  He 
does  not  look  upon  diseases  as  an  entity  to  be  combated. 
For   him  disease     is  a  process;  it  is  physiology  gone 
wrong.     The  problem  is  to  ascertain  why  it  has  gone 
wrong,  and  what  needs  to  be  done  to  right  the  wrong. 
This  is  a  goal  not  attainable  by  routing  _/sic/,  con- 
ventional, diagnostic  methods. 

Because  of  the  emphasis  constantly  being  placed  upon 
diagnosis  by  the  medical  profession,   it  is  difficult 
for  the  average  lay  person  to  realize  that  the  chiro- 
practor need  not  diagnose  and  therefore  diagnosis  is 
unimportant  to  him.^0 

Thus, instead  of  making  a  diagnosis  in  terms  of  a  specific  disease, 
the  chiropractor 's chief  interest  is  in  making  a  diagnosis  in  terms 
of  what  vertebra     is  subluxated  and  producing  "interference  with 
normal  nerve  transmission  and  expression."^!      This  type  of  diagnosis 
is  made  through  the  use  of  chiropractic  or  spinal  analysis  which 
consists  of  palpation  and  X-ray  of  the  spine.     The  importance  of 
spinal  analysis  in  chiropractic  practice  is  explained  by  Janse; 

It  is  impossible  from  the  spinal  analysis  alone  to 
make  a  diagnosis  of  the  nature  of  the  disease.  What 
the  spinal  analysis  determines  is  that  disease  of  a 
certain  organ  exists;   the  special  examination  of  the 
organ  then  establishes  the  exact  nature  of  the  disease. 
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For  example,  detection  of  a  subluxation  at  the  fourth 
thoracic  segment  determines  the  fact  that  there  is 
disease  of  the  liver,  but  whether  the  disease  is 
cancer  or  congestion  it  is  impossible  to  state;  only 
the  special  examination  of  the  liver  and  the  general 
symptom  complex  can  determine  this. 

A  thorough  understanding  of  the  above  principle  makes 
the  diagnosis  of  disease  in  certain  parts  of  the  body 
extremely  accurate,  and  the  palpation  of  the  vertebral 
column  for  the  detection  of  subluxations  is  one  of  the 
most  valuable  aids  at  our  command,  in  the  making  of  a 
correct  diagnosis  .4-2 

Because  the  chiropractic  approach  to  treatment  is  so  greatly 
influenced  by  its  philosophy,   the  main  therapeutic  concern  is  to 
correct  the  subluxation,  either  to  prevent  pathology  from  occurring 
or  to  allow  the  normal  flow  of  Innate  Intelligence  so  that  nature 
can  effect  a  cure.     The  subluxation  is  corrected  by  an  adjustment 
or  dynamic  thrust  to  the  appropriate  vertebrae.     This  adjustment 
consists  of  a  quick,   "specific,  and  purposeful  movement  manually 
delivered."  J      Also,   if  there  is  stress  in  the  soft  tissue,  which 
can  produce  a  subluxation  according  to  chiropractic  philosophy,  the 
tissues  are  adjusted  directly  to  correct  the  subluxation. 

It  should  be  pointed  out  here  that  many  chiropractors  do  not 
believe  that  a  subluxation  is  the  only  cause  of  disease,  that 
spinal  analysis  is  the  only  diagnostic  tool,  or  that  the  chiro- 
practic adjustment  is  the  only  valid  treatment.     The  following 
quotations  from  chiropractic  books  and  statements  submitted  to 
this  study  indicate  some  recognition  of  other  elements  in  the 
cause  and  cure  of  disease. 
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Fundamentally,  chiropractic  recoghizes  that  while  many 
factors  impair  man's  health  and  his  inherent  tendency 
toward  recovery  from  disease,  disturbances  of  the 
nervous  system  are  among  the  most  important  factors 
of  disease  etiology.  ^ 

Diagnostic  Aids  /_include/  x-ray  machine   (spinal  x-rays), 
skin  temperature  recording  instruments,  general  equipment 
such  as  otoscope,  ophthalmoscope,  stethoscope,  and 
sphygomomanometer ,  reflex  hammer  /_and  the  use  of  various 
laboratory  tests/. ^ 

It  is  impossible  from  the  spinal  analysis  alone  to 

make  a  diagnosis  of  the  nature  of  disease....  only 

the  special  examination  /of  an  organ/    . . .  and  the  general 

symptom  complex  can  determine  this.  ^ 

In  contrast  to  both  of  these  kinds  of  doctor  /doctors 
of  medicine  or  osteopathy_/ ,   the  doctor  of  chiropractic 
gives  no  medicine  and  practics  /sic/  no  surgery.  This 
is  not  because  he  feels  that  he  has  the  answer  to  every 
health  problem  and  believes  that  drugs  and  surgery  are 
never  necessary. ^ 


However,   the  concepts  of  the  subluxation  and  of  the  spinal 
analysis  and  adjustment  form  the  basis  of  chiropractic  thinking 
and  activities;  they  are  greatly  emphasized  over  other  concepts  of 
diagnosis  and  treatment  and  disease  causation. 


...The  chiropractic  way  offers  the  safest,  sanest, 
and  most  promising  approach  to  the  great  majority 
of  human  ailments. ^ 

In  the  broad  field  of  prophylaxis,  chiropractic  has 
no  peer*     It  remains  for  the  chiropractic  profession 
to  educate  the  general  public  to  the  availability  of 
such  a  complete  and  encompassing  mode  of  health  care . ^ 

The  future  augurs  well  for  the  continued  proof  of  his 
/D.D.  Palmer 's7  contentions  and  the  recognition  that 
chiropractic  is  a  method  without  equal  in  the  correction 
of  the  majority  of  visceral  and  somatic  health  problems. 
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Of  all  the  causes  of  disease,  there  is  one  which  is  more 
universally  present  than  any  other,  and  that  is  sublux- 
ation of  vertebrae .51 

The  conflict  of  chiropractic  with  other  concepts  of  health 
and  disease,  especially  concerning  treatment,  is  illustrated  by 
the  following  quotations  from  textbooks  currently  used  in  chiro- 
practic schools.     The  authors  are  leaders  in  chiropractic  education 
and  in  the  professional  associations. 


James  Firth,  D.C.,   Ph.C,   in  his  textbook,  Chiropractic 

Diagnosis ,  described  the  chiropractic  treatment  of  influenza: 

Since  there  are  several  forms  of  influenza,  the 
adjustment  will  vary  according  to  the  form.  In 
all  forms  the  middle  and  lower  dorsal  areas  should 
be  adjusted.     In  the  respiratory  form,  middle  or 
lower  cervical  or  upper  dorsal  should  be  included.... 
In  the  nervous  or  cerebral  form  the  upper  cervical 
region  should  be  included. 52 


A.E.  Homewood,  D.C.,  N.D.,   in  The  Neurodynamics  of  the  Vertebral 


Subluxation ,  states: 

The  doctor  of  chiropractic  is  well  aware  of  the 
presence  of  bacteria  and  concedes  that  these 
minute  organisms  play  a  role  in  many  diseases. 
He  would,  however,  emphatically  deny  that  micro- 
organisms are  THE  cause  of  the  diseases  with  which 
they  are  associated  .... 53 
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J.  Robinson  Verner,  D.C.,   in  his  currently  used  textbook 

The  Science  and  Logic  of  Chiropractic,  1956,  states: 

Fear  often  plays  a  vital  part  in  rabies.    Many  bites 
would  not  be  serious  and  possibly  do  no  damage  at 
all  if  it  was  not  for  the  additional  factor  of  fear. 
It  is  because  of  this  fear  that  many  otherwise  minor 
cases  are  fatal. 54- 


The  preface  of  the  currently  used  textbook  Rational  Bacteriology, 

195  3,  by  C.W.  Weiant,  D.C.,  Ph.  D.     (Dean  Emeritus  of  the  New  York 

Institute     of  Chiropractic  and  a  member  of  the  ACA's  Commission  on 

Standardization  of  Chiropractic  Principles),  J.  R.  Verner,  D.  C., 

and  R.  J.  Watkins,  D.C.,  reads  as  follows: 

This  Outline  is  written  with  two    objects   in  mind. 
It  aims ,  first  of  all,   to  give  to  the  student  and 
the  drugless  practitioner  those  basic  facts  and 
principles  of  bacteriology  which  underlie  the 
hygiene  of  the  communicable  diseases  and  sanitation, 
which  create  an  appreciation  of  the  true  role  of 
bacteria  in  disease,  and  which  make  possible  the 
interpretation  of  diagnostic  laboratory  reports. 
Incidentally,   this  is  the  knowledge  usually  required 
to  pass  a  state  board  examination  in  the  subject. 

The  book  has,  however,  a  second  a  more  important 
object,  namely,   that  of  making  public  some  of  the 
outstanding  results  of  medical  and  bacteriological 
research  of  the  past  few  years  which  undermine  the 
whole  germ  theory  of  disease  causation  and  the 
practices  of  serum  and  vaccine  therapy  or  prophylaxis 
based  thereon.     It  is  hoped  by  the  authors  that  this 
material,  all  of  which  will  be  found  carefully  authen- 
ticated, may  speedily  become  of  service  not  only  to 
professional  groups,  but  to  all  laymen,  especially 
parents  and  educators,  who  are  interested  in  having 
the  truth  prevail. 55 
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The  authors,  in  presenting  some  chiropractic  theories  related  to 
bacteriology,  advise  chiropractic  students  as  to  those  passages  that 
are  not  acceptable  for  State  board  examinations,  as  shown  in  the 
first  paragraph  below: 

REMARKS  (on  the  significance  of  streptococcus) 

These  remarks  are  not  a  part  of  the  accepted  medical 
ideology,  but  are  comments  of  evaluation  which  become 
clearer  throughout  this  book.     Thus  it  is  well  to 
keep  them  apart  from  state  board  examinations. 

It  will  be  noted  that  streptococcus  pyogenes  is 
an  organism  of  low  resistance.    Women  in  childbirth 
appear  to  be  especially  susceptible  to  streptococcus 
infections  via  the  genital  tract,  but  there  is  every 
reason  to  believe  that  this  bacterium  is  a  normal 
inhabitant  of  the  skin  and  mucous  membranes,  since 
it  can  nearly  always  be  found  on  these  tissues  in 
healthy  people.     It  is  often  spoken  of  as  a  "secondary 
invader."    We  might  interpret  this  to  mean  that  it 
is  not  until  the  body  has  been  decidedly  weakened 
by  some  such  condition  as  diphtheria  or  broncho- 
pneumonia, that  bodily  resistance  against  strepto- 
coccus breaks  down.   . . .  The  streptococcus  is  not 
a  basic  factor  in  pathogenesis.-*3 


Both  gonorrhea  and  cerebro-spinal  meningitis  respond 
readily  to  non-medical  methods . 57 

c-ft 

Tuberculosis  is  not  contagious  in  adults.-^ 


Diphtheria  antitoxin  and  toxoid  are  both  not  only 
worthless  in  practically  every  case  but  also  virulent 
and  injurious  in  all  cases. ^9 
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James  Firth,  D.C.,  Ph.C,  in  his  textbook  describes  the 

chiropractic  treatment  of  leukemia: 

Since  the  blood  forming  tissues  are  innervated  by 
the  sympathetic  division  of  the  vegetative  nervous 
system,  the  indicated  adjustments  are  in  the  dorsal 
area  of  the  spine.     Inspection,  palpation,  nerve 
tracing,  and  x-ray  study  are  of  assistance  in  deter- 
mining the  location  of  nerve  interference. 

Thus,  the  chiropractor's  approach  to  health  and  disease  is  radically 

different  from  that  of  osteopathy  and  medicine. 

Although  osteopathy  began  in  a  manner  very  similar  to 
chiropractic,  with  emphasis  on  structural  relationships  as  the 
cause  of  all  disease,  it  has  since  broadened  its  approach  to 
health  and  disease  until  now  it  recognizes  and  uses  all  the  know- 
ledge and  methods  of  the  medical  and  other  health  professions. 

Manpower 

Nearly  all  chiropractors  are  in  solo  practice.     Both  the 
ICA  and  ACA  report  no  members  practicing  in  hospitals       .  The  ACA 
reports  85.^  percent  of  its  members  in  general  practice  and  lk.6 
percent  in  specialties  (roentgenology,  orthopedics,  nutrition, 
physiotherapy).  ^    Between  17,000  and  19,000  of  these  practitioners 
are  in  the  United  States,  with  15,000  to  17,000  in  active  practice. 
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Almost  40  percent  of  the  chiropractors  in  the  United  States 
are  located  in  five  States;  about  20  percent  are  in  California, 
8  percent  in  New  York,  6  percent  in  Texas,  and  5  percent  in 
Missouri.0^      It  is  sometimes  thought  that  chiropractors  are 
located  in  rural  areas  and  are  therefore  in  a  better  position 
to  provide  service  to  the  rural  population;  however,  no  data  are 
available  to  demonstrate  this.^^ 

Quality:  Indicators 

In  the  health  care  field,  as  in  many  other  fields,  the 
capacity  to  give  good  quality  service  can  be  correlated  with  the 
quality  of  the  education  of  practitioners,  as  well  as  the  quality 
and  extent  of  research  upon  which  practice  is  based. 

Description  of  Chiropractic  Schools  ^6 

There  are  12  chiropractic  schools  in  the  United  States.  The 
Palmer  College  of  Chiropractic  in  Davenport,  Iowa  is  the  oldest  and 
largest,  with  a  1967  enrollment  of  936.     In  1962,  25  percent  of 
chiropractors  reported  they  had  graduated  from  this  college;  another 
25  percent  had  graduated  from  either  the  National  College  of 
Chiropractic  in  Chicago  or  the  Lincoln  Chiropractic  College  in 
Indianapolis,  Indiana. ^7    The  total  1967  enrollment  in  ten  of 
the  schools  was  2,273;  data  are  not  available  from  the  other  two. 
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Appendix  C  (Selected  Data  on  Schools  of  Chiropractic),  gives 
selected  data  on  the  various  schools. 

All  the  schools  offer  the  Doctor  of  Chiropractic  degree  (D.C.). 
At  least  four  schools  offer  a  bachelor's  degree,  which  is  obtained 
by  acquiring  60  hours  of  college  credit  and  60-68  hours  of  credit 
from  the  chiropractic  college. 

The  Palmer  College  also  offers  the  Philosopher  of  Chiropractic 
degree  (Ph.  C).     H.R.  Frogley,  D.C.,  Dean  of  Academic  Affairs  at 
Palmer,  explains  this  program  as  follows:     "...the  Ph.C.    program  is 
not,  never  has  been,  and  should  not  be  compared  to  the  Ph.D.  degree 
of  the  liberal  arts  colleges.     Rather,  it  is  a  program  to  encourage 
the  graduate  Doctor  of  Chiropractic  to  develop  deeper  convictions 
and  understandings  of  the  chiropractic  premise  by  reading,  practical 
experience  and  assistant  teaching,  and  then  to  express  his  thoughts 
regarding  the  philosophy  of  chiropractic  in  a  brief  thesis.     We  do 
not    have  an  indepth  research  opportunity  attached  to  this 
program. .. "68      other  chiropractic  colleges  also  offer  postgraduate 
courses . 

The  U.S.  Office  of  Education  and  the  National  Commission  on 
Accrediting  do  not  recognize  any  accrediting  agency  for  schools  of 
chiropractic.     However,  the  two  chiropractic  associations  each  have 
an  accrediting  program.     Schools  accredited  by  either  the  American 
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Chiropractic  Association  or  the  International  Chiropractors 
Association  are  listed  in  Appendix  C  (Selected  Data  on  Schools  of 
Chiropractic),  together  with  selected  data  about  their  faculties. 

All  chiropractic  schools  offer  a  four-year  course  (at  least 
4,000  hours)  which  leads  to  the  D.C.  degree.     The  first  two  years 
deal  mainly  with  basic  science  subjects  with  some  outpatient 
clinical  experience  at  the  end  of  the  second  year.     The  last  two 
years  are  devoted  mainly  to  chiropractic  subjects  and  outpatient 
clinical  practice.     There  is  no  inpatient  or  hospital  training. 

Most  chiropractic  schools  include  in  their  organizational 
structure  a  division  of  basic  sciences  or  preclinical  subjects  and 
a  division  of  clinical  or  chiropractic  sciences.     The  basic  science 
divisions  usually  have  departments  of  anatomy,  physiology,  chemistry, 
nutrition,  microbiology,  public  health,  and  pathology. 

The  clinical  divisions  are  more  variable  in  their  substructure. 
The  teaching  of  chiropractic  and  diagnosis  is  the  chief  emphasis  of 
these  divisions  and  at  least  seven  of  the  schools  have  a  department 
of  chiropractic  and  a  department  of  diagnosis.     All  the  schools 
have  courses  in  chiropractic  principles  and  techniques,  and  in 
roentgenology . 
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All  of  the  schools  teach  pediatrics,  obstetrics  and  gynecology 
as  part  of  the  standard  curriculum.     At  least  ten  of  the  schools 
teach  public  health.     Nine  of  the  colleges  have  dermatology  and 
nutrition  as  part  of  the  regular  course  of  study.  Psychiatry, 
psychology  and  first-aid  are  taught  in  at  least  eight  schools.  At 
least  seven  schools  teach  geriatrics,  six  teach  toxicology  and 
orthopedics,  five  teach  neurology,  four  teach  ophthalmology, 
otolaryngology,  endocrinology,  physiotherapy  and  minor  surgery, 
three  teach  syphilogy  and  one  teaches  diagnostic  cardiology. 

Of  the  10  schools  that  list  textbooks  in  their  catalogs  or 
self  surveys,  all  make  extensive  use  of  standard  medical  textbooks, 
especially  in  the  teaching  of  basic  sciences.     Such  books  as 
Gray's  Anatomy,  Zinsser's  Microbiology ,  Bloom  and  Fawcett's  his- 
tology    textbook,  Boyd's  pathology  textbook,  Dorland's  Medical 
Dictionary ,  Noyes  and  Kolb's  psychiatry  textbook  and  Cecil  and 
Loeb's  medical  textbook  are  frequently  listed. 

There  is  no  one  textbook  written  by  the  chiropractic  profession 
that  is  used  in  all  the  schools.     The  most  commonly  used  chiropractic 
textbook  is  A.E.  Homewood's  The  Neurodynamics  of  the  Vertebral 
Subluxation ,  1962.     Other  textbooks  written  by  members  of  the 
chiropractic  profession  and  used  in  their  schools  are  listed  in 
Appendix    C   (Chiropractic  Textbooks  Cited). 
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The  libraries  of  the  various  schools  are  small,  the  average 
number  of  volumes  being  4,454  and  periodicals  about  55. 

From  the  course  titles  mentioned  earlier,  it  is  evident  that 
the  same  types  of  subjects  are  being  taught  at  schools  of  chiro- 
practic, medicine  and  osteopathy,  and  that  chiropractic  students 
are  being  trained  to  function  as  primary  sources  of  patient  care  -- 
as  "physicians."    Therefore,  qualitative  evaluation  of  their 
educational  system  must  compare  these  schools  with  medical  and 
osteopathic  schools. 

Medical  school  courses  leading  to  the  M.D.  degree  also  are 
four  years  long,  with  basic  sciences  during  the  first  two  years, 
followed  by  outpatient  and  inpatient  training  combined  with  classroom 
work  during  the  last  two  years.     Medical  students  then  take  a  12- 
month  hospital  internship  and  most  take  a  one  to  five  year  residency 

69 

before  starting  independent  practice.  Osteopathic  programs  are 

similar.    In  1966-67,   the  number  of  volumes  in  the  average  medical 

70 

school  library  was  98,824,  and  periodicals  averaged  1,684. 

Evaluation  of  Chiropractic  Education 

The  discipline  has  undertaken  educational  evaluation.  For 
example,   in  1964,  Dewey  Anderson,  Ph.D.,  at  that  time  Director  of 
Education  for  the  ACA,  presented  a  memorandum  giving  a  thorough  and 
objective  evaluation  of  chiropractic  schools.     The  memorandum  is 
quoted  in  this  section. 
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Some  basic  data  on  faculties  of  the  chiropractic  schools 
are  shown  in  Appendix  C  (Selected  Data  on  Schools  of  Chiropractic), 
and  Table  3.     Appendix  C   (Selected  Data  on  Schools  of  Chiropractic) 
shows  that  the  average  student/ faculty  ratio  for  chiropractic 
schools  is  19  to  1  (1965-68)  whereas  for  medical  schools  it 
is  1.7  to  1  (1966-67). 

A  review  of  se 1 f -evaluating  surveys  of  the  schools  reveals 
that  many  faculty  members  with  only  a  D.C.  degree  teach  many 
totally  different  subjects.     This  was  true,  for  example,  of 
at  least  11  of  the  18  faculty  at  National  College.  One 
professor  had  taught  such  varied  subjects  as  physical  and 
clinical  diagnosis,  pathology,  dermatology,  clinical  neurology, 
ophthalmology,  and  dietetics,  while  another  had  taught 
pathology,  anatomy,  chemistry,  physiology,  psychology,  and 
public  health. 
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Degrees  Held  by  Full-time  Faculty 

TABLE  3 

Members  of  Schools  of  Chiropractic, 

Compared  with  Medical  Schools 

y  y 

Degree 

Number  Percent 

Faculties  of  Chiropractic  Schools  (N=112) 

Doctors  of  Chiropractic    105  94.0 

Doctorates  (3  Doctors  of  Osteopathy)....  4  3.5 

Master's   12  10.7 

Bachelor's   50  44.6 

Associate  degrees    4  3.5 


Faculties  of  Medical  Schools  (N=19,296) 

Doctors  of  Medicine   13,277  69.0 

Others  doctorates  (5,654  are  Ph.D.'s)..  5,803  30.0 


Source:  Self-surveys  of  eight  schools  -  1965,  1966,  or  1967; 

Medical  Faculty  Roster,  Division  of  Operation  Studies, 
American  Association  of  Medical  Colleges  1966-67. 

1/    Adds  to  over  100  percent  because  some  hold  more  than 
one  degree. 


Data  on  degrees  held  by  faculty  members,  along  with  student/ 
faculty  ratios  and  deans'  degrees  shown  in  Appendix  C  (Selected  Data 
on  Schools  of  Chiropractic),  raise  grave  doubts  about  the  basic 
preparation  of  the  graduates,  despite  the  titles  of  the  courses 
offered  by  the  schools.     This  serious  concern  is  reflected  also 
by  Dewey  Anderson,  Ph.D.  in  his  evaluation;  he  summarizes  the 
faculty  deficiencies  as  follows: 
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Proportionately  too  many  part  time  instructors;  too  few 
giving  their  major  professional  time  as  fully  employed 
faculty  members  engaged  in  instruction,  administration, 
and  research.     Too  many  instructors  teaching  the  basic 
sciences  without  having  had  any  advanced  or  graduate 
training  in  these  sciences.     Too  many  instructors  not 
trained  or  qualified  as  teachers  nor  masters  of  their 
fields,  resulting  in  slavish  devotion  to  textbook 
teaching  and  instruction  considerably  below  the  level 
of  post-college  professional  education. 

Teaching  loads  of  those  who  do  give  full  time  to 
their  schools  are  usually  too  heavy  to  allow  much 
needed  outside  preparation  or  research.  Membership 
and  participation  in  professional,  scientific  or 
learned  societies  is  almost  nonexistent.  Nor  is 
there  any  substantial  program  of  faculty-student 
research  which  forms  the  lifeblood  and  growth  of 
the  other  professions . 71 

All  schools  except  Palmer  require  at  least  a  high  school 
diploma  for  admission,  but  four  of  the  schools  require  only  a 
C  average  in  high  school.     The  Palmer  catalog  mentions  no 
specific  mandatory  requirement  for  admission.  Northwestern 
requires  two  years  of  college.     Since  September,   1968,  the  National 
Lincoln  and  Los  Angeles  schools  have  required  two  years  of  college 
for  admission.     Very  few  of  the  students  have  college  level  degrees. 
For  example,  approximately  2  percent  of  those  at  the  Los  Angeles 
College  of  Chiropractic  had  bachelor's  level  degrees,  5  percent  at 
Lincoln  and  5.8  percent  at  Texas.     In  contrast,  84  percent  of 
students  entering  medical   school   have  bachelor's  degrees  or  higher, 
■•it til  ')  I   pt'ivtMit   t>!  nuHti.cn  I   students  had  m  B  average  or  higher  Ln 
CO  I  I ege . 
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About  the  quality  of  the  student  body,  Dr.  Anderson's 

evaluation  comments: 

Students  sit  on  the  other  end  of  the  "log  of 
learning"  and  no  matter  how  fast  and  well  the 
faculties  are  upgraded  to  professional  school 
level  the  crux  of  chiropractic  education  rests 
with  the  quantity  and  quality  of  students.... 

Numbers  in  and  of  themselves  will  not  solve  your 
educational  and  professional  problems.     One  of 
the  most  serious  handicaps  under  which  the  schools 
labor  now  is  that  of  trying  to  teach  at  the  post- 
college  professional  level  students  who  for  the 
most  part  have  not  gone  beyond  high  school,  and 
who  in  high  school  were  not  in  the  upper  half  of 
their  classes.     For  many  of  them  a  professional 
college  course  is  too  difficult  to  master.  This 
results  in  downgrading  instruction  so  that  they 
can  pass  the  courses,  and  this  happens  all  too 
frequently,  or  in  dropouts,  which  is  wasteful 
and  an  unsatisfactory  blemish  on  the  educational 
process . 73 

Chiropractic  Research 

The  lack  of  chiropractic  research  is  recognized.     For  example, 
Dr.  Anderson,   in  his  evaluation  of  the  chiropractic  schools, 
emphasized  the  great  need  in  this  area: 

As  for  a  body  of  faculty- s tudent  research  so  badly 
needed  by  the  profession,   this  will  take  considerably 
longer  for  most  colleges,  although  a  few  among  them 
can  produce  noticeable  research  results  within  two 
years.     Again,   it  is  a  matter  of  making  funds 
available  for  this  purpose.     Here,   too,  the  convention 
must  act  if  it  chooses  to  benefit  by  a  solid  body  of 
research,  the  lack  of  which  is  one  of  the  most 
glaring  weaknesses  of  chiropractic,  causing  a 
distorted  public  image  leading  to  much  misunder- 
standing and  considerable  failure  in  practice. 74 
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The  lack  of  research  is  due  to  a  number  of  factors.  Certainly 
the  lack  of  funds  is  one.     However,  considering  the  qualifications 
of  the  faculties  of  chiropractic  schools,  it  seems  unlikely  that 
most  faculty  members  with  the  qualifications  listed  would  have  the 
capability  to  undertake  basic  research.     Another  major  reason  for 
the  lack  of  research  is  that  the  chiropractic  philosophy  has  led  to 
a  deemphasis  on   research  since  the  chiropractor  believes  he  already 
knows  "basic  truths  and  princ iples"^and  since  "Innate"  is  thought  to 
be  beyond  finite  knowledge.     The  following  quotations  from  chiro- 
practic authors  illustrate  this: 

Many  of  these  latter  theories  do  not  stand  with 
the  light  of  present  day  knowledge,  yet  the 
teachings  of  D.C.  Palmer  will  be  found  consistent 
with  the  facts  of  our  present  stage  of  intellectual 
insight  and  are  likely  to  be  found  capable  of 
withstanding  investigation  in  the  light  of  new 
knowledge  yet  to  be  discover^  --  for  these  are 
basic  truths  and  principles. 

The  adjusting  of  each  and  every  articulation 
of  the  human  frame  was  stressed  by  Dr.  Palmer 
in  a  number  of  places  in  his  text,  as  follows, 
"It  is,  or  should  be,  the  business  of  the 
Chiropractor  to  restore  to  normal  position  any 
displaced  portion  of  the  bony  framework..." 

What  more  could  any  doctor  require  of  his  science? 
What  more  has  science,  metaphysics  or  religion 
to  offer  the  conscientious  would-be  healer? 77 
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They  [the  phenomena  of  life/  can  never  be  fully 
comprehended  by  such  procedures  as  experimenting 
with  tissue  cultures,  photographing  the  revelations 
of  the  electron  microscope,  or  working  out  the 
details  of  molecular  exchanges  across  cell  membranes. 
Laboratory  investigations  can  yield  only  partial 
truths,  obtained  in  artificial  settings  far  removed 
from  the  context  of  nature.^ 


The  little  research  that  is  done  seems  to  be  directed  at 
proving  that  D.D.  Palmer's  teachings  were  right,  rather  than  taking 
an  objective  look  at  all  possible  causes  of  disease.     The  following 
quotation  illustrates  this: 

In  an  effort  to  formulate  a  satisfactory  basis  for 
study  of  chiropractic  principle  and  theory,  and 
substantiate  the  rationality  of  chiropractic 
techniques  for  the  treatment  of  human  misery  and 
disease,   the  author  has  leaned  heavily  upon  the 
basic  principles  established  by  the  founder  of 
the  science  and  art  of  chiropractic  and  made  a 
diligent  effort  to  scan  the  literature  of  bio- 
logical science  to  cull  from  it  the  anatomical, 
physiological  and  other  basic  science  facts  which 
assist  us  in  understanding  the  mechanism  by  which 
chiropractic  methods  bring  relief  to  suffering 
humanity . ^9 

As  part  of  this  study,  the  chiropractic  associations  were  asked 

to  supply  evidence  of  the  scientific  basis  for  chiropractic.  The 

ICA  discussed  the  chiropractic  theory  generally  and  supported  their 

contentions  with  four  research  studies.     The  first  study,  entitled 

"Belgian  Chiropractic  Research  Notes,"  presents  observations  and 

opinions  of  various  chiropractors,  chiefly  concerned  with  the 

80 

mechanics  of  subluxations  and  their  correction.       The  second 
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study,  entitled  "Electrocardiographic  Changes,"  attempts  to  present 

EKG  evidence  of  improvement  of  various  heart  conditions  after 

adjustment;  the  group  categorized  as  having  no  manifestation  of 

heart  disease  showed  the  greatest  improvement,  although  "improvement" 
81 

was  not  defined.        The  third  study,  entitled  "Audiometric  Changes," 

purports  to  show  that  a  chiropractic  adjustment  improves  hearing. 

Hearing  acuity  was  measured  before  and  after  adjustment;  no  other 

variables  were  considered.     Of  the  total  cases,  581  showed  improve- 
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ment  and  359  became  worse.        The  fourth  study  was  entitled 
"Neurocalometer ,  Neurocalograph ,  Neurotempometer . "    This  study 
attempts  to  demonstrate  the  effectiveness  of  chiropractic  with 
eight  cases,  which  are  presented  with  testimonials  or  letters  from 
the  patients.     No  other  reasons  for  improvement,  or  the  possibility 
of  spontaneous  remission,  were  considered.     Patients  were  said  to 
have  multiple  sclerosis,  encephalitis  or  sleeping  sickness,  hydro- 
cephalus, epilepsy,  sciatica,  cirrhosis,  and  cancer  of  the  liver 
and  tumors,  although  these  diagnoses  were  not  documented  and  symptoms 
of  two  patients  seemed  to  indicate  a  different  diagnosis  from  the 
one  given.     Improvement  often  was  based  on  the  findings  of  an 
instrument  called  the  neurocalometer,  which  detects  differences 
in  skin  temperature  and  is  claimed  to  detect  nerve  interference. 
What  indicates  improvement  according  to  this  instrument  is  not 
defined,  but  is  reported  in  terms  of  the  neurocalograph  reading  being 
better  or  worse.     The  patient  said  to  have  tumors  still  was  having 
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the  same  pain  for  which  she  had  entered  the  clinic,  but  there  was 

"no  indication  of  consistent  return  of  original  sick  pattern"  on 
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the  neurocalograph .        One  patient,  said  to  have  epilepsy,  seemed 
to  get  much  worse.     After  his  drugs  were  discontinued  and  he  was 
started  on  spinal  adjustments,  his  seizures  increased  in  frequency 
from  5  a  day  to  150  a  day.     He  then  improved,  but  still  was  not 
seizure-free  a  year  later. 

The  ACA,   like  the  ICA,  started  their  documentation  of  the 
scientific  basis  of  chiropractic  with  a  general  discussion  of  the 
theory,  quoting  from  22  books,  2  monographs,  and  19  articles.  In 
the    section    on  research  they  provided  several  documents  in  their 
entirety.     Most  of  this  evidence  related  to  spinal  mechanics,  back 
problems,  and  the  possibility  of  referred  pain  from  the  vertebra. 
The  only  document  submitted  to  this  study  in  its  entirety  that 

related  to  a  broader  application  of  chiropractic  was  entitled 
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"Physiology  of  Subluxation."        This  was  a  review  of  the  literature, 
rather  than  a  research  study.     Some  of  the  research  cited  was 
questionable;   for  example,  great  emphasis  was  placed  on  an  animal 
study  done  on  two  rabbits,  one  the  control  and  one  the  subject. 
There  was  no  conclusion  in  this  paper  that  a  subluxation  was  a 
significant  cause  of  disease. 
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Of  the  22  books  and  19  articles  quoted,  only  5  might  be  consid- 
ered studies  concerned  with  the  possibility  of  a  subluxation 
producing  disease,  and  most  are  from  the  osteopathic  literature. 
None  of  these  states  or  implies  that  a  subluxation  is  the  most 

important  cause  of  disease  with  universal  application,  nor  do  they 
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show  that  it  is  a  significant  cause. 

Summary:     Chiropractic  Education  and  Research 

Education 

Two  notable  features  of  the  chiropractic  educational  system 
should  be  mentioned:     first,  the  wide  range  of  the  courses,  which 
indicates  an  effort,  in  principle  at  least,  to  give  to  students  a 
basic  knowledge  similar  to  that  of  medicine  and  osteopathy;  and 
second,  efforts  at  sel f- improvement ,  as  indicated  in  Dr.  Anderson's 
evaluation  and  in  the  accreditation  programs  of  the  two  professional 
associations . 

However,  significant  shortcomings  in  chiropractic  education 
include : 

L.     Lack  of  inpatient  hospital  training; 

2.     Lack  of  adequately  qualified  faculty; 

i.     Extremely   low  admLssion  requirements   for  students; 
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A.     Lack  of  a  nationally  recognized  accreditation  body; 
5.     Such  dissension  within  the  profession  that  two  separate 
accreditation  programs  must  be  maintained. 

These  shortcomings  raise  serious  doubts  as  to  the  qualifications  of 
chiropractors  generally  to  make  an  adequate  diagnosis  and  effectively 
treat  patients.     The  doubts  are  compounded  when  seen  in  the  light  of 
the  chiropractic  philosophy,  which  has  been  shown  to  deemphasize 
proven  factors  in  the  causation  of  disease  and  the  necessity  for 
differential  diagnosis  and  for  therapy  other  than  manipulation. 
Thus,   it  appears  doubtful  that  improvement  in  the  educational 
program  can  proceed,  despite  efforts  in  that  direction,  until: 

1.  The  need  for  differential  diagnosis  and  forms  of  therapy 
other  than  manipulation  is  recognized  ; 

2.  Fully  qualified,  specialized  faculty  are  available  to 
teach  the  scientific  courses. 

Research 

Some  difficulties  are  encountered  by  nonchiroprac tors  in 
evaluating  chiropractic  research.     One  is  that  the  nonchiropractor 
looks  for  documentation  of  diagnosis,  the  accuracy  of  which  is 
central  to  the  validity  of  the  research;  but   to    the  chiropractor, 
naming  the  disease  is  not  so  important,  as  mentioned  in  an  earlier 
quotation,  since  subluxation  is  considered  the  cause  of  the  illness. 


186 


This  raises  the  problem  of  definitions,  since  the  nonchiropractor 
may  not  understand  the  chiropractor's  interpretation  of  this  causal 
relationship.     Measurements  of  "improvement"  also  present  problems, 
the  nonchiropractor  looking  for  specific  indices  to  show  improvement. 
In  one  chiropractic  study,   improvement  is  shown  in  terms  of  readings 
on  a  "neurocalograph, "  an  instrument  that  is  not  used  for  this 
purpose  in  other  disciplines.     Finally,  tests  of  statistical  sig- 
nificance are  difficult  to  apply  to  chiropractic  research,  due  to 
small  study  samples. 

Current  Status  of  Chiropractic 

The  previous  sections  of  this  report  make  it  clear  that 
chiropractors  function  as  physicians,  caring  for  a  wide  range  of 
human  ills  and  practicing  independently  without  supervision.  They 
do  not  function  as  technicians  or  as  paramedical  personnel.  As 
stated  by  Harry  Rosenfield,  Counsel  for  the  ACA,  in  his  testimony 
before  the  Ad  Hoc  Consultant  Group  of  the  Public  Health  Service  in 
November  1968,  "Chiropractic  is  not  an  additional  service  to  be 
added  to  Medicare  not  already  included.     It  is  an  alternate  form 
of  providing  services  already  approved  by  _/for/  M.D.fe  and  D.O. 's....'1 

Since  the  U.S.  Supreme  Court  is  the  ultimate  arbiter  of 
constitutional  law  in  the  United  States,   its  decision  on  chiropractic 
is  a  significant  measure  of  the  current  status  of  the  profession. 
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In  1965,  the  Court  ruled  that  the  Equal  Protection  Clause  of  the 

Fourteenth  Amendment  of  the  U.S.  Constitution  does  not  bar  a  state 

from  requiring  chiropractors  to  have  medical  school  degrees.  Thus 

it  upheld  a  lower  court  ruling,  which  said:   "If  the  education 

obtained  in  chiropractic  schools  does  not  meet  the  standards  of  ... 

the  United  States  Office  of  Education,   it  may  well  be  that  the 

Legislature  of  Louisiana  felt  that  in  the  public  interest  a  diploma 

from  an  approved  medical  school  should  be  required  of  a  chiropractor 

before  he  is  allowed  to  treat  all  the  human  ailments  chiropractors 
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contend  can  be  cured  by  manipulation  of  the  spine.  " 

Special  Studies  of  Chiropractic 

The  decision  made  by  other  governments  concerning  chiropractic 

is  also  a  measure  of  its  current  status.     In  1965,  Justice  Lacroix 

of  the  Superior  Court  of  Quebec  was  asked  by  the  Quebec  government  to 

undertake  a  comprehensive  independent  scientific  study  of  chiropractic 
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and  to  resolve  the  question  of  the  scientific  basis  of  chiropractic.00 

The  Canadian  Royal  Commission  on  Health  Services  made  the 
following  comments  about  the  high  quality  and  objectivity  of  this 
report: 

We  have  consulted  with  Mr.  Justice  Lacroix  and  are 
convinced  that  the  investigation  being  made  by  him 
is  an  impartial  and  thorough  one.     Justice  Lacroix 's 
inquiry  is  still  proceeding.     His  findings  and 
recommendations  will  be  formulated  only  after  this 
volume  has  been  completed. 
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Wc  believe  chat  the  report  and   findings  of  Mr.  Justice 
Lacroix  will  be  definitive  and  have  application  not 
only  to  the  situation  in  Quebec  but  throughout  the 
rest  of  Canada.     Pending  the  report  and  findings  of 
Mr.  Justice  Lacroix,  we  recommended  in  Volume  I  that 
the  medical  services  benefit  should  include  chiropractic 
treatment  when  prescribed  by  a  physician.     We  do  not 
wish  to  make  any  recommendation  to  include  chiropractic 
treatment  as  a  health  service  under  our  programme 
beyond  this  until  the  Quebec  Report  is  available. ^ 

Justice  Lacroix 's  research  team  studied  in  detail  chiropractic 
theory,  chiropractic  education,  chiropractic  practice,  and  all  legis- 
lation on  chiropractic.     His  study  was  not  confined  to  Canadian 
chiropractors,  but  covered  all  facets  of  chiropractic  in  other 
countries,  especially  the  United  States  and  Europe. 

The  study  included  visits   to  the  chiropractic  colleges  in  Canada 
and  the  United  States,  visits   to  Europe  to  evaluate   the  status  of 
chiropractic  in  that  region,  evaluation  of  thirty-one  briefs  sub- 
mitted by  various  groups,  and  a  review  of  the   literature.  Public 
hearings  were  also  held  and  numerous  interviews  undertaken. 

Findings  of  this  report  were  as  follows; 

1.     The   technique  of  manipulation  used  by  chiropractors 
is  to  be  retained,  because  it  is  effective  and  can 
produce  beneficial  results  in  cases. where  correctly 
indicated.     It  has  besides  been  an  integral  part 
of  hospital  medicine  for  about   twenty  years,  although 
traditional  medicine,  while  accepting  the  technique, 
absolutely  rejects  the  chiropractic  doctrine. 
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The  essential  condition  for  this  therapeutic  method  to 
produce  effective,  beneficial  results  and  to  be  used 
without  danger,  is  that  it  be  used  only  in  cases  indi- 
cated by  a  sound  and  complete  differential  diagnosis. 
However,  the  training  given  in  chiropractic  schools 
does  not  prepare  them  for  such  differential  diagnosis 
which,  moreover,   in  Quebec,  does  not  seem  to  be  con- 
sidered necessary  for  the  practice  and  purposes  of 
chiropractic . 


Furthermore,  several  of  the  methods  required  for 
differential  diagnosis,  are  not  used  by  chiropractors, 
either  because  the  law  forbids  it,  or  because  they 
themselves  consider,  on  their  own  account,  here  in 
Quebec,  that  these  methods  are  useless  for  chiro- 
practic diagnosis     (which  does  not  need  to  be  as 
complete  and  extensive  as  that  of  the  physician) . 

We  are  therefore  of  the  opinion  that,  in  view  of  the 
present  state  of  the  course  of  study  and  training 
received  by  chiropractors  and  given  their  conception 
of  diagnosis,  they  are  not  qualified  to  make  a 
differential  diagnosis,  which  we  consider  to  be  an 
imperative  preliminary  to  manipulative  treatment. 

3.     Treatment  by  manipulation  is  difficult  and  dangerous. 
It  may  not  therefore  be  administered  except  by 
people  with  long  and  adequate  specialized  training 
in  this  technique. 


Whether  they  are  doctors,  chiropractors  or  osteopaths,  they 
must  in  each  case  have  become  specialists  in  the  field  of 
the  spinal  column. 

The  preponderance  of  the  evidence  received  indicates  definitely 
that  the  teaching  of  this  technique  /manipulation/is  not  part 
of  the  medical  curriculum  and  we  believe  that  chiropractors, 
who  have  taken  a  long  course  in  an  accredited  school,  may 
have  received  instruction  and  training  giving  them  a  sounder 
preparation  for  the  administration  of  this  spinal  therapeutic 
method  than  the  physician  who,  in  spite  of  his  medical 
studies,  has  not  been  taught  it. 

It  remains  to  be  determined,   in  view  of  the  requirements  of 
differential  diagnosis,  whether  this  administration  of  treat- 
ment by  those  who  are  not  doctors  requires  to  be  controlled 
and,  if  so,  what  should  be  the  nature  of  the  control.  ^0 
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Additionally: 

1.  It  appears  well  established  that  the  general  require- 
ments for  entrance  to  colleges  of  chiropractic,  recog- 
nized by  various  Canadian  and  American  legislation , are 
decidedly  too  liberal,  and  inadequate  to  guarantee  a 
calibre  of  student  sufficiently  well-prepared  and 
trained  to  take  effective  advantage  of  the  instruction 
in  theory  corresponding  to  that  given  at  the  university 
level . 

2.  The  courses  of  study  in  basic  science,  although  inferior 
in  content  to  those  of  North  American  medical  faculties, 
nevertheless  seem  adequate  to  offer  a  general  training, 
but  one  may  receive  the  impression  that  these  courses 

as  designed  at  present,  do  not  aim  to  take  the  student 
beyond  this  general  training  nor  to  prepare  him  ade- 
quately to  make  a  differential  diagnosis.     The  reason 
for  this  is  perhaps  because  chiropractors  do  not  use 
these  basic  sciences  as  a  foundation  for  their  thera- 
peutic methods  or  chiropractic  procedure. 

On  the  other  hand,  the  course  of  clinical  instruction  in 
chiropractic  technique  or  procedure  is  certainly  of  high 
quality.     However,  it  is  organized  solely  in  terms  of 
the  skill  to  be  acquired  in  the  use  of  the  technique 
and  is  not  directed  towards  the  knowledge  required  in 
differential  diagnosis. 

3.  The  training  required  of  teachers  is  definitely  inferior 
to  that  required  of  teachers  in  medical  faculties  or 
science  faculties  of  recognized  universities.  The 
result  is  that  the  calibre  of  teachers  is  inevitably 
average  or  lower  still  in  some  cases,  for  a  great 
many,  if  not  the  majority,  possess  only  a  B.Sc.  and 
have  no  valid  experience  in  scientific  research. 

A  great  number  of  these  teachers  are  chiropractors  who 
have  received  training  in  basic  sciences  of  very  little 
value . 

4.  Finally,  either  because  of  difficult  financial  circum- 
stances or  the  indifference  of  the  States  and  Provinces 
where  the  practice  of  chiropractic  has  nevertheless 
been  legalized,  or  perhaps  also  on  account  of  the 
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constant  and  strongly  demonstrated  opposition  of  the 
medical  profession  in  these  Provinces  or  States,  it 
is  evident  that  the  physical  organization  that  we 
saw  in  some  institutions,  and  had  verified  in 
addition  by  others,  has  weaknesses  and  deficiencies 
which,  except  perhaps  for  the  clinical  instruction 
in  chiropractic  technique  itself,  are  likely  to 
affect  the  quality  and  value  of  the  training. 

It  may  be  objected  that  we  have  verified  existing 
conditions  in  only  three  colleges,  but  nevertheless 
these  three  colleges  are  accredited  by  the  National 
Chiropractic  Association  (now  the  American  Chiropractic 
Association),  and  therefore  are  deemed  to  satisfy  the 
standards  demanded  for  the  efficient  training  of  a 
chiropractor. 91 

In  1960,   the  Stanford  Research  Institute92  undertook  a  study  of 
chiropractic  in  California.     The  study  concentrated  on  five  areas: 

1.  a  general  description  of  chiropractic 

2.  a  study  of  the  use  of  chiropractic 

3.  a  survey  of  chiropractic  practices  and  facilities 

4.  a  description  of  chiropractic  diagnostic  and 
therapeutic  electrical  apparatus 

5.  a  study  of  chiropractic  educational  institutions. 


Data  were  gathered  in  the  following  manner: 

1.  Review  of  literature  and  requests  for  information 
from  the  California  Department  of  Public  Health, 

State  Board  of  Chiropractors,  and  other  official  agencies. 

2.  Interviews  held  with  500  chiropractors  in  the  State. 
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3.    Visits  to  schools  for: 

a.  Review  of  files 

b.  Classroom  evaluation 

c.  Laboratory  evaluation 

d.  Interviews  with  all  students  and  faculty  members. 

The  following  conclusions  were  reached  in  this  study: 

1.  The  number  of  chiropractic  practitioners  and  students 
is  declining. 

2.  Chiropractors,  although  comprising  the  second  largest 
group  of  healers,  serve  less  than  one- thirtieth  of 
the  market  for  healing  services. 

3.  There  is  a  high  degree  of  internal  dissension  among 
chiropractors . 

4.  Chiropractic  education  has  not  succeeded  in  obtaining 
financial  support  from  its  own  practitioners,  from 
its  friends,  or  from  government  sources.  J 

Positions  on  Chiropractic 

Various  forms  of  recognition  have  been  accorded  chiropractors. 
It  should  be  noted  that  recognition  has  not  been  based  on  a  judgment 
as  to  the  validity  of  chiropractic  theory.     Chiropractic  students 
receive  Federal  funds  under  programs  established  by  the  GI  Bill 
of  Rights.  Chiropractors  are  reimbursed  under  Title  XIX  (Medicaid) 
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in  15  States.     Medicaid  is  a  State  administered  program, 
although  Federal  funds  are  granted  to  the  States.     Because  Medicaid 
defines  medical  assistance  as  including  all  medical  and  remedial 
care  covered  under  State  law,  States  may  choose  to  cover  chiropractic 
service.     The  Internal  Revenue  Service  permits  income  deductions 
for  chiropractic  fees  and  the  U.S.  Immigration  Service  admits 
chiropractic  practitioners  outside  of  quotas.     Foreign  students 
also  are  permitted  to  attend  chiropractic  schools  approved  by  the 
Attorney  General.     These  do  not  have  to  be  accredited  schools. 
Chiropractic  services  qualify  for  indemnification  under  most 
State  Workmen's  Compensation  Acts  and  under  a  great  many  insurance 
policies  . 

Chiropractic  has  failed,  however,  to  receive  recognition  by 

some  important  agencies  and  programs.     The  U.S.  Office  of  Education 

and  the  National  Commission  on  Accrediting  do  not  list  as  accredited 
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any  of  the  chiropractic  schools.        Chiropractic  students  are  not 
deferred  under  the  selective  service  system.     Chiropractic  practi- 
tioners are  given  no  special  status  or  rank  in  the  armed  forces 
and  their  services  are  not  utilized.     The  U.S.  Employee's  Compen- 
sation Bureau  does  not  reimburse  chiropractic  practitioners  for 
their  services. 
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State  Licensure  of  Chiropractors 

Chiropractors  are  licensed  specifically  in  45  States.     In  3 
States  and  the  District  of  Columbia,   licensing  of  chiropractors  is 
included  under  a  general  "medical  practice"  or  "drugless  healing" 
act.     Chiropractors  are  not  licensed  in  Mississippi  and  Louisiana. 
Licensure  generally  is  considered  a  means  of  protection  for  the 
public,  rather  than  as  official  recognition  of  the  licensee. 

Other  than  use  of  drugs  or  surgery,  State  licensing  laws  place 
no  specific  restriction  on  diagnostic  methods  a  chiropractor  may 
use  of  the  illnesses  he  may  treat,  except  in  New  York.  Certain 
treatment  methods  are  forbidden  in  various  States,  e.g.,  the 
administration  of  drugs  is  specifically  prohibited  in  38  States; 
surgery  in  37  States  and  the  District  of  Columbia;  obstetrics  in 
37  States;  X-ray  treatment  in  10  States;  physiotherapy  in  4  States; 
electrotherapy  in  3  States;  dietetic  therapy  in  one  State.  One 
State  permits  the  practice  of  minor  surgery  and  another  midwifery.  Thirty 
State  laws  specify  that  chiropractors  can  sign  death  certificates 
and  18  do  not  permit  it.     Six  State  laws  mention  that  chiropractors 
are  allowed  to  sign  birth  certificates,  but  in  3  others  this  is 
specifically  forbidden. 
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All  the  States  and  the  District  of  Columbia  require  a  written 
examination  for  licensure.     Examinations  are  judged  by  various 
State  boards.     Thirty-eight  State  examiner  boards  are  composed 
entirely  of  chiropractors  and  4  others  have  a  majority  of  chiro- 
practors.    Of  the  6  States  and  the  District  of  Columbia  that  have 
a  minority  of  chiropractors  on  the  board,  3  will  accept  a  certifi- 
cate from  the  National  Board  of  Chiropractic  Examiners  in  lieu  of 
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the  written  State  board  examination. 

Twenty-four  States  require  a  basic  science  certificate  in 

9  7 

addition  to  passage  of  a  State  board  examination.   '    Most  States 
require  four  years  of  chiropractic  college  for  licensure;  one 
State  requires  two  years  and  another  three  years.  Twenty-five 
States  and  the  District  of  Columbia  require  two  years  of  under- 
graduate college,  3  States  require  one  year  of  undergraduate  college, 
and  19  States  require  a  high  school  education. 98 

It  is  apparent,   therefore,   that  State  licensing  laws  do  not 
restrict  the  scope  of  chiropractic  practice  since  they  do  not 
infringe  upon  chiropractic  philosophy  or  approach  to  health  and 
disease.     A  practitioner  operating  under  the  chiropractic  philosophy 
has  no  interest  in  the  use  of  major  surgery  or  drugs  and  therefore 
a  prohibition  against  these  treatments  does  not  alter  his  mode 
of  practice. 
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Conclusions  and  Recommendations 

There  is  a  body  of  basic  scientific  knowledge  related  to 
health,  disease,  and  health  care.     Chiropractic  practitioners 
ignore  or  take  exception  to  much  of  this  knowledge  despite 
the  fact  that  they  have  not  undertaken  adequate  scientific 
research . 

There  is  no  valid  evidence  that  subluxation,  if  it  exists, 
is  a  significant  factor  in  disease  processes.  Therefore, 
the  broad  application  to  health  care  of  a  diagnostic  pro- 
cedure such  as  spinal  analysis  and  a  treatment  procedure 
such  as  spinal  adjustment  is  not  justified. 
The  inadequacies  of  chiropractic  education,  coupled  with 
a  theory  that  de -emphasizes  proven  causative  factors  in 
disease  processes,  proven  methods  of  treatment,  and 
differential  diagnosis,  make  it  unlikely  that  a 
chiropractor  can  made  an  adequate  diagnosis  and  know 
the  appropriate  treatment,  and  subsequently  provide 
the  indicated  treatment  or  refer  the  patient.  Lack 
of  these  capabilities  in  independent  practitioners  is 
undesirable  because:     appropriate  treatment  could  be 
delayed  or  prevented  entirely;  appropriate  treatment 
might  be  interrupted  or  stopped  completely;   the  treatment 
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offered  could  be  contraindicated ;  all  treatments  have  some 
risk  involved  with  their  administration,  and  inappropriate 
treatment  exposes  the  patient  to  this  risk  unnecessarily. 
4.       Manipulation  (including  chiropractic  manipulation)  may  be  a 

valuable  technique  for  relief  of  pain  due  to  loss  of  mobility 
of  joints.     Research  in  this  area  is  inadequate;  therefore, 
it  is  suggested  that  research  that  is  based  upon  the 
scientific  method  be  undertaken  with  respect  to  manipulation. 

Recommendation 

Chiropractic  theory  and  practice  are  not  based  upon  the 
body  of  basic  knowledge  related  to  health,  disease,  and  health 
care  that  has  been  widely  accepted  by  the  scientific  community. 
Moreover,   irrespective  of  its  theory,   the  scope  and  quality  of 
chiropractic  education  do  not  prepare  the  practitioner  to  make 
an  adequate  diagnosis  and  provide  appropriate  treatment. 
Therefore,   it  is  recommended  that  chiropractic  service  not  be 
covered  in  the  Medicare  program. 
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CHAPTER  IV 

CONCLUSIONS  UNDERLYING  THE  RECOMMENDATIONS 

The  recommendations  regarding  the  practitioners  studied  are 
based  on  general  conclusions  arrived  at  in  the  course  of  the  study. 
These  conclusions  relate  specifically  to  considerations  in  this 
study  and  are  not  presented  as  rigid  truths  —  to  obtain  for  all 
time  and  for  all  services.    They  are  presented  here  because  they 
explain  the  recommendations  arrived  at  in  this  study. 

Physician  Referral 

The  safety  of  the  patient  and  the  appropriateness  of  the 
services  provided  to  him  are  most  adequately  assured  if  his  point 
of  entry  into  the  health  care  system  is  the  physician  --  the 
practitioner  with  the  broadest  knowledge  and  the  greatest  skill  in 
diagnosis  and  evaluation  of  the  patient's  total  health  status  and 
needs.    The  hazards  of  underlying  pathology  that  may  not  be  detect- 
ed by  specialized  nonphysician  health  practitioners  exist    for  all 
patients,  and  the  problem  is  accentuated  for  geriatric  patients 
with  their  multiple  diagnoses  and  frequent  need  for  a  wide  range 
of  rehabilitative  and  health  maintenance  services. 
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Patient  Care  Plan 

Assurance  of  a  preliminary  diagnostic  work-up  and  complete 
physical  evaluation  by  the  physician  before  initiation  of  the 
rehabilitation  and  restorative  regimen  — i.e.,  requiring  physician 
referral  --  is  not  sufficient  to  assure  adequate  quality  of  care 
in  the  on-going  provision  of  the  services.    Hence,  the  following 
criteria  should  be  met: 

1.  The  physician  should  retain  over-all  responsibility  for 
the  patient's  total  care. 

2.  There  should  be  an  individualized  plan  for  the  total  care 
of  each  patient,  based  on  medical  evaluation  and  prognosis. 
Realistic  goals  for  treatment  and  rehabilitation  should  be 
defined  through  required  periodic  consultation  between  the 
physician  and  the  various  practitioners  providing  the 
services . 

3.  The  patient's  progress  should  be  reviewed  periodically 
(the  frequency  determined  by  patient's  condition)  and  the 
plan  for  his  treatment  revised  as  necessary. 

4.  The  patient  should  be  referred  back  to  the  physician  when 
changes  in  his  condition  indicate  need  for  medical  re- 
evaluation.    This  means  that  the  individual  practitioners 
providing  services  should  be  competent  to  recognize  and 
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understand  such  changes,  or  should  have  adequate 
consultation  resources  conveniently  available. 

The  Organized  Setting 

The  criteria  above  can  best  be  met  when  services  are  provided 
as  part  of  an  integrated  program.    With  the  increasing  complexity 
of  our  health  care  system  and  the  proliferation  of  various  types 
of  specialized  health  professions,  fragmentation  of  sources  of 
services  becomes  increasingly  burdensome  to  patients,  with  serious 
effects  on  over-all  quality  of  care.    The  patient  increasingly  needs 
coordination  of  his  total  health  care,  and  coordination  is  most 
efficiently  and  economically  provided  in  the  organized  setting. 

Traditionally,  management  of  the  patient's  care  has  been  the 
role  of  the  physician.    His  technique  in  this  role,  for  various 
reasons,  is  often  unstructured,  and  considerable  initiative  is 
required  on  the  part  of  both  the  physician  and  the  patient  in 
obtaining  follow-up  on  the  nonphysician  services  prescribed. 

An  organized  approach  in  which  physicians  are  readily 
available  for  on-going  participation  in  care  given  by  other 
therapists  is  offered  in  the  prepaid  group  practice  plans.  In 
these  plans  physicians'  referrals  can  easily  be  made  with,  perhaps, 
more  administrative  assistance  in  patient-care  management  and 


211 


follow-up.    However,  only  about  2  percent  of  Medicare  beneficiaries 
receive  services  from  these  plans.     For  physicians  in  private 
practice,  a  central  source  of  services  (or  at  least  a  reasonable 
grouping  of  them)  to  which  he  could  refer  patients  would  greatly 
facilitate  his  referrals  and  encourage  his  follow-up  and  continuing 
care . 

Medicare  coverage  in  such  organized  settings  would  also 
maximize  safety  of  the  patient  and  appropriate  utilization  of 
services,  particularly  since  Medicare  standards  could  be  established 
for  such  settings. 


212 


Appendix  A 


AD  HOC  CONSULTANT  GROUP 


Frank  Bane,  Chairman 
Washington,  D.  C. 

Montague  W.  Cobb,  M.D. 
Chairman,  Department  of  Anatomy 
Howard  University 

College  of  Medicine 
Washington,  D.  C. 

Nelson  H.  Cruikshank 
Member  HIBAC 
Washington,  D.  C. 

Fred  C.  Diamond 
President,  Hillhaven,  Inc. 
Tacotna,  Washington 

Howard  W.  Ennes ,  Jr . 

2nd  Vice  President 

Community  Services 

Equitable  Life  Assurance  Society 

of  the  United  States 
New  York,  New  York 

Archibald  R.  Foley,  M.D. 
Chairman,  Department  of  Psychiatry 
The  Catholic  Medical  Center  of 

Brooklyn  and  Queens,  Inc. 
Brooklyn,  New  York 

James  G.  Haughton,  M.D. 
First  Deputy  Administrator 
Health  Services  Administration 
City  of  New  York 
New  York,  New  York 

Re id  T.  Holmes 

President,  Chief  Executive  Officer 
North  Carolina  Baptist  Hospitals,  Inc. 
Winston  Salem,  North  Carolina 


213 


Appendix  A 


Jack  Kleh,  M.D. 
Medical  Consultant 
Department  of  Public  Welfare 
District  of  Columbia 
Washington,  D.  C. 

Leslie  W.  Knott,  M.D. 
Los  Gatos,  California 

Margaret  D.  Lewis 
Director,  Denver  Visiting 

Nurse  Service 
Denver,  Colorado 

Darrel  J.  Mase,  Ph.D. 
Dean,  College  of  Health 

Related  Professions 
University  of  Florida 
Gainesville,  Florida 

Floyd  D.  McNaughton 
Arlington,  Virginia 

Saad  Nagi,  Ph.D. 

Professor,  Department  of  Sociology 
Ohio  State  University 
Columbus,  Ohio 

Senator  Maurine  B.  Neuberger 
Chairman,  Citizens  Advisory  Council 

on  the  Status  of  Women 
Washington,  D.  C. 

Walter  Newburgher 

President,  Congress  of  Senior 

Citizens  of  Greater  New  York 
New  York,  New  York 

Sam  Pollock 

President,  Meat  Cutters  District 

Union  427,  AFL-CIO 
Cleveland,  Ohio 

Ernest  W.  Saward,  M.D. 
Medical  Director 
Kaiser  Foundation  Hospitals 
Portland,  Oregon 


214 


Appendix  A 


William  K.  Selden,  LL.D. 
Princeton,  New  Jersey 

Sidney  I.  Silverman,  D.D.S 
Professor  and  Chairman 
Department  of  Graduate  and 

Post  Graduate  Prosthodontics 
College  of  Dentistry 
New  York  University 
New  York,  New  York 

William  A.  Spencer,  M.D. 
Director,  Texas  Institute  for 
Rehabilitation  and  Research 
Houston,  Texas 

William  B.  Strong,  D.O. 
New  York,  New  York 


215 


Appendix  A 

EXPERT  REVIEW  PANEL 


Chiropractic,  Naturopathy 

Donald  Duncan,  M.A. ,  Ph.D.,  Chairman 
Professor  and  Chairman  of 

Department  of  Anatomy 
University  of  Texas  Medical  Branch 
Galveston,  Texas 

Jack  Edeiken,  M.D. 
Department  of  Radiology 
Jefferson  Medical  College  Hospital 
Philadelphia,  Pennsylvania 

James  J.  Feffer,  M.D. 

Associate  Dean  for  Clinical  Affairs 

George  Washington  University 

Medical  Center 

Washington,  D.C. 

James  D.  Hardy,  Ph.D.,  D.Sc. 
Director 

John  B.  Pierce  Foundation  of 

Connecticut,  Inc. 
New  Haven,  Connecticut 

John  McMillan  Mennell,  M.D. 
Chief,  Physical  Medicine  and  Rehabilitation 
Philadelphia  General  Hospital 
Philadelphia,  Pennsylvania 

Joseph  E.  Milgram,  M.D. 

Professor  of  Clinical  Orthopaedic  Surgery 
Albert  Einstein  College  of  Medicine 
New  York,  New  York 

Bernard  Sandler,  M.D. 
Director,  Rehabilitation  Medicine 
Kingsbrook  Jewish  Medical  Center 
Brooklyn,  New  York 

Walter  I.  Wardwell,  Ph.D. 

Professor  of  Sociology 
Department  of  Sociology 
University  of  Connecticut 
Storrs,  Connecticut 
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Optometry 

John  W.  Ferree,  M.D.,  Chairman 
Executive  Director 
National  Society  for  the 

Prevention  of  Blindness,  Inc. 
New  York,  New  York 

Roger  W.  Mann,  M.D. 
Jef f ersonville ,  Vermont 

Melvin  L.  Rubin,  M.D. 
Professor  of  Ophthalmology 
University  of  Florida 
College  of  Medicine 
Gainesville,  Florida 

Homer  E.  Smith,  M.D. 

Assistant  Clinical  Professor  of 

Ophtha lmology 
University  of  Utah  College  of  Medicine 
Salt  Lake  City,  Utah 
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Physical  Therapy,  Corrective  Therapy,  Occupational  Therapy 


Irvln  J.  Cohen,  M.D.,  Chairman 
Executive  Vice  President 
Maimonides  Medical  Center 
Brooklyn,  New  York 

Alvln  A.  Freehafer,  M.D. 
Chief  of  Orthopaedics 
Highland  View  Hospital 
Cleveland,  Ohio 

Edward  J.  Kowalewski,  M.D. 
Akron,  Pennsylvania 

Benjamin  Simon,  M.D. 

Assistant  Clinical  Professor  of  Psychiatry 
Tufts  University  School  of  Medicine 
Boston,  Massachusetts 

Chester  A.  Swinyard,  M.D.,  Ph.D. 
Professor  of  Rehabilitation  Medicine 
New  York  University  School  of  Medicine 
New  York,  New  York 
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Psychology,  Social  Work 

Paul  M.  Ellwood,  Jr.,  M.D.,  Chairman 
Executive  Director 

The  American  Rehabilitation  Foundation,  Inc. 
Minneapolis,  Minnesota 

Ephraim  Lisansky,  M.D. 
Associate  Professor  of  Medicine 
University  of  Maryland  School  of  Medicine 
Baltimore,  Maryland 

Donald  F.  Moore,  M.D. 
Medical  Director 

Larue  D.  Carter  Memorial  Hospital 
Indianapolis,  Indiana 

Harvey  L.  Smith,  Ph.D. 
Professor,  Department  of  Sociology 
University  of  North  Carolina 
Chapel  Hill,  North  Carolina 

Charles  Van  Busk irk,  M.D.,  Ph.D. 
Chief  of  Neurology 
York  Hospital 
York,  Pennsylvania 
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Speech  Pathology,  Audio logy 


Armando  G.  DiBiasio,  M.D.,  Chairman 
Director,  Division  of  Otolaryngology 
Georgetown  University  Medical  Center 
Washington,  D.C. 

Terence  E.  Carroll 

Director,  National  Institutes  on 

Rehabilitation  and  Health  Services 
Washington,  D.C. 

Sigmund  Forster,  M.D. 
Director  of  Rehabilitation 
Haimonides  Medical  Center 
Brooklyn,  New  York 

Albert  Heyraan,  M.D. 
Professor  of  Neurology 
School  of  Medicine 
Duke  University 
Durham,  North  Carolina 
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Ai'L'KNDIX  II  <. mi i  t  in.ru 
SLaLe:uLMiL  by   l.hc  American  Physical 
Tl.cr.-.f.y  A;,:,ociai  ion  sub;.,  it  ted  to 
the  Public  Health  Service, 
October,  1V68. 


Physical  therapy  is  one  of  the  rill  led  health  professions  which  has  had 
identity  in  the  Uniied  Stales  since  World  War  I.    The  American  Physical  Therapy 
Association,  the  professional  organization  of  physical  therapists  in  this  country 
Is  a  member  orcjani zation  of  the  World  Confederal  ion  for  Physical  Therapy  which 
has  consultant  status  with  I  he  World  Pea  Mb  Organization. 

Since  the  founding  of  the  American  Physical  Therapy  Association  in  I92I,  there 
have  been  20,000  qualified  physical  therapists  identified  with  the  Association,  who 
have  graduated  from  courses  in  physical  therapy  approved  by  'the  recognised  approv- 
ing agency. 

The  American  Physical  Therapy  Association  has  been  concerned  with  the  ef- 
fective Implementation  of  Medicare  since  1he  enactment  of  PL  89-87  as  the  follow  inn 
excerpts  front  a  statement  made  in  April   I9f>f>  will  indicate: 

"The  original  Social  Security  Act  passed  in  193!?  had  a  significant  effect  in 
influencing  the  development  of  physical  therapy  services  in  the  Uniied  States. 
The  1965  amendments  to  the  Social  Security  Act  presenl  challenges  and  re- 
sponsibilities to  the  profession  of  physical  therapy  ir.  expanding  the  con- 
tributions of  physical  therapists  to  all  communities  in  the  country. 

The  American  Physical  Therapy  Association  believes  *h«t  there  ,-»ro  certain 
fundamental  principles  that  should  be  emphasized  regarding  the  physical 
therapist's  participation  in  the  services  nude  available  through  the  Socia1 
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Security  Amendments  of  \^65.  These  will  apply  to  all  phases  of  care:  in- 
patient hospital  services,  post  hospital  extended  care  services,  post  hos- 
pital home  health  services  and  outpal ient  diagnostic  services. 

I .     The  physical  therapy  service  should  be  provided  by  a  qualified  physical 
therapi st.    A  qualified  physical  therapist  is  a  graduate  of  a  program  in 
physical  therapy  approved  by  the  Council  on  Medical  F.ducation  of  the 
American  Medical  Association  in  col laboration  with  the  American  Physical 
Therapy  Association  and  v/hen  applicable  is  licensed  or  registered  by  the 
State  or  is  a  graduate  of  a  school  in  another  country  who  has  met  the 
qualifications  prescribed  by  the  American  Physical  Therapy  Association 
and  v/hen  applicable  is  licensed  or  registered  by  the  State. 

1 1 .    The  operational  plans  for  providing  physical  therapy  services  must  insure 
a  direct  working  relationship  between  physical  therapists  and  all   I i censed 
physicians. 

III.    The  physical  therapist's  responsibilities  in  a  patient  care  program 
should  include: 

A.  Assistance  in  assessing  and  evaluating  patient  abilities  and  dis- 
abilities by  providing  certain  tests  and  measurements  in  determining 
ability  and  potential  disability. 

B.  Skill  in  administering  physical  therapy  procedures  to  control  pain 
and  utilizing  equipment  to  prevent  further  disability  and  restore  or 
maintain  functional  ability. 

C.  Determination  of  delegation  of  procedures  to  persons  other  than 
physical  therapists. 

D.  Instruction  of  others  in  supporting  activities  to  be  carried  on  in  the 
patient's  behalf  either  during  the  treatment  period  or  between  visits 
of  the  physical  therapist. 
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E.  Cooperation  with  others  involved  in  the  patient's  care  program  in  a 
consultative  or  advisory  capacity. 

F.  Observations,  records  and  reports  on  patient's  reaction  to  treatment. 

IV.     The  Association  supports  the  activities  of  physical  therapists  in  pro- 
viding services  under  Public  Law  89-97. 

A.  In  hospitals  as  described  in  the  handbook  entitled  Physical  Therapy 
Services,  A  Guide  to  Organization  and  Management ,  published  by  the 
American  Hospital  Association. 

B.  In  extended  care  facilities  such  as  nursing  homes  In  providing  direct 
patient  care  upon  medical  direction  and  Instructing  others  In  sup- 
portive activities  to  be  carried  on  in  the  patient's  restorative  or 
maintenance  program. 

C.  In  providing  home  health  services  as  described  in  the  article, 
'Educational  Qualifications  of  Physical  Therapists  In  Public  Health' 
in  the  American  Journal  of  Public  Health,  February  1966. 

Tho  American  Physical  Therapy  Association,  In  support  of  its  objectives  as 
a  professional  organization  and  with  the  cooperation  of  its  component 
chapters,   is  giving  or  must  initiate  programs  to  meet  present  day  needs  as 
fol lows : 

1.  Identify  available  manpower  and  promote  the  utilization  of  qualified 
physical  therapisls  through  the  resources  of  the  Assocl ations' s  local 
chapters. 

2.  Encourage  the  distribution  of  qualified  physical  therapists  In  relation 
to  community  needs  through  the  resources  of  the  Association's  Placement 
Service. 

3.  Support  the  need  for  developing  refresher  courses  and  programs  to  encourage 
the  inactive  physical  therapist's  return  to  the  work  force  on  a  part-time  or 
ful l-time  basis. 
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4.  Continue  to  promole  funds  and  nro'irams  to  propaiv  "!  <  m;  hoi  s  of  physical 
therapy. 

5.  Continue  to  promote  the  utilization  of  funds  for  scholarship  assistance 
for  basic  preparation  in  physical  therapy  and  graduate  study. 

6.  Increase  efforts  in  career  promotion  programs  to  assure  the  complete  utili- 
zation of  present  and  future  educational   facilities  for  the  preparation  of 
physical  therapists. 

7.  Continue  relationships  with  the  Council  on  Medical  Fducation  of  the 
American  Medical  Association  in  the  Accreditation  program  of  curr i cu I  urns 
In  physical  therapy. 

8.  Continue  activities  to  prepare  sufficient  numbers  of  physical  therapists 
equipped  to  assume  responsible  roles  consistent  with  the  changing  pal  terns 
of  health  care. 

9.  Support  the  need  for  developing  courses  or  programs  in  administration  and 
supervision  for  physical  therapists. 

10.  Promote  more  post  baccalaureate  programs  in  put)  I  i  c  health  for  physical 
therapi  sts. 

11.  Continue  relationships  with  the  American  Hospital  Association  and  the 
Joint  Commission  on  Accreditation  in  supporting  standards  of  physical 
therapy  practice  in  hospitals. 

12.  Continue  to  support  State  and  Federal  Legislation  concerned  with  protect- 
ing the  public  and  providing  the  services  to  assist  in  helping  the  citizen 
to  become  a  useful  and  contributing  member  of  society. 

13.  Continue  to  maintain  relationships  with  other  organizations  concerned  with 
the  health  needs  of  people  and  the  health  professions  on  a  local,  national 
and  International  level." 
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This  Association,  through  the  wo-k  of'  i  t chapters  in  oil  of  the  states, 
promoted  surveys  and  programs  fo  identify  qualified  personnel  and  to  participate 
in  community  planning  and  interrelationships  with  agencies  in  order  1o  carry  out 
effective  patient  care  services  made  possible  by  Medicare.  Workshops,  refresher 
courses  and  continuing  educational  programs  were  given  as  the  means  of  encourag- 
ing the  inactive  qualified  physical  therapist  to  return  to  the  work  force  to 
supplement  services  in  hospitals,  nursing  homes  and  the  patient's  own  home. 

It  became  apparent  that  federal  agencies  had  been  broad  in  their  interpreta- 
tion of  certain  portions  of  PL  89-97  almost  to  the  point  of  jeopardizing  quality 
service  for  patients  under  the  guise  of  expediency.    Problems  In  implementing 
Title  XVI I  I   indicated  that: 

1.  There  had  not  been  an  effective  utilization/of  qualified  physical 
therapists  because  o*  restrictions  in  the  interpretation  of  the  law. 

2.  There  had  been  a  disturbance  in  the  physician-physical  theraplst- 
pationt  relationship. 

The  Association  proposed  amendments  to  the  Social  Security  Act  in  I967  in 
hopes  of  providing  more  effective  utilization  of  qualified  physical  therapists 
and  to  maintain  the  physician-physical  therapist-patient  relationship. 

Again,  the  interpretation  of  PL9Q^24'3  v,as  warped  and  a  variety  of  interpre- 
tations in  the  local  area  continue  to  be*  made  which  is  resulting  in  the  on  going 
criticism  by  the  referring  physician  and  the  beneficiary  patient. 

The  Association  Is  concerned  with  the  costs  of  services  under  the  guise  of 
physical  therapy  reported  from  some  areas.    A  mechanism  for  utilization  review 
would  be  highly  dosireable  in  order  to  support  quality  physical  therapy  services 
at  reasonable  costs. 

The  qualifications  and  responsibilities  of  the  physical  therapist  functioning 
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in  a  hospital,  nursing  hc>mo  or  how*  health  aq-.?ncy-f  are  riescr i bed  in  Conditions 
of  Participation  in  sucli  instMut  ions,  published  by  the  the  Social  Security 
Admi  nl strat ion. 

Although  wo  have  not  received  the  material,   it  is  understood  thai  the 
Conditions  of  Participation  of  the  physical  therapist  in  a  rehabilitation  agency, 
clinic  or  public  health  agency  have  been  determined. 

There  continues  to  be  no  provision  to  use  the  physical  therapist's  office, 
even  though  it  may  be  located  In  a  medical  office  building  or  a  medical  center 
complex.    Also  there  is  no  provision  to  reimburse  the  physical  therapist  who  is 
sent  Into  the  patient's  home  by  the  patient's  physician  to  carry  on  the  treatment 
program  he  has  prescribed.    This  Is  particularly  unfortunate  when  there  is  no 
home  health  agency  in  the  community  or  the  personnel  of  the  agency  Is  limited. 

The  question  has  been  raised  from  several  sources  as  to  why  the  qualified 
physical  therapist,  under  specific  requirements,  should  not  be  recognized  as  a 
"provider  of  services". 
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1740  BROADWAY  NEW  YORK,  N.Y.  10019  COLUMBUS  5-0430 


Position  of  the  American  Physical  Therapy  Association 
Concerning  the  Qualifications  of  a  Physical  Therapy  Department  Head 


The  Board  of  Directors  of  the  American  Physical  Therapy  Association,  acting 
upon  instruction  voted  by  the  House  of  Delegates  of  said  Association  at  its 
July  1968  Session,  does  hereby  publicly  state  the  position  of  the  American 
Physical  Therapy  Association  concerning  the  qualifications  of  a  physical 
therapy  department  head,  as  such  qualifications  pertain  to  Title  XVITI  of 
the  Social  Security  Act  and  as  determined  and  published  by  the  Social 
Security  Administration,  Department  of  Health,  Education,  and  Welfare  in 
the  Federal  Register,  Volume  31,  Number  202,  Part  1,  Tuesday,  October  18, 
1966,  Conditions  of  Participation;  Hospitals  -  Section  1*05.1031  Condition  of 
Participation  -  Complementary  Departments,  page  13*437,  (d)  Standard;  Rehabi- 
litation, Physical  Therapy,  and  Occupational  Therapy  Department,  factor  (2): 

"The  department  head  has  the  necessary  knowledge,  experience, 
and  capabilities  to  properly  supervise  and  administer  the 
department.     A  rehabilitation  department  head  is  a  physi- 
atrist  or  other  physician  with  pertinent  experience.  If 
separate  physical  or  occupational  therapy  departments  are 
maintained,  the  department  head  is  a  qualified  physical  or 
occupational  therapist  (as  is  appropriate)  or  a  physician 
with  pertinent  experience." 

The  American  Physical  Therapy  Association  supports  the  regulation  that  the 
qualified  physical  therapist,  by  virtue  of  having  the  necessary  knowledge, 
experience,  and  capabilities  to  properly  supervise  and  administer  the  de- 
partment, is  the  appropriate  person  to  serve  as  the  physical  therapy  depart- 
ment head;  and,  furthermore ,  said  Association  goes  on  record  as  opposing  any 
and  all  proposals  or  suggestions  to  revise  or  otherwise  amend  this  regulation 
so  as  to  provide  or  require  that  the  department  head  of  a  physical  therapy 
department  must  be  a  physician  in  order  to  meet  any  present  or  future 
standards  under  conditions  of  participation  as  determined  and  published  by 
the  Social  Security  Administration. 

The  factors  explaining  the  position  of  the  American  Physical  Therapy  Associ- 
ation are  as  follows: 

(l)    Any  contention  that  designation  of  the  qualified  physical  therapist  as 
the  administrative  head  of  a  department  which  has  been  interpreted  by  some 
that  physical  therapists  have  been  given  authority  to  apply  medical  procedures 
vitho\it  medical  supervision,  to  assume  professional  responsibilities  of 
physicians,  and  to  thus  engage  in  the  practice  of  medicine  is  without  substan- 
tiation, is  logically  incorrect,  and  is  inconsistent  with  present  legal  and  pro- 
fessional relationships  between  physical  therapy  and  medicine. 
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(?)    Qualified  physical  therapists,  by  virtue  of  their  education,  training, 
and  experience  in  physical  therapy,  are  uniquely  and  singularly  aualified  to 
properly  supervise  and  administer  the  physical  therapy  department,  whatever 
its  administrative  placement  within  the  institution  or  agency. 

(3)    Supervision  and  administration  of  the  physical  therapy  department  by 
the  qualified  physical  therapist  is  congruent  with  the  sound  administrative 
and  economic  principle  of  using  personnel  at  levels  for  which  they  are 
prepared . 

CO    Physical  therapists  provide  patient  care  only  upon  the  appropriate  re- 
ferral by  a  licensed  physician,  assurance  of  which  is  provided  in  the  Code 
of  Ethics  of  the  American  Physical  Therapy  Association,  by  lenal  restriction 
in  forty-eight  states,  the  District  of  Columbia  and  the  Commonwealth  of 
Puerto  Rico,  and  in  factor  (6),  Standard  (d),  as  published  by  the  Social 
Security  Administration  in  the  Federal  Register,  Volume  31,  Number  20?, 
Part  1,  Tuesday,  October  18,  1966,  pap;e  13*»37. 

Board  of  Directors 

American  Physical  Therapy  Association 


Adopted  October  1,  i960 
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Statement  of  Relationships  Between  Physical  Therapists  and  Physicians 


The  Board  of  Directors  of  the  American  Physical  Therapy  Association,  acting 
upon  instructions  voted  by  the  House  of  Delegates  of  said  Association  at  its 
July  1968  Session,  does  hereby  profess  and  define  the  relationship  between 
the  physical  therapist  and  any  physician  or  surgeon  in  matters  of  direct 
patient  care: 

(1)  The  Association  reaffirms  the  responsibility  of  physical  therapy  to  the 
entire  medical  profession  in  matters  of  direct  patient  care  and  that  physical 
therapy  does  not  fall,  professionally,  legally,  or  administratively  under  the 
sole  province  or  jurisdiction  of  any  one  medical  or  surgical  specialty. 

(2)  The  physical  therapist,  by  virtue  of  education,  training,  and  experience 
in  physical  therapy  is  qualified  to  provide  or  supervise  physical  therapy 
care  of  patients  in  a  direct,  cooperative  relationship  with  any  physician  or 
surgeon,  regardless  of  his  area  of  specialization  or  practice. 

(3)  The  physical  therapist  considers  the  broad  scope  and  benefits  of  physical 
therapy  as  being  of  concern  and  interest  to  any  and  all  in  the  medical  pro- 
fession, and  affirms  the  right  of  any  physician  or  surgeon  to  refer  patients 
directly  to  a  physical  therapist  or  to  a  physical  therapy  department  or 
service  for  indicated  physical  therapy. 

The  physical  therapist  is  not  qualified  by  education  or  experience  to 
diagnose  a  patient's  disability  unless  the  physical  therapist  is  also  licensed 
as  a  practitioner  of  medicine  and  surgery. 

(5)    The  physical  therapist  views  his  role  in  patient  care  as  on  essential 
contribution  to  the  health  needs  of  the  people  and  to  the  high  level  of  patient 
care  provided  by  all  of  medicine. 

Board  of  Directors 

American  Physical  Therapy  Association 


Adopted  October  1,  1968 
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APPENDIX  B  continued 

Statement  by  the  American  Occupational 
Therapy  Association  submitted  to  the 
Public  Health  Service,  December,  1968. 

The  American  Occupational  Therapy  Association  expresses  its  appreciation 
for  the  privilege  of  contributing  to  the  Secretary's  study  of  licensed  practi- 
tioners performing  health  services  with  respect  to  coverage  under  Medicare.  We 
strongly  support  the  objectives  of  Public  Law  89-97  and  its  intent  to  provide  high 
quality  care  to  patients.    The  controls  set  forth  in  it  and  in  the  Conditions  of 
Participation  are  commendable  safeguards  to  patient  safety.   Certain  limitations; 
however,  are  now  serving  to  restrict  our  services  and  thus  exclude  deserving 
patients  from  Medicare  benefits. 

We  therefore  request  that  amendments  be  made  to  include  the  following: 
1.     The  services  of  qualified  occupational  therapists  both  in 
rendering  treatment  services  and  in  a  professional  consultant  capacity,  should  be 
authorized  for  those  1n  need  of  such  services,  through  referral  by  a  physician  in 
the  usual  circumstances,  but  with  clear  provision  for  direct  payment  to  such 
qualified  occupational  therapists  1n  those  circumstances  where  the  Interest  of  the 
patient  and  of  the  administration  of  the  health  insurance  program  under  Title  XVIII 
makes  this  a  more  practical  and  efficient  arrangement'   This  principle  and  pro- 
cedure should  be  built  Into  the  law  and  regulations  governing  all  Institutional 
care  (inpatient  and  outpatient)  and  home  care  programs. 
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2.  Similarly,  occupational  therapy  should  be  included  under  the 
supplementary  Medical  insurance  program  (Part  B,  Title  XVIII,  of  the  Social 
Security  Act)  and  direct  payment  for  their  services  as  independent  practitioners 
should  be  authorized  in  the  same  circumstance  described  above. 

3.  The  concept  of  utilization  review  should  be  extended  to  include 
delivery  of  occupational  therapy  service  and  that  of  all  other  professionals 
whose  independent  practice  is  reimbursed  under  Medicare. 

*  We  further  recommend  the  broadening  of  health  care  coverage  under  Medicare 
to  include: 

1.  A  requirement  for  a  thorough  medical  and  rehabilitation  evaluation 
of  physical  and  mental  potentials  for  all  patients  hospitalized  more  than  seven 
days  (except  terminal  cases).    Where  a  patient  has  subsequent  hospital  admissions, 
the  evaluation  should  be  repeated  within  approximately  one  year. 

2.  Authorization  of  services  required  to  carry  out  the  findings  of 
the  above  evaluations. 

*  We  further  recommend  that,  in  the  Act  and  regulations:  (1)  any  reference  to 
the  referring  physician's  making  choices  of  the  modalities  to  be  used  in  occupa- 
tional therapy  be  deleted  (refs.— Sec.  405.112  (a)  ),  and  (2)  present  lanouage 
indicating  that  appropriate  diversionary  and  recreational  activities  preferably 
are  under  the  direction  of  an  occupational  therapist  who  is  reaistered  by  the 
American  Occupational  Therapy  Association  be  revised  to  indicate  that  "appropriate 
diversionary  and  recreational  activities  may  be  given  consultation  by  a  qualified 
occupational  therapist,"  (refs.— Sec.  405.1040),  and  that  (3)  occupational  therapy 

*This  material  is  not  relevant  to  the  study. 
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be  separately  identified  in  the  Act  and  regulations  at  every  appropriate  point  of 
reference  and  specifically  that  it  not  be  made  a  subsidiary  part  of  "physical 
therapy  and  related  services"  and  further  that  it  not  be  classified  simply  as  a 
"restorative"  or  "rehabilitation"  form  of  treatment  service. 

The  following  is  furnished  as  background  information  in  considering  the 
above  recommendations: 

Occupational  therapy  collaborates  with  related  medical  services  contrib- 
uting to  the  comprehensive  care  plan  which  provides  a  continuum  of  medical  care 
for  the  patient.    It  therefore  is  customarily  offered  through  a  hospital,  nursinq 
home,  health  agencies  and  home  care  programs. 

Occupational  therapists,  in  providing  a  medical  service  for  patients,  as 
for  example  in  the  adjustment  to  blindness  or  loss  of  independence,  and  the 
recovery  from  stroke  or  fracture  or  use  of  a  prosthesis,  usually  are  an  integral 
part  of  the  treatment  complex  in  hospitals,  clinics  or  nursing  homes.  However, 
the  present  restrictions  on  out-patient  service  payments  often  serve  to  hold 
patients  in  the  hospital  for  longer  periods  in  order  to  complete  treatment  with 
support  of  Medicare  funds.    Pressures  for  bed  space  frequently  force  patients  out 
of  institutional  care  with  their  treatment  program  incomplete.    It  is  for  these 
and  related  reasons  that  we  recommend  ammendments  to  authorize  direct  payments 
for  occupational  therapy  home  care  treatment,  both  to  protect  the  patient  and  to 
achieve  more  efficient  use  of  Medicare  funds. 
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Occupational  therapy  also  serves  the  population  covered  by  Medicare 
through  its  indirect  or  consultant  service  to  health  programs  and  facilities 
and  their  administrative,  medical,  recreational  and  educational  staffs.  This 
consultant  service,  for  the  application  of  rehabilitation  concepts  and  the 
encouragement  of  activity  programs,  so  organized  as  to  reach  even  the  bedfast, 
apparently  senile  patient  and  thus  encourage  optimum  productivity,  is  provided 
on  the  request  of  any  qualified  professional  under  current  practice  in  the 
profession.    Continuing  restriction  on  consultancy  to  activity  proarams  by 
reference  to  occupational  therapy  only  as  a  restorative  service,  increases  or 
exaggerates  the  problem  of  idleness  and  deterioration  in  our  nursing  homes. 
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APPENDIX  B  continued 
Statement  by  the  American  Speech  and 
Hearing  Association  submitted  to  the 
Public  Health  Service,  October,  1968. 

Title  XVIII  of  Public  Law  89-97  provides  that  "speech  therapy"  may  be  provided 
through  hospitals,  extended  care  facilities,  and  home  health  agencies. 

Initial  "Conditions  of  Participation"  promulgated  by  the  Social  Security 
Administration  served,  quite  inadvertently,  to  restrict  the  participation  by  speech 
pathologists  and  audiologists  in  the  Medicare  program.    These  initial  requirements 
stated  that  "speech  therapy"  could  only  be  provided  upon  "prescription"  of  a 
physician.     Since  speech  pathologists  and  audiologists  in  the  United  States  have 
in  fact  always  functioned  as  independent  professionals,  such  a  requirement  was 
completely  unacceptable,  and  placed  responsible  members  of  both  professions — speech 
pathology /audiology  and  medicine — in  an  untenable  position. 

Beginning  in  late  1966,  discussions  were  held  with  representatives  of  Public 
Health  Service  and  the  Social  Security  Administration  concerning  the  problems  created 
by  these  regulations.    As  a  result  of  our  discussions,  the  regulations  were  revised 
to  remove  the  "prescription"  requirement.    The  Social  Security  Administration,  in 
addition,  acted  to  broaden  the  definition  of  "speech  therapy"  to  include  "services 
in  speech  pathology  and  audiology."    Earlier  this  year,  SSA  took  additional  steps 
to  revise  regulations  to  permit,  for  the  first  time,  direct  payment  to  clinical 
audiologists  for  diagnostic  testing  provided  upon  referral  from  a  physician.  The 
members  of  the  profession,  and  of  the  American  Speech  and  Hearing  Association,  wish 
to  acknowledge  the  excellent  cooperation  and  assistance  provided  by  the  Public  Health 
Service  and  the  Social  Security  Administration  in  effecting  these  revisions.  We 
would  agree  that  regulations  now  adopted  by  the  Social  Security  Administration 
probably  reflect  the  most  liberal  interpretation  possible  under  present  wording  of 
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Medicare,  in  certain  environments,  and  have  begun  to  meet  a  part  of  the  needs  of  the 
communicatively  handicapped  older  population. 

However,  one  major  problem  does  still  exist,  since  under  PL  89-97  no 
provision  is  made  for  direct  payment  to  speech  pathologists  and  audio] ogir.ts  for 
services  they  provide  to  Medicare  patients,  with  the  exception  already  noted  whereby 
direct  payment  may  be  made  for  audiological  diagnostic  testing.     It  should  be  noted 
that  speech  pathologists/audiologists ,  insofar  as  we  can  determine,  have  no  basic 
quarrel  with  the  present  administrative  procedure  whereby  hospitals,  extended  care 
facilities,  and  home  health  agencies  are  interposed  between  the  purchaser  and  the 
provider  of  services--except  for  the  fact  that  because  of  this  administrative 
requirement  many  older  patients  with  serious  speech  and  hearing  problems  are  being 
denied  help.     It  should  be  noted  also  that  speech  pathologists/audiologists  do  not 
question  the  need,  under  the  Medicare  program,  for  medical  referral  and  for 
authorization  of  services  by  the  physician  responsible  for  the  overall  health  care 
of  the  patient.    Why,  then",  should  lack  of  provision  for  direct  payment  to  speech 
pathologists/audiologists  be  viewed  as  a  major  problem? 

To  answer  this  question,  it  is  necessary  to  look  at  the  nature  of  speech  and 
hearing  problems  and  the  characteristics  of  the  diagnostic  and  treatment  facilities 
which  have  evolved.     Most  older  persons  with  speech  and  hearing  disorders  are  what 
might  be  called  "out-patients."    They  are  usually  ambulatory,  and  frequently  in 
relatively  good  physcial  and  mental  health.  *A  common  example  of  this  type  of  patient 
is  the  individual  who  suffers  a  stroke  which  does  not  necessitate  permanent  bed-care 
but  which  affects  his.  perception  and  use  of  speech  and  language.     Following  the  period 
of  acute  illness  during  which  the  patient  is  hospitalized  (and  during  which  initial 
speech  pathology  services  can  often  be  provided  under  present  Medicare  regulations) 
the  patient  normally  returns  home.     To  receive  the  long-terir  speech  and  language 
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rehabilitation  he  requires,  the  customary  practice  is  for  the  individual  to  go  to  a 
speech  and  hearing  clinic  or  center  for  therapy  at  regular  periods,  i.e.,  daily, 
weekly,  or  at  some  specified  interval  for  a  one  or  two  hour  therapy  session  with  a 
speech  pathologist.     It  is  precisely  this  customary  practice,  i.e.,  the  provision  of 
rehabilitative  services  at  a  community  speech  and  hearing  center  or  by  a  speech 
pathologist  or  audiologist  in  private  practice,  that  is  not  presently  authorized 
under  Medicare  provisions.     The  normal  practice  which  is  followed  in  such  cases 
as  discussed  above  is  for  the  physician  to  refer  the  patient  directly  to  the  speech  and 
hearing  center  or  to  the  speech  pathologist  in  private  practice.    Under  present  Medicare 
regulations,  if  such  a  referral  is  made  the  speech  pathologist  cannot  be  reimbursed 
for  his  services  since  they  are  not  provided  through  a  hospital,  extended  care 
facility,  or  home  health  agency. 

In  some  communities  it  has,  of  course,  been  possible  for  speech  pathologists 
and  audiologists  to  work  out  contracts  or  agreements  with  health  agencies  whereby  at 
least  limited  services  can  be  provided  for  certain  Medicare  patients.    However,  the 
fact  that  a  "third  party"  must  be  interposed  between  the  speech  pathologist/audiologist 
and  the  patient  means  that  (1)  the  speech  pathologist/audiologist  must  be  able  and 
willing  to  adapt  his  method  of  providing  services  to  meet  Medicare  requirements  (for 
example ,  by  carrying  out  "home  visits"  which  take  up  a  disproportionate  amount  of 
professional  time)  and  (2)  the  health  agency  must  be  present  in  the  community,  must 
meet  Medicare  eligibility  requirements ,  and  must  be.  willing  to  provide  services  in 
this  area  and  to  undertake  the  necessary  contracts  and  agreements.    In  a  great  many 
communities — we  suspect  in  the  great  majority  of  communities  in  the  United  States — 
these  conditions  cannot  be  met  at  the  present  time.    The  result  is  that  Medicare 
patients  with  serious  disorders  of  speech  or  hearing  are  not  being  provided  services — 
or  that  speech  pathologists  and  audiologists  and  speech  and  hearing  centers  are 
providing  services  without  reimbursement,  or  with  fees  paid  by  the  patient  without 
Medicare  assistance. 


App.  B  —  Speech  and  Hearing  237 

If  the  intent  of  Congress  was  that  older  citizens  with  speech  'and  hearing 
disorders  be  eligible  for  treatment  for  these  disorders  under  Medicare — and  we  have 
no  question  that  this  is  the  case —  it  is  of  paramount  importance  that  speech 
pathologists  and  audiologists  be  recognized  as  being  in  independent  practice  and 
eligible  for  direct  payment.     The  physician  should  be  able  to  refer  Medicare  patients 
to  speech  pathologists  and  audiologists  as  he  does  his  non-Medicare  patients ,  and 
the  procedures  necessitated  under  present  provisions  should  be  modified  accordingly. 

Recognition  by  Medicare  that  speech  pathology  and  audiology  does  in  fact 
constitute  a  field  of  independent  practice  carries  with  it  no  concomitant  implication 
that  benefits  would  be  extended  beyond  the  scope  originally  intended  by  Congress. 
We  feel  that  such  an  extension  of  benefits  should  be  considered,  but  we  are  fully 
cognizant  of  the  need  to  maintain  control  over  costs  and  to  assign  priorities  based 
on  overall  health  needs  and  resources .    We  have  recommended  to  Congress  that  con- 
sideration be  given  to  future  changes  in  the  present  policy  which  specifically 
prohibits  the  provision  of  hearing  aids  under  Medicare ,  and  have  suggested  criteria 
which  might  be  established  should  such  changes  be  made. 

As  a  final  comment ,  we  strongly  recommend  that  wherever  the  term  "speech 
therapy"  appears  in  Title  XVIII  of  Public  Law  89-97  this  term  be  deleted  and  the  term 
"services  in  speech  pathology  and  audiology"  be  substituted.    As  noted,  the  term 
"services  in  speech  pathology  and  audiology"  has  been  adopted  in  all  present  regu- 
lations promulgated  by  the  Social  Security  Administration  and  we  believe  it  would  be 
most  helpful  if  this  technical  change  could  be  made  in  the  basic  legislation. 
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APPENDIX  3  continued 
Statement  by  the  American  P.sycholo g i c a  1 
■Association  submitted  to  the  Public. Health 
Sorvicc,  AuguBt,  1968. 

The  American  Psychological  Association  recently  forwarded  a  report ,  in- 
cluding extensive  supporting  materials,  to  the  Medical  Care  Administration  of 
the  Department  of  Health,  Education  and  Welfare  in  connection  with  that  agency's 
Congress ionally  commissioned  study  of  psychology  and  selected  other  professions 
with  respect  to  coverage  of  services  under  Medicare.    The  present  statement 
supplements  the  previous  report  and  summarizes  the  Association's  positions  and 
recommendations . 

The  Association  recognizes  the  significance  of  the  Medicare  legislation 
as  a  promising  new  concept  in  the  delivery  and  financing  of  health  care  for  an 
important  segment  of  the  population.    Reports  of  early  experience  with  this  health 
program  for  the  elderly  suggest  that  the  model  is  both  feasible  and  effective,  and 
there  is  reason  to  believe  that  it  may  serve  as  a  prototype  for  health  programs 
for  other  groups  in  the  population.    Psychology  as  a  profession  involved  in  health 
affairs  has  a  vital  interest  in  this  development.    Deficiencies  in  Medicare  have 
been  under  the  watchful  eye  of  those  groups  charged  with  its  implementation  —  the 
Federal  government,  the  providers  of  service,  and  the  fiscal  intermediaries.  This 
Association  is  pleased  that,  in  this  spirit  of  corrective  action,  the  government  is 
carrying  out  the  present  study,  and  to  this  study  the  APA  lends  its  full  cooperation. 
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The  concerns  of  the  American  Psychological  Association,  serving  as  the 
national  voice  of  psychologists,  may  be  grouped  into  two  broad  categories:     (1)  those 
relating  to  present  deficiencies  in  the  recognition  of  psychologists'  services  under 
Part  B  and  (2)  those  dealing  with  long-range  approaches  to  the  Medicare  program. 

Reimbursement  for  Services  Provided  by  Psychologists 

The  immediate  concern  of  the  Association  focuses  on  tie  conditions  of  parti- 
cipation of  psychologists  in  Medicare.     Under  Part  A  provisions,  the  implementing 
regulations  issued  by  the  Social  Security  Administration  recognize  the  contribution 
that  can  be  made  by  psychologists  in  hospital  settings.    However,  psychologists 
have  serious  concern  regarding  Part  B  provisions  and  have  sought  the  assistance  of 
their  national  Association  in  making  these  concerns  known  to  both  the  Administration 
and  the  Congress.  Careful  and  extensive  deliberation  by  the  appropriate  Boards  and 
Committees  of  the  national  and  state  associations  of  psychologists,  and  by  other 
groups  within  the  APA  governance,  preceded  the  efforts  to  bring  psychology's  case 
before  the  Federal  government. 

The  specific  nature  of  concern  is  detailed  in  testimony  by  the  Association's 
Executive  Officer  before  the  House  Ways  and  Means  Committee  in  1967  and  by  subse- 
quent proposals  placed  before  the  Congress  in  that  year.    These  proposals  would  have 
permitted  direct  access  by  patients  in  out-of-hospital  settings  to  the  services  of 
qualified  psychologists  for  conditions  covered  by  the  law.     The  position  of  the 
psychology  profession  on  this  issue  was  clearly  stated  by  Senator  Fred  Harris  on 
the  Senate  floor: 

The  present  defects  in  existing  legislation  arise  from  the  fact 
that  two  independent  but  equally  well  qualified  professions,  psychiatry 
and  clinical  psychology,  offer  similar  and  frequently  identical  services 
to  the  public.    However,  present  regulations  require  that  the  services  of 
clinical  psychologists  be  reimbursed  only  if  included  in  a  physician's 
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bill  or  as  part  of  the  charges  of  a  clinic  directed  by  a  physician. 
This  restriction  denies  the  patient  direct  access  to  the  many  qualified 
clinical  psychologists  who  are  independent  practitioners  and  unaffiliated 
with  clinics  or  private  physicians. 

Legislative  efforts  in  1967  were  culminated  when  the  Senate  acted  favorably 
on  an  amendment  introduced  by  Senator  Harris  to  recognize  psychologists  on  an 
independent  basis  within  Part  B.     This  amendment  was  later  removed  in  conference. 

In  advancing  and  supporting  amendments  to  Part  B  provisions  along  the  lines 
described  in  this  summary  and  in  the  earlier,  more  detailed  report,  the  Association 
is  prepared  to  limit  recognition  to  those  psychologists  practicing  in  states  with 
laws  certifying  or  licensing  psychologists.     Thirty-seven  states  now  have  statutory 
recognition,  and  in  most  of  the  remaining  thirteen  states  (  and  the  District  of 
Columbia)  plans  are  under  way  for  strong  legislative  efforts  in  the  next  sessions  of 
their  respective  legislatures.     Should  the  Federal  government  support  Medicare  amend- 
ments with  a  recommendation  that  the  standards  be  enlarged  to  provide  a  suitable 
mechanism  to  cover  the  remaining  states,  the  Association  would  assent  to  such  a 
proposal  and  would  offer  its  present  guidelines  for  qualifications  of  psychologists 
reimbursable  under  health  insurance  plans.     These  guidelines  already  have  been  used 
by  a  number  of  insurance  companies  and  could  be  implemented  rapidly. 

Outpatient  care  of  emotional  and  mental  disorders  is  an  important  and 
essential  portion  of  the  total  health  needs  of  elderly  Medicare  recipients.  Evidence 
suggests,  however,  that  traditional  outpatient  psychotherapy  would  be  the  primary  or 
sole  treatment  of  choice  in  a  limited  number  of  cases.    Far  more  typical  is  the  need 
to  deal  with  a  complex  interplay  of  physiological  and  psychological  problems 
(following  a  stroke,  a  heart  attack,  or  loss  of  limb,  for  example).    Various  inter- 
personal, social,  and  economic  supports  and  the  maintenance  of  reasonable 
physical  health  compatible  with  age  are  all  more  relevant  to  the  mental  health 
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needs  of  the  elderly  than  traditional  psychotherapy,  which  Is  more  suitable  for 
younger  patients.    Problems  of  self-respect,  self-confidence,  and  self-reliance: 
communication  handicaps;  feelings  of  unworthiness ,  depression  and  disengagement, 
and  the  prevention  of  deterioration  of  mental  processes  are  all  of  major  concern 
to  the  clinical  psychologist. 

This  Association's  concern  springs  not  only  from  the  scope  of  the  issue. 
A  critically  important  principle  is  at  stake.    Given  already  scarce  manpower 
resources  in  mental  health  care  and  restorative  processes,  the  Association  sees 
no  merit  in  statutory,  regulatory,  or  administrative  constraints  that  deny  to  any 
eligible  recipient  the  care  to  which  he  is  entitled. 

Concern  also  relates  to  certain  principles  of  sound  professional  practice 
of  psychology.    Present  Medicare  regulations,  requiring  the  interposition  of  medical 
referral  and  direction  for  outpatient  mental  health  services,  provides  no  guarantee 
that  this  procedure  will  result  in  increased  health  or  safety  for  the  pa':ient. 
Such  interposition,  required  by  statute,  denies  to  psychologists  the  exercise  of 
their  own  professional  responsibilities  in  patient  disposition  and  management. 
The  psychologist  is  bound  by  his  own  code  of  ethics  to  seek  consultation  and  to 
make  referrals  according  to  his  best  professional  judgment.    He  is  obliged  to 
recognize  the  boundaries  of  his  competence  no  less  than  other  professional  specialties. 

Finally,  the  Association  is  concerned  that  this  new  model  of  health  care  as 
exemplified  in  Medicare  contain  within  its  provisions  the  best  possible  mechanisms 
for  enlisting  the  needed  services  of  psychologists.     It  is  critically  important  that 
plans  be  devised  now  that  will  use  all  health  professions  in  the  most  efficient, 
economical,  and  effective  manner  possible. 

Long  Range  Issues  and  Needs 

1.    The  Association  would  fully  support  any  plans  in  the  delivery  of 
service  that  would  promise  a  higher  quality  of  care  without  a  matching  escalation 
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of  cost  to  the  patient  and  the  government.    While  the  Association  is  well  aware 
of  the  debate  in  health  circles  about  whether  independent  practice  represents  the 
best  way  to  provide  health  care,  it  fully  supports  the  right  of  a  qualified  psy- 
chologist to  practice  individually,  and  it  has  enunciated  standards  for  inde- 
pendent practice.    However,  by  tradition,  and  apparently  by  preference,  American 
psychology  has  been  primarily  a  public  service  profession,  and  the  great  majority 
of  psychologists  are  employed  in  publicly    supported  institutions.    Less  than  10% 
of  the  Association's  members  identify  themselves  as  self-employed,  and  this  figure 
has  remained  stable  over  the  years. 

As  models  other  than  that  of  the  individual  practitioner  are  considered,  the 
Association  strongly  urges  that  the  role  relationships  and  patterns  of  responsibility 
of  the  health  professionals  involved  in  team,  group  practice,  or  institutional 
arrangements  be  based  on  competence  and  not  on  professional  identification.  The 
Association  was  pleased  to  see  this  principle  affirmed  by  the  Federal  government 
recently  in  connection  with  the  overall  leadership  of  community  mental  health  centers. 

2.  The  Association  is  fully  sympathetic  with  the  concerns  of  the  f tamers 
of  the  Medicare  legislation  that  reimbursable  services  under  pre-paid  plans  be 
limited  to  acute  health  problems  that  pose  a  clear  threat  to  the  patient's  capacity 
to  cope  minimally  with  everyday  living.    This  principle  has  special  cogency  in  the 
area  of  mental  health,  where  there  could  be  a  temptation  to  use  the  Medicare 
benefits  to  provide  custodial  care  for  chronic  conditions,  either  in  or  out  of  a 
hospital.    Nevertheless,  psychology's  special  skills  in  identifying  early  indicators 
of  the  presence  and  degree  of  mental  impairment  or  incapacity  associated  with  aging 
can  be  of  great  use  in  overall  planning  for  the  aged  patient,  as  well  as  in  treat- 
ment and  restorative  efforts. 

3.  The  Medicare  program  should  provide  opportunities  for  reasonable 
flexibility  and  innovation  in  diagnostic  and  treatment  approaches.  Integrated, 
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multidisciplinary  efforts,  including  both  research  and  service,  are  clearly  needed. 
Methods  should  be  devised  for  adequate  financing  of  these  efforts. 

4.  The  health  enterprise  is  bigger  than  any  one  profession,  and  our 
Association  believes  that  this  fact  should  be  formally  recognized.    Health  care 
for  the  elderly  should  be  reconceptualized  as  a  broad  umbrella  under  which  medical 
as  well  as  other  health  specialists  and  professionals  can  all  function  with  full 
professional  responsibility  consistent  with  their  recognized  areas  of  competence. 
It  is  not  in  the  public  interest  and  it  is  not  in  the  patient's  interest  to  do 
otherwise. 

It  is  our  observation  that  the  Medicare  law,  with  all  its  evident 
positive  features,  is  drawn  too  tightly  in  terms  of  medical  control.    Health  is 
bigger  than  medicine,  and  the  public  interest  is  bigger  than  all  the  health  pro- 
fessions.   If  the  Medicare  program  is  to  be  effective,  it  should  not  give 
preferential  support  arbitrarily  to  the  various  health  professions.    The  Associa- 
tion feels  that  Federal  health  programs  should  discourage  a  preoccupation  with 
territorial  rights  of  professions  qua  professions.    Interprofessional  boundaries 
should  be  blurred  and  cooperative  endeavors  in  the  patient's  interest  encouraged. 

5.  The  Association  recommends  that  the  Federal  government  invite  the 
various  health  and  health- related  professions  as  participants  with  the  government, 
with  fiscal  intermediaries,  and  with  health  economists  in  planning  improved  health 
care  delivery  systems.    We  suggest  widening  the  base  of  participation  to  include 
the  American  Psychological  Association,  among  others. 

6.  This  Association  is  keenly  aware  that  the  health  enterprise  in  the 
United  States  is  in  a  fluid  state.     Long-held  assumptions  within  established 
health  professions  regarding  role  definitions  and  educational  requirements  are 
coming  into  question.    Organized  psychology  is  not  immune  from  this  influence.  This 
period  of  softening  of  assumptions  can  be  a  challenge  rather  than  a  threat  if  seen 


App.  B  —  Psychology 


244 


as  a  product  of  advances  in  the  health  field  rather  than  of  inaction.    The  Medicare 
program  can  provide  one  locus  in  which  to  evaluate  some  of  the  unfolding  require- 
ments of  improved  quality,  delivery,  and  financing  of  health  care. 
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Statement  by  the  National  Association 
of  Social  Workers  submitted  to  the 
Public  Health  Service,  December,  1968. 

The  National  Association  of  Social  Workers  represents  50,000  social 
workers  who  meet  the  minimal  membership  requirements  of  a  Master's  degree 
in  social  work  from  an  accredited  university.    We  welcome  this  opportunity 
to  present  the  Association's  views  on  the  need  to  include  the  appropriate 
health  and  medical  care  services  of  a  social  worker  with  a  Masters  degree 
in  social  work  in  the  extension  of  coverage  under  the  medical  insurance 
program. 

We  note  with  interest  that  in  Title  16  and  Title  19  of  the  Social 
Security  Act  that  the  social  worker,  while  not  seen  as  an  independent  practi- 
tioner for  scope  of  benefit  coverage ,  is  nevertheless  identified  as  having 
an  integral  part  in  health  and  medical  care  programs  and  that  services  of 
a  social  care  nature  are  regarded  as  vital  to  the  patient  and  his  medical 
care  needs.    Social  work  is  mentioned  either  as  a  required  of  desirable 
service  in  the  conditions  of  participation  f>r  the  Extended  Care  Facilities , 
Home  Health  Agencies ,  Hospitals  and  Rehabilitation  Centers.    Under  Title  19 
social  case  work  related  to  health  and  medical  care  problems  is  a  state  plan 
requirement.    We  believe  that  this  recognition  upon  the  part  of  our  lawmakers 
and  program  administrators  is  based  on  valid  factors  germane  to  the  purpose 
of  these  hearings. 

It  is  a  recognition  that  medical  problems  by  their  nature  tend  to  create 
and  relate  to  social  problems. 

It  is  a  recognition  that  health  and  medical  care  problems  fall  upon  in- 
dividuals and  families  who  are  already  involved  with  stress  situations  of  a 
personal  nature  and  with  varying  abilities  to  cope  with  these  situations. 
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It  is  a  recognition  that  clinical  treatment  by  caseworkers  is  a  vital 
part  of  comprehensive  health  and  Medical  services. 

It  is  a  recognition  that  our  social  institutions  and  systems  are  highly 
complex.    To  enable  a  person  to  take  full  advantage  of  all  existing  resources 
to  achieve  independence  and  self  care,  requires  the  services  of  a  specialist; 
a  specialist  equipped  to  professionally  assist  the  patient  and  his  family 
through  the  maze  of  services  appropriate  to  that  health  situation  or  problem. 

It  is  a  recognition  that  proper  program  utilization  and  control  is  a 
necessary  fact  of  life  to  ensure  effective  patient  services  at  a  minimum  pro- 
gram cost  and  that  this  can  be  achieved  in  a  manner  that  is  helpful  to  the 
patient  whJJa  protective  of  tha  public  interest  and  the  purposes  of  the  program. 

We  would  recommend  that  social  work  services  be  included  for  medical 
insurance  purposes  and  that  reimbursement  directly  to  the  social  worker  as 
a  practitioner  be  provided  for.    We  recognize  that  social  work  practice  is 
licensed  in  only  a  few  jurisdictions,  such  as,  Puerto  Rico  and  California, 
and  that  there  are  title  protection  laws  in  a  few  more  states,  including 
Rhode  Island,  Mew  York,  Oklahoma,  Virginia,  and  Illinois.    We  would  hope 
that  the  condition  set  by  Section  141,  PI  90-248,  which  calls  for  the  study 
of  the  inclusion  of  additional  types  of  "licensed  practitioners"  in  inde- 
pendent practice  would  not  be  interpreted  to  preclude  social  workers'  services 
being  covered  under  medical  insurance.    In  our  opinion,  such  a  preclusion 
would  not  only  be  a  mistake  but  would  be  contradictory  to  the  intention  of 
tiie  social  work  provisions  of  Titles  18  and  19. 
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It  is  our  view  that  the  public  interest  and  protection  aspects  of 
licensing  could  be  met  by  the  setting  forth  of  educational  requirements 
as  a  substitute  for  a  licensing  requirement.    The  completion  of  two  years 
of  gradutate  social  work  education  with  a  Master's  degree  from  a  graduate 
school  of  social  work  accredited  by  the  Council  on  Social  Work  Education 
(which  includes  professional  and  public  representation)  could  be  the  base 
standard  for  the  social  work  practitioner  in  the  medical  insurance  program. 

It  is  our  view  that  inclusion  in  this  manner  would  open  new  portals  of 
entry  into  the  medical  care  system  for  the  patient,  would  encourage  greater 
involvement  of  professionally  trained  social  workers  with  this  segment  of 
the  population,  would  foster  the  patients'  freedom  to  choose  the  service  he 
thinks  he  needs,  would  increase  the  physician's  flexibility  in  referring 
to  a  specifically  desired  resourse  and  would  encourage  already  existing 
community  social  agencies  to  open  their  services  to  the  covered  population. 

There  is  some  confusion  about  the  term  "Independent  Practitioner"  as 
applied  to  social  workers  which  we  would  like  to  dispel.    A  social  worker 
employed  by  a  social  agency  may  be  considered  an  independent  practitioner 
in  the  sense  that  he  is  directly  responsible  for  his  professional  practice, 
although  he  may  be  administratively  responsible  to  the  agency  hierarchy. 
A  social  worker  in  private  practice  is  also  an  independent  practitioner, 
directly  responsible  for  his  professional  practice.    Clearly,  the  majority 
of  social  workers  practice  in  agency  or  other  institutional  settings, 
rather than  in  private  practice. 
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It  is  our  position  that  a  social  worker  with  the  proper  professional 
credentials  should  be  able  to  provide  services  that  are  appropriate  to 
medical  insurance  coverage ,  and  should  be  reimbursed  as  a  bona fide  practi- 
tioner either  directly,  if  in  private  practice,  or  through  his  agency  if 
the  service  is  provided  as  an  agency  service.    It  should  be  emphasized 
here  that  the  insurance  mode  of  payment  for  services  is  designed  to  reduce 
and  ultimately  eliminate  the  many  negative  connotations  associated  with 
services  offered  as  "charity" ,  as  they  affect  the  consumer.    These  consi- 
derations apply  to  social  workers '  services ,  whether  offered  privately 
or  through  an  agency. 

We  question  the  conditions  under  which  social  work  services  may  be 
offered  under  Part  B-Hcme  Health  Care  Services  which  place  the  social 
worker  in  an  employee  relationship  to  the  physician  rather  than  recognizing 
the  social  worker  to  be  a  responsible  professional  colleague.    In  practice, 
these  conditions  may  tend  to  discourage  the  most  capable,  experienced  and 
competent  social  worker  from  entering  into  services  for  medicare  patients. 

The  usefulnes  of  professional  social  casework  services  has  been  clearly 
demonstrated  over  the  years  as  part  of  a  team  approach  in  psychiatric  treat- 
ment; in  assisting  patients  to  make  most  appropriate  use  of  medical  care 
and  medical  care  facilities;  in  discharge  planning  in  hospitals  and  extended 
care  facilities;  in  rehabilitation  facilities  and  home  health  care.    We  re- 
cognize that  practice  status  for  insurance  purposes  would  necessitate  de- 
termining reasonable  cost  guides  for  social  work  services  and  identification 
of  services  to  be  included  or  excluded  for  coverage. 
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Our  local  chapters  throughout  the  country  have  already  done  much  in 
this  area  especially  in  regard  to  social  work  services  for  extended  care 
facilities.    The  National  Association  of  Social  Workers  and  its  chapters 
are  ready  and  willing  to  assist  in  the  development  of  all  necessary  guide- 
lines ,  standards ,  and  controls  related  to  the  active  participation  of 
our  profession.    We  offer  our  continued  support  to  the  ongoing  process 
of  making  Medicare  grow  in  its  effectiveness  toward  meeting  the  health 
care  needs  of  our  aged  population. 
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Statement  by  the  American  Corrective 
Therapy  Association  submitted  to 
the  Public  Health  Service, 
September,  1968 

The  American  Corrective  Therapy  Association  has  extensively  documented  its  case  for 
co-equal  status  with  the  traditional  paramedical  disciplines  in  regard  to  being  a 
provider  of  services  under  Medicare. 

The  historical  background  to  the  long  and  tedious  efforts  to  achieve  its  rightful 
place  in  the  Medicare  community  dates  back  to  when  the  Medicare  legislation  was 
under  consideration.    Our  association  foresaw  the  possibility  of  problems  as  a  re- 
sult of  the  language  employed  to  describe  the  services  which  would  be  available  to 
beneficiaries.    We  protested  the  utilization  of  terminology  which  appeared  to  be  re- 
strictive and  seemingly  oriented  toward  utilization  of  only  specifically  name!  so- 
called  traditional  paramedical  disciplines  in  physical  medicine  and  rehabilitation. 

Numerous  inquiries,  professional,  Congressional  and  even  to  high  level  officials  of 
various  offices  of  the  Department  of  Health,  Education,  and  Welfare,  as  well  as  the 
Honorable  Wilbur  J.  Cohen,  then  Under  Secretary  of  the  Department,  resulted  in  re- 
assurances that  the  frames  of  reference  employed  in  the  proposed  legislation  were 
generic  and  that  the  services  of  corrective  therapists  would  be  included.  Conse- 
quently, further  action  was  not  taken  by  our  association  while  the  legislation  was 
under  consideration. 

When  the  law  was  enacted  and  implementation  planned,  unfortunately,  any  reference 
to  generic  interpretation  was  completely  disregarded.    Only  paramedical  disciplines 
specifically  identified  by  the  language  in  the  law  were  consulted  and  eventually  in- 
cluded as  authorized  participants.    This  is  precisely  what  we  had  hoped  to  avoid! 
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Our  profession  was  not  invited  to  present  its  case:  Instead,  we  were  considered  on  the 
basis  of  unilateral  inquiries  and  evaluations  made  by  prominent  physicians  in  the 
field  of  rehabilitation  medicine  who  have  had  little,  if  any,  familiarity  with  our 
profession  for  the  past  15  to  20  years.    Our  profession  has  advanced  remarkably  since 
its  inception  during  World  War  II  when  it  was  known  as  Rehabilitation-Physical  Train- 
ing, Physical  Reconditioning  and  Convalescent  Training  in  the  Navy,  Army  and  Air 
Corps,  respectively. 

During  our  April  1967  meeting  in  Washington  with  representatives  of  Public  Health 
and  Social  Security,  we  attempted  to  clarify  what  had  appeared  to  be  misunderstand- 
ings and  misconceptions  which  had  seemingly  caused  us  to  be  regarded  as  something 
other  than  what  we  actually  were. 

Your  attention  is  attracted  to  the  fact  that  the  definition  of  Physical  Medicine  and 
Rehabilitation  -  (Physiatry)  is  essentially  the  definition  of  Physical  Therapy. 
Therefore,  it  is  extremely  difficult,  if  not  impossible,  to  define  any  one  of  the 
rehabilitation  medicine  (paramedical)  disciplines  without  including  all.  Essentially, 
the  definition  of  the  whole  is  the  definition  of  each  of  the  parts  and  the  respective 
parts  appear  to  be  defined  as  the  whole.    If  there  ever  was  a  "Team  Concept",  it  is 
personified  in  Rehabilitation  Medicine.    Certainly,  in  such  an  integrated  community 
of  disciplines  there  will  be  overlap  as  there  is  in  all  of  medical  practice  today  in 
the  concept  of  the  treatment  of  the  whole  man.    The  primary  difference  in  the  physic- 
ally oriented  disciplines  in  Rehabilitation  is  in  the  instrumentation  and  in  the 
approach  to  the  patient.    However,  we  have  no  illusions  or  grandiose  concept  of  our 
role,  but  we  definitely  are  medically  oriented  in  the  physical  frame  of  reference 
and  influences  in  patient  management.    In  the  strictest  interpretation  of  generic 
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terminology,  we  are  "physical  therapists"  but  our  professional  title  as  Corrective 
Therapists  differentiates  our  profession  from  the  other  "physical  therapists"  in 
Physical  Medicine  and  Rehabilitation. 

Unfortunately,  the  generic  term  "physical  therapy"  as  used  in  the  law  has  been  - 
contrary  to  the  earlier  documented  statements  -  interpreted  to  designate  only  the 

paramedical  discipline  known  as  "Physical  Therapy1?. 

Essentially,  this  is  our  objection  and  it  is  based  on  the  fact  that  we  had  been 
specifically  guaranteed  that  the  law  would  not  be  interpreted  in  that  manner.  Further- 
more, we  feel  that  there  has  been  a  misunderstanding  of  our  role,  our  instrumentation 
and  our  techniques  as  they  apply  to  the  management  and/or  treatment  of  disease  or 
injury. 

At  any  rate,  we  were  again  under  the  impression  that  we  had  clarified  the  miscon- 
ceptions and  misunderstandings.    Later,  when  revised  conditions  for  participation 
were  promulgated,  and  despite  our  continued  protests,  we  found  that  only  minor  and 
essentially  insignificant  concessions  had  been  made. 

We  found  that  we  were  still  relegated  to  a  sub-professional  role  in  which  we  may 
perform  our  functions  only  under  the  supervision  of  other  professional  therapists 
instead  of  as  co-equals;  and,  obviously  we  had  not  been  approved  to  function  in 
hospitals,  or  nursing  homes,  or,  in  fact,  in  any  setting  other  than  in  an  Extended 
Care  Facility  in  which  there  are  complete  rehabilitation  services.    This  is  far 
from  the  truth. 

This  brings  us  to  the  current  situation  wherein  we  are  again  requesting  co-equal 
status  and  identification  with  the  other  rehabilitation  medicine  disciplines. 
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terminology,  we  are  "physical  therapists"  but  our  professional  title  as  Corrective 
Therapists  differentiates  our  profession  from  the  other  "physical  therapists"  in 
Physical  Medicine  and  Rehabilitation. 

Unfortunately,  the  generic  term  "physical  therapy"  as  used  in  the  law  has  been  - 
contrary  to  the  earlier  documented  statements  -  interpreted  to  designate  only  the 
paramedical  discipline  known  as  "Physical  Therapy'.'. 

Essentially,  this  is  our  objection  and  it  is  based  on  the  fact  that  we  had  been 
specifics lly  guaranteed  that  the  law  would  not  be  interpreted  in  that  manner.  Further- 
more, we  feel  that  there  has  been  a  misunderstanding  of  our  role,  our  instrumentation 
and  our  techniques  as  they  apply  to  the  management  and/or  treatment  of  disease  or 
injury. 

At  any  rate,  we  were  again  under  the  impression  that  we  had  clarified  the  miscon- 
ceptions and  misunderstandings.    Later,  when  revised  conditions  for  participation 
were  promulgated,  and  despite  our  continued  protests,  we  found  that  only  minor  and 
essentially  insignificant  concessions  had  been  made. 

We  found  that  we  were  still  relegated  to  a  sub-professional  role  in  which  we  may 
perform  our  functions  only  under  the  supervision  of  other  professional  therapists 
instead  of  as  co-equals;  and,  obviously  we  had  not  been  approved  to  function  in 
hospitals,  or  nursing  homes,  or,  in  fact,  in  any  setting  other  than  in  an  Extended 
Care  Facility  in  which  there  are  complete  rehabilitation  services.    This  is  far 
from  the  truth. 

This  brings  us  to  the  current  situation  wherein  we  are  again  requesting  co-equal 
status  and  identification  with  the  other  rehabilitation  medicine  disciplines. 
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We  find  it  difficult  to  comprehend  how  rehabiliation  services  we  have  rendered  to 
our  nation's  veterans  for  the  past  23  years  are  not  considered  as  being  essential 
for  our  senior  citizens.    Our  contributions  are  well-known,  accepted  and  required 
in  the  totality  of  the  Veterans  Administration  Program  of  Physical  Medicine  and  Re- 
habilitation, and  it  is  inconceivable  that  a  paramedical  service  utilized  in  one 
agency  of  our  government  should  be  denied  to  patients  coming  under  the  jurisdiction 
of  another  governmental  agency.    This  is  particularly  significant  in  terms  of  the 
critical  shortages  of  professional  paramedical  personnel. 

It  appears  to  us  that  everyone  who  has  current  and  intimate  familiarity  with  our 
profession  today  conceptualizes  us  as  co-equals  with  the  traditional  disciplines  in 
Physical  Medicine  and  Rehabilitation,  recognizes  our  contributions  to  the  care  and 
treatment  of  the  diseased  and  disabled,  projects  to  our  further  utilization  in  community 
medicine  except  the  one  Federal  Agency  which  is  primarily  concerned  with  providing 
professional  care  for  our  non  veteran  Medicare  beneficiaries. 


Additionally,  we  recently  received  correspondence  from  Mr.  William  J.  Driver,  Ad- 
ministrator of  Veterans  Affaris,  and  Dr.  H.  Martin  Engle,  Chief  Medical  Director, 
Veterans  Administration,  which  stated:  "We  recognize  the  specialty  training  of  Cor- 
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rective  Therapists  and  appreciate  their  contributions  to  our  medical  program  for 
veterans.    The  qualifications  and  classification  standards  of  the  Veterans  Administra- 
tion recognizes  them  to  be  comparable  with  all  other  therapists  in  the  Physical 
Medicine  and  Rehabilitation  Service". 

I  also  have  a  letter  dated  February  9,  1968  from  the  Honorable  Mary  E.  Switzer, 
Administrator,  Social  and  Rehabilitation  Service,  Department  of  Health,  Education, 
and  Welfare,  in  which  she  stated:  "I  am  well  aware  of  the  contributions  that  correc- 
tive therapists  have  made  in  rehabilitation  programs  conducted  by  the  Veterans  Admin- 
istration, and  I  anticipate  the  positive  elements  of  these  programs  will  become  even 
more  available  to  the  disabled  in  our  communitaes". 

As  recently  as  September  20,  1968,  Dr.  Donald  W.  Hammersly,  Chief,  Professional  Ser- 
vices of  the  American  Psychiatric  Association,  wrote  as  follows:    "I  am  hoping  we 
can  get  something  good  going  about  what  the  mental  health  field  can  contribute  to 
nursing  homes.    Included  in  this  would  be  the  things  we  have  learned  in  mental  hos- 
pitals about  good  milieu  programs  for  long  term  patients  to  build  up  and  maintain 
their  overall  functioning.     I  have  been  impressed  for  a  long  time  with  corrective 
therapy's  contribution  to  this.    I  haven't  seen  a  great  deal  written  about  this, 
maybe  because  corrective    therapists  tend  to  be  "doers"  rather  than  writers  or 
maybe  I  am  just  not  reading  the  right  things". 

Contrary  to  the  impression  that  has  seemingly  prevailed  within  the  Bureau  of  Health 
Services  and  despite  the  fact  that  our  profession  does  not  have  the  identical  AMA 
recognition  that  some  of  the  older  and  traditionally  known  paramedical  specialties 
have  been  afforded,  we  have  recently  -  (August  1968)  -  been  requested  to  submit  a 
statement  to  the  AMA  for  inclusion  in  a  forthcoming  publication  titled,  "Allied 
Medical  Education  Compendium  For  Physicians". 
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Corrective  Therapy  has  been,  for  more  than  twenty-three  years,  an  integral  part  of 
the  Rehabilitation  team    in  the  Veterans  Administration.    You  are  probably  aware 
of  the  fact  that  the  Physical  Medicine  and  Rehabilitation  Program  of  the  Veterans 
Administration  has  been  internationally  recognized  as  the  outstanding  example  of 
the  multidisciplinary  approach  in  Rehabilitation;  and,  that  Correcrive  Therapy 
has  been  a  vital  and  dynamic  member  of  that  team:  That  Corrective  Therapists  have 
made  significant  contributions  to  rehabilitation  medicine  in  such  areas  as  spinal 
cord  injury,  hemiplegia,  neurologically  impaired,  amputee  management  and  prosthetic 
training,  activities  of  daily  living  training,  and  with  the  blind,  not  only  in  the 
hospital  situation  but  also  in  educational  systems:  That  Corrective  Therapists, 
through  their  educational  orientation,  have  influenced  and  contributed  signifi- 
cantly to  the  "treatment  of  the  whole  man'*  concept. 

The  mere  fact  that  the  recently  enacted  Public  Law  90-170  projects  to  providing 
research  and  training  of  physical  educators  for  work  with  the  mentally  retarded  and 
other  handicapped  children  indicates  a  felt  need  for  personnel  whose  basic  educa- 
tional preparation  parallels  that  of  our  profession.    Our  specialized  training  goes 
much  beyond  the  above-conceived  utilization  and  our  contributions  over  the  past  23 
years  speak  for  themselves.    Certainly,  new  specialties  arise  where  need  exists  and 
while  we  are  comparatively  young  in  relation  to  the  "traditional"  physical  medicine 
and  rehabilitation  disciplines  and  in  the  medical  community,  there  is  no  justifica- 
tion for  our  subjugation  to  subprofessional  roles  when  we  are  truly  a  professional 
but,  admittedly,  a  comparatively  "new"  paramedical  discipline.    We  are  not  competi- 
tors in  the  rehabilitation  community.    Wo  assure  you,  we  are  willing  collaborators. 
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I  trust  thai  the  long  and  massively  documented  case  we  have  presented  for  review  of 
the  Ad  Hoc  Committee  within  the  Bureau  of  Health  Services  and  our  presentation  today 
will  result  in  a  recognition  of  the  injustice  to  the  profession  of  Corrective  Thera- 
py and  that  the  error  of  omission  will  be  corrected. 

We  are  both  primarily  interested  in  the  same  objectives:  That  Medicare  beneficiaries 
shall  have  available  the  quality  and  quantity  of  treatment  and  care  which  our  nation 
has  legislated  to  provide  for  them.  We  sincerely  believe  that  we  can  be  significant 
contributors  toward  that  goal. 

However,  and  despite  the  fact  that  changes  have  been  made  in  the  Conditions  of  Parti- 
cipation so  as  to  include  Corrective  Therapy  as  a  discipline  eligible  for  utiliza- 
tion in  Extended  Care  Facilities,  it  is  our  contention  that  our  exclusion  from  the 
hospital  and  home  care  settings  of  Medicare  is  based  on  an  erroneous  interpretation 
of  our  profession's  role,  nature  and  scope.    We  propose  that  our  profession  should 
not  be  excluded  and  should  be  regarded  as  a  co-equal  with  the  so-called  traditional 
physical  medicine  paramedical  professions. 

Hopefully,  Corrective  Therapy  will  be  authorized  its  rightful  and  legal  position  as 
a  full-fledged  member  of  the  rehabilitation  medicine  community  functioning  in  all 
areas  of  Medicare  jurisdiction.    We  cannot  accept  a  role  in  which  we  function  under 
the  supervision  of  therapists  of  another  discipline. 

We  urge  the  Ad  Hoc  Consultants  to  recommend  the  elimination  of  the  restrictive  language 
of  the  Conditions  of  Participation  and  that  Corrective  Therapy  be  afforded  the  identical 
privileges  of  its  coworkers  -  the  Physical  Therapists  and  Occupational  Therapists  -  in 
the  Medicare  program. 
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APPENDIX  B  continued 


Statement  by  the  American  Optometric  Association,  Vision 
Care:     The  Unmet  Need  of  Medicare  Recipients,  submitted  to 
the  Public  Health  Service,  October,  1968. 
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One  of  the  greatest  needs  in  the  Medicare  program  today  is 
the  provision  of  comprehensive  vision  care  services  to  benefi- 
ciaries.    Making  these  services  available  under  Part  B,  Title 
XVIII  of  the  Social  Security  Act  can  alleviate  the  debilitating 
effects  of  uncorrected  vision  problems  experienced  by  our  cit- 
izens over  60  years  of  age.     These  problems  result  in  the  waste 
of  literally  billions  of  man  hours  of  work  and  play.  More 
importantly,  they  have  direct  bearing  on  the  health,  well-being, 
and  physical  safety  of  our  senior  citizens  and  the  other  180- 
million  Americans  with  whom  older  people  share  our  streets, 
highways,  production  facilities  and  recreational  areas. 

Comprehensive  care  for  human  vision  must  be  assigned  a 
high  priority  among  those  new  health  and  social-welfare  tech- 
niques being  sought  to  maintain  the  greatest  possible  degree 
of  alertness  and  mobility  in  the  ovcr-60  age  group. 

The  way  of  life  of  the  older  citizen  today  places  an  in- 
creasing demand  upon  his  visual  system.     More  time  is  spent  on 
concentrated  visual  activities  such  as  reading,  watching  tele- 
vision or  pursuing  homecraft  hobbies  requiring  use  of  tools  or 
machines.     This  additional  demand  on  vision  occurs  at  the  very 
time  in  life  when  biological  changes  cause  regular  and  sometimes 
rapid  variations  in  the  refractive  state  of  the  eye  and  the 
visual  attention  span.     While  presbyopia   (a  loss  of  internal  eye 
focus  power  common  to  all  past  age  40)  negatively  affects  far 
vision,  the  most  pronounced  and  debilitating  loss  occurs  in  that 
range  of  acuity  within  arms'   length.     These  vision  changes 
naturally  tend  to  limit  an  individual's  activities  due  to  dimin- 
ished capacity.     One  simply  can  no  longer  sec  well  enough  to 
fully  enjoy  travelling,  shopping,  reading,  or  other  desirable 
diversions.     An  uncorrected  visual  problem  may  readily  be  viewed 
as  one  of  the  most  bothersome  physical  handicaps  afflicting  the 
older  person. 

Accidents  represent  serious  threats  to  the  aged  who  are 
well,  and  are  rated  the  third  most  frequent  cause  of  death  among 
aged  males  and  fifth  among  females.     The  risk  of  accidents  among 
this  group  is  increased  by  general  physical  changes,  including 
vision  impairment.     Older  persons  must  be  made  aware  of  the  poss- 
ible devastating  effects  of  these  changes,  their  own  visual  lim- 
itations and  the  need  for  proper  preventive  and  remedial  care 
to  assure  maximum  comfort,  safety  and  functional  efficiency. 
Mobility  is  essential  to  physical  and  emotional  well-being. 
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Whether  this  mobility  takes  the  form  of  walking,  driving,  or 
riding  public  transportation,  the  sense  of  vision  plays  a  vital 
role.     Participation  in  leisure  activity  such  as  gardening, 
home  workshops  or  hobby  centers  demands  good  functional  vision 
to  increase  one's  comfort  and  reduce  the  possibility  of  acci- 
dents and  injuries.     Good  vision,  then ,  can  be  accurately 
identified  as  one  of  the  most  important  health  needs  and  one 
which  is  essential  for  a  happy,  well-adjusted  and  useful  life. 

There  are  more  than  19 -mi  11  ion  persons  65  years  of  age 
and  over  in  our  population,  and  each  is  an  individual  person- 
ality.    If  these  individuals  were  concentrated  geographically, 
they  would  completely  replace  the  present  population  of  our  20 
smallest.  States.     Before  today  is  over,   this  age  group  will 
have  shown  a  net  increase  of  820  individuals.     This  amounts  to 
a  net  annual  increase  of  some  300,000  persons  65  years  or  over. 

The  need  for  professional  care  to  alleviate  deficiencies  of 
visual  functions  encompasses  nearly  100S  of  the  population  past 
60  years  of  age.     The  National  Center  for  Health  Statics  recently 
released  several  studies  on  changes  in  visual  acuity,  clearly  show- 
ing the  almost  universal  affliction  of  visual  problems  in  the  pop- 
ulation group  over  the  age  of  65  and  that  adequate  professional 
care  and  management  could  result  in  restoration  of  near-normal 
levels  of  vision  among  an  overwhelming  majority  of  persons  so  afflic- 
ted.   (See  attachment  A).     Another  study  conducted  by  the  National 
Institute  of  Neurological  Diseases  and  Blindness  showed  essen- 
tially the  same  results.      (See  attachment  B) .     These  statistics 
show  that  only  19.81  of  the  65-and-older  age  group  received 
vision  care  in  any  one  year.     By  anyone's  standard,  the  frequency 
of  examination  indicated  is  far  below  the  recommended  minimum 
level  of  care.     It  is  obvious  that  a  substantial  number  of  older 
persons  are  not  receiving  any  form  of  vision  care.     Economic  lim- 
itations and  the  fact  that  visual  problems  seldom  create  pain 
often  combine  to  cause  serious  delay  until   some  indeterminate 
future  time  when  the  Social   Security  beneficiary  feels  he  "can 
better  afford"  such  services.     The  vision  needs  of  far  too  many 
of  these  recipients  simply  remain  uncarcd  for;     their  vision 
impairments  remain  uncorrected.     This  creates  considerable  risk 
to  their  individual  well-being  as  well  as  the  health  and  safety 
of  other  members  of  our  society  with  whom  they  come  into  contact. 
With  proper  professional  vision  care,  utilizing  currently  avail- 
able optometric  resources,  this  segment  of  the  population  can 
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overcome  the  psychological   limitations  imposed  by  declining 
physical  capacities  and  the  growing  inability  of  the  body  to 
adjust  to  the 'demands  which 'the  environment  continues  to  make 
upon  it. 

Demand  of  the  Elderly  For  Vision  Care  Services 

Vision  care  should  have  the  highest  priority  for  addition 
to  existing  benefits  under  Medicare.     After  the  cutback  in 
California's  Mcdi-Cal  was  made  during  the  period  of  September- 
November  3  967,  studies  were  undertaken  to  determine  priorities 
for  restoration  of  services  which  had  been  curtailed.  The 
studies  were  made  by  County  welfare  boards  and  the  Health  Pro- 
gram and  Review  Council  of  MediCal.     Studies  were  conducted  on 
all  services    cut  back,     which    are  the  same  services  not  currently 
covered  by  Title  XVIII.     The  studies  revealed  highest  priority 
was  placed  upon  emergency  dental  services.     The  second  highest 
priority  was  for  vision  services. 

A  New  York  City  community  ad  hoc  inter-disciplinary  Com- 
mittee for  Study  of  the  Aged  appointed  by  the  Mayor  of  New  York 
in  1958  studied  social  and  professional  needs  of  a  large  but 
restricted  group  of  senior  citizens  residing  in  the  Vladcck 
Housing  Project,  a  large  low- income  development  on  Manhattan's 
lower  Hast  Side.     Racial,  religious,  and  cultural  "mix"  of  the 
area  made  it  an  ideal   setting  for  such  a  study,  as  did  the  high 
concentration  of  older  citizens  in  the  area.     The  Committee 
found  that  dental  care  was  fourth  and  vision  care  fifth  among 
the  major  unmet  needs  of  the  elderly.     The  first  three  major 
unmet  needs  related  to  housing,  homcmaker  services  and  nutrition. 
General  medical  care  ranked  ninth. 

The  Health  Profession  of  Optometry 

Optometry  existed  in  America  for  half  a  century  before  its 
practitioners  were  formally  licensed  and  regulated  by  the  first 
optometric  law  of  Minnesota  in  1901.     Each  State  thereafter 
enacted  similar  laws  for  protection  of  the  public,  the  last 
being  that  of  the  District  of  Columbia  passed  by  the  Congress 
in  1924.     The  profession  of  optometry  is  legally  defined  in 
each  of  these  jurisdictions. 

The  Federal  government,  in  its  Health  Resources  Statistics 
book,  defines  optometry  as  follows: 
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"Optometry  is  the  profession  specifically 
licensed  in  all  States  to  care  for  human 
vision.     A  Doctor  of  Optometry  is  educated 
and  trained  to  examine  the  eyes  and  related 
structures  to  determine  the  presence  of 
vision  problems,  eye  diseases,  or  other 
abnormalities .     He  prescribes  and  adapts 
lenses,  or  other  optical  aids,  and  utilizes 
vision  training  to  preserve,  restore,  and 
enhance  vision  efficiency." 

Optometry,  firmly  rooted  in  the  sciences  of  physics,  optics 
and  psychology  as  well  as  the  health  sciences,   is  based  on  the 
concept  of  function.nl  vision.     This  means  that  an  optometrist 
considers  the  entire  visual  process  in  his  examination,  includ- 
ing physical,  physiological,  psychological   and  pathological 
components.     The  optometrist's  objective  is  to  enable  the  patient 
to  sec  clearly,  comfortably  and  efficiently  for  each  specific 
visual   task  regardless  of  the  distance  or  environment.     He  con- 
cerns himself  with  visual  development  in  the  growing  child, 
developmental  changes  throughout  life,  and  the  prevention  or 
correction  of  visual  problems. 

The  level  and  scope  of  optometric  practice  is  sufficiently 
broad  to  permit  rendering  a  significantly  needed  variety  of 
services.     With  the  onset  of  presbyopia,  optometric  care  and 
management  of  vision  becomes  a  continuum.     Each  examination 
consists  of  an  in-depth  study  of  a  multitude  of  visual  factors 
and  includes  as  a  minimum:     a  thorough  case  study  to  document 
current  status  of  the  patient's  general  health  and  prior  history 
of  general  care  and  vision  care;     assessment  of  visual  acuity 
levels  far  and  near,  monocular'ly  and  bi onocul ar 1 y ,  with  and 
without  glasses;     a  clear  cut  statement  of  a  patient's  visual 
problems  stated  in  the  patient's  own  words;     a  thorough  examin- 
ation of  the  exterior  of  the  eye  and  adnexa,  searching  for 
signs  of  pathology;     a  painstaking  search  of  the  interior  of 
the  eye  with  an  ophthalmoscope  for  internal  signs  of  disease 
and  abnormalities  which  may  arise  from  specific  eye  conditions 
or  systemic  causes;     a  complete  visual  analysis  which  includes 
as  an  essential,  but  small  part,  the  "refraction"  and  also  a 
battery  of  some  20  other  measures  of  far  and  near  vision  ranges; 
supplementary  tests  such  as  electronic  tonometry  to  evaluate 
eye  pressure  and  visual  fields  to  investigate  the  presence  of 
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blind  areas  or  abnormalities  in  the  visual  field;     a  pooling  of 
all    facts  elicited  during  the  examination  and  the  due  exercise 
of  professional  judgment  prescribing  for  the  unique  needs  of 
the  individual  patient;     measuring,  ordering,  verifying,  and 
adapting  the  fabricated  ophthalmic  eye  wear  to  the  patient's 
individual  anatomical  features  with  adequate  instruction  as  to 
the  use  of  the  glasses,  expected  effects  on  performance,  and 
benefits  to  be  expected  from  wearing  the  prescription;  follow 
up  care  at  regular  intervals  to  maintain  the  maximum  level  of 
clear,  comfortable,  efficient  vision  commensurate  with  the 
patient's  capacity  and  follow  up  services  for  other  visual  aids 
and  therapy  sue!)  as  contact  lenses,   subnormal  visual   aids  and 
visual   training  where  indicated. 

Educational  training  of  optometrists  has  been  in  a  state  of 
constant  review,  reeva lua t ion ,  upgrading  and  change  in  order  to 
keep  pace  with  the  onward  rush  of  technology  and  research  within 
the  fields  of  health  sciences,  psychology,   and  social  need.  The 
constant  search  for  newer  and  better  ways  of  detecting  and  solving 
problems  of  human  vision  represents  a  bold  and  ever-present  chal- 
lenge to  our  schools  and  colleges  of  optometry,  our  researchers 
and  practitioners. 

The  ten  schools  and  colleges  of  optometry  in  the  United 
States  require  a  minimum  of  six  years  of  training  at  the  college 
level,    (four  years  of  optometry  curriculum  after  two  years  of 
pre  -  optometry)  .     Over  5  0?.  of  current  matriculants  into  profes- 
sional  schools  and  colleges  of  optometry  enter  with  a  baccalaureate 
degree.     Upon  graduation,  college  level   training  of  the  optometrist 
being  examined  for  State  licensure  will  more  often  than  not  total 
eight  years. 

The  Council  on  Optomctric  Education  is  the  accrediting  agency 
for  schools  and  colleges  of  optometry.     This  Council    is,   in  turn, 
recognized  by  the  National   Commission  on  Accrediting  which  also 
recognizes  appropriate  accrediting  agencies  for  curricula  in 
dentistry,  medicine,   osteopathy  and  podiatry. 

There  are  over  17,000  optometrists  practicing  in  the  United 
States   today,  placing  optometry  third  in  size  among,  licensed 
independent  health  professions.     Distribution  of  the  nation's 
practitioners  in  over  5,000  cities,   towns  and  communities  demon- 
strates that   the  profession  of  optometry  offers  the  greatest 
delivery  system  available  in  the  vision  care  field.  Optometrists, 
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many  of  whom  arc  located  in  over  2,S00  cities  and  towns  where 

they  arc  the  only  providers  of  professional  vision  care,  render 

abour  70%  of  all  vision  care  services  sought  by  the  people  of 

this  nation,  Mor2  than  92-million  persons  regularly  utilize 

some  form  of  optometric  care.  Without  optometric  services,  the 
elderly  patient  would  in  many  cases  be  required  to  travel  great 

distances  to  obtain  vision  care  services. 

Congressional  recognition  of  optometry  as  a  responsible 
independent  health  care  profession  has  boon  demonstrated  in 
several   areas,   i.e.:  Titles   II,  V,  X,  XVJ   and  XIX  of  the  Social 
Security  Act;   the  Vocational   Rehabilitation  Amendments  of  1968; 
the  Selective  Service  Act;   the  Health  Professions  Educational 
Assistance  Act;   the  Allied  Health  Professions  Personnel  Train- 
ing Act;  and  the  Group  Practice  facilities  section  of  the  Federal 
Housing  Act.     Executive  Agencies  of  the  Federal  government  have 
recognized  optometry's  competence  in  many  ways,  too.  There 
are  presently  some  COO  optometrists  serving  as  commissioned 
officers  practicing  their  profession  in  the  Armed  Forces  and 
the  U.S.   Public  Health  Service,   and  a  number  of  optometrists 
are  engaged  as  consultants  or  advisors  to  government  agencies. 

Optometry ' s  Po s i  t  i  o n 

The  American  Optometric  Association,  representing  the  health 
profession  of  optometry,   strongly  urges  and  recommends  expansion 
of  heal tli  services  under  Medicare  to  include  comprehensive  vision 
care.     To  make  this  type  of  service  available  and  practical  re- 
quires provision  for  comprehensive  optometric  services  within 
the  framework  of  present  Part  B  of  Title  XV11I. 

The  American  Optometric  Association  contends  that  uncorrected 
vision  problems  constitute  one  of  the  highest,   if  not  the  highest, 
priority  to  meet  the  unfulfilled  health  care  needs  of  Medicare 
recipients.     The  full   range  of  services  of  optometrists  as  the 
major  providers  of  vision  care  will  measurably    assist  in  meeting 
this  need.     Availability  of  optometric  services  under  Medicare 
would  guarantee  to  all   our  senior  citizens  equal  access  to  the 
same  type  of  care  being  provided  by  most  States  under  the  Medical 
Assistance    (Title  XIX  )   programs.     People  not  only  need  this  com- 
prehensive care,  but  they  desperately  seek  it.     The  need  and 
desire  for  vision  care  services   is  clearly  indicated  by  the  fact 
that,  even  though   inclusion  of  eye  care  under  Medicaid  is  not  man- 
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datory  until  3  975,  the  great  majority  of  Stales  included  it  in 
their  original  Medicaid  programs. 

The  optometrist     is,  typically,  the  first  health  care  prac- 
titioner who  lias  the  opportunity  to  detect  ocular  disorders  and 
systemic  diseases  observable  by  examination  of  the  eye.     By  pro- 
viding such  a  large  share  of  all  vision  examinations  in  the 
nation,  optometrists  truly  constitute  the  first   line  of  defense 
against  blindness.     Optometrists  are  essential   to  the  early  det- 
ection and  referral  for  diagnosis  and  treatment  of  many  condition 
which  may  ultimately  contribute  to  the  onset  of  blindness.  Optom- 
etrists are  well  trained  in  the  detection  and  surveillance  of 
such  conditions. 

The  optometrist's  role  is  both  preventive  and  therapeutic, 
for  he  routinely  undertakes  the  methodical  assessment  of  his 
patient's  need  for  medical  attention  even  though  this  need  is 
not  the  patient's  primary  purpose  in  seeking  vision  care. 

Complete  visual  analysis,   including  pathology  detection 
procedures,  need  to  be  available  to  the  elderly  on  a  regular 
basis.     The  analysis  should  include  examination  of  the  physical, 
physiological  and  neurological   integrity  of  the  eyes  by  such 
techniques  as  visual   field  measurements,  tonometry,  biomicro- 
scopy, and  ophthalmoscopy  as  well  as  measurements  of  visual 
acuity,  refractive  errors,  and  fusion  ranges  by  phoromctry. 
Contact  lenses  should  be  made  available  where  appropriate,  to 
any  aphakic  patient,   including  but  not  limited  to  the  immediate 
post- surgical   (cataract  removal)  case.     Proper  follow-up  care 
must  also  be  included  to  assure  safe  and  comfortable  adaptation 
to  the  use  of  the  contact  lens  or  lenses. 

Professional  Responsibility  of  Optometrists 

The  exercise  of  professional,  fiscal  and  social  respon- 
sibility through  the  process  of  "peer  group"  judgment  is  a 
most  important  concept  in  the  provision  of  health  care  services 
under  Medicare.     By  exercising  this  type  of  control,  the  quality 
of  care  and  the  utilization  of  vision  care  services  can  be  care- 
fully monitored  and  regulated.     Establishment  of  priorities  of 
care  within  a  given  service  area  is  best  done  by  a  responsible 
peer  group,  fiscally  as  well  as  professionally.     Costs  arc 
related  to  the  restraints  applied  to  the  provision  of  service. 
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Such  restraints  include  scope  of  services,  administrative 
authorization  procedures,  peer  group  control  and  reviews,  con- 
sultants, eligibility  rules  for  providers  and  recipients,  and 
related  factors.     Active  and  concerned  participation  of  each 
of  the  members  of  the  profession  is  a  key  clement  in  the  assur- 
ance of  quality  services,  control  of  utilization  and  fiscal 
responsibility  in  the  provision  of  vision  care  services. 

In  present  Title  XIX  programs,  optomctric  involvement  has 
more  than  fulfilled  expectations.     Projected  utilization  to 
date  has  been  realistic.     Over-utilization  has  not  been  a  prob- 
lem.    The  profession,  through  its  State  Optomctric  Associations 
affiliated  with  the  American  Optomctric  Association,  has  vol- 
untarily established  review  committees  which  serve  to  help  the 
programs  run  more  effectively  and  economically.     As  a  consequence, 
fees  for  optomctric  services  have  not  increased  disproportionately. 

Recommendations 

To  provide  the  authorization  necessary  for  inclusion  of 
comprehensive  professional  vision  care  services  under  Part 
Title  XVIII  of  the  Social  Security  Act,  amendments  should  be 
adopted  which  would  state  the  beneficiary's  entitlement  to  have 
payments  made  to  him  or  on  his  behalf  for  such  services.  A 
definition  of  "comprehensive  vision  care  services"  should  be 
clearly  spelled  out  to  include  the  examination  of  the  eyes,  the 
prescribing  for,  the  fitting  and  dispensing  of  eyeglasses  and 
other  aids  to  vision  whether  performed  or  provided  by  an  optom- 
etrist or  a  physician  certified  as  skilled  in  diseases  of  the 
eye,  whichever  the  patient  chooses. 

The  term  "optometrist"  should  be  spelled  out  to  make  it 
clear  that  services  are  to  be  provided  by  those  licensed  to 
practice  the  profession  of  optometry  in  and  by  the  State  where 
the  vision  services  are  provided  to  Medicare  beneficiaries.  To 
assure  representation  of  vision  care  as  a  basic  clement  in  care 
of  the  elderly,  an  amendment  is  needed  to  require  inclusion  of 
an  optometrist  on  the  Utilization  Review  Committee  of  any  insti- 
tution, hospital,  or  other  facility  where  vision  care  is  provided. 
Technical  amendments  would  be  necessary  to  remove  present  re- 
strictions against  providing  eyeglasses  or  procedures  performed 
to  determine  the  refractive  state  of  the  eyes. 
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Summary 

Optometry  stands  ready  to  do  its  share  and  more  in 
providing  the  manpower  required  for  rendering  proper  vision 
care  to  the  elderly  segment  of  the  American  population.  For 
the  health,  welfare  and  safety  of  the  nation  it  is  vital  that 
optometric  services  be  made  readily  available  through  the 
Medicare  system. 

Optometry,  like  the  other  health  care  professions,  des- 
ires to  make  available  to  the  public  the  greatest  possible 
benefits  its  services  can  render.     The  experience  of  optom- 
etry's co-equal  health  care  professions  has  taught   that  such 
a  high  goal  is  not  feasible  solely  through  private  means.  The 
inclusion  of  optometry's  services  under  the  supplementary 
medical  insurance  program  (Part  B  of  Title  XVIII  of  the  Social 
Security  Act)  would  help  immeasurably  in  attaining  this  goal 
of  maximum  vision  care  for  all. 

The  American  Optometric  Association  supports  the  inclusion 
of  comprehensive  professional  vision  care  services  under 
Medicare,  to  the  end  that  our  citizens  over  65  years  of  age 
may  enjoy  a  productive,  satisfying  life  with  maximum  comfort, 
safety  and  well-being. 
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in  basic  science  departments  of  medical  schools. 
Almost  M  percent  is  carried  out  in  university  de- 
partments oilier  than  medical  schools;  these  include 
psychology,  /oology,  biology,  biophysics,  chemistry, 
and  physics.  Four  percent  is  carried  out  in  optometry 
schools.  The  remainder  (private  foundations,  hos- 
pitals, government  and  private  institutes)  carry  out 
only  4  percent. 

APPENDIX  B* 

What  percentage  of  the  normal  population  wears 
glasses?  We  have  had  the  opportunity  to  obtain  an 
estimate  at  different  age  levels  in  Tccumseh,  Mich., 
a  community  of  about  9,500  people.  The  data  which 
follow  have  been  made  available  from  the  Tccunisch 
Community  Health  Study  (Thomas  Francis,  Jr., 
Director),  which  is  a  part  of  the  Cardiovascular  Re- 
search Center  of  the  University  of  Michigan  (/).  In 
1959-60,  S.G'll  persons — SS  percent  of  the  total  popu- 

•Prcparcd  in  collaboration  witli  Mr.  James  F..  Hoy,  Univer- 
sity of  Michigan,  Department  of  Ophthalmology, 


lation— were  examined  by  qualified  physicians  from 
the  teaching  stall  of  the  University  of  Michigan 
Medical  School.  Statistics  of  the  percentage  of  tin's 
population  wealing  glasses  at  various  ages  arc  illus- 
trated in  figure  1.  Not  unexpectedly,  from  ages  45 
(women)  and  55  (men)  more  than  93  percent  are 
wearing  glasses.  There  seems  to  be  a  surprising  sex 
dilfcrcnce,  women  showing  a  higher  percentage  at 
all  asjes.  It  will  be  seen  below  that  tin's  sex  difference 
is  due  almost  entirely  to  sex  differences  in  the  preva- 
lence of  myopia.  In  the  post-puberty  women,  the 
frequency  never  falls  below  50  percent  at  any  age 
group.  (It  probably  has  never  occurred  to  anyone 
that  the  population  explosion  would  diminish  to 
a  frizzle  if  men  only  made  passes  at  women  who 
never  wear  glasses.) 

The  ages  at  which  the  adult  groups  started  wear- 
ing glasses  are  illustrated  in  figure  2  (hypcropes)  and 
figure  3  (myopes).  The  former  curve  is  bimodal,  the 
latter  unimodal.  The  age  at  the  time  of  examination 
is  also  plotted  on  these  graphs  in  thin  lines,  the  scale 
double  thai  given  in  the  figure.  Not  surprisingly, 
female  myopes  start  wearing  glasses  earlier  than 
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Figure  3.— The  graphs  arc  exactly  the  same  as  those  in  fig- 
ure 2,  only  for  myopes.  Note,  there  are  almost  twite  as  many 
fcinaUs  as  males  in  this  sample. 


male  myopes.  Hy  age  SO,  the  number  of  myopes  who 
start  wearing  classes  is  very  .small,  Ouitc  the  oi>  •>- 
site  for  hyperopes,  obviously.  Almost  twice  as  many 
females  are.  myopes  percent  of  the  population) 
as  are  males  (G.S  percent).  Since  there  is  evidence 
for  similar  "sex  differences  among  primates  other 
than  man  where  psychological  and  sociological  far- 
tors  arc  different  but  biological  factors  less  so,  this 
suggests  an  endocrine  relation  which  might  bear 
further  investigation.  Table  I  shows  this  sex  differ- 
ence in  the  Tccumsch  project  and  shows  that  it  is 
valid  for  myopia  but  not  for  the  other  varieties  of 
refractive  anomalies.  / 

Only  about  2.3  percent  of  the  cases  of  blindness 
in  the  19(m  report  of  the  model  reporting  area  (.?) 
were  alt  libit  led  lo  myopia.  In  Tccumsch,  <).']  percent 
of  the  population  were  listed  as  "probable"  myopes 
and  an  additional  (i.i)  percent  as  "suspect."  Assuming 
2  percent  of  the  population  is  blind,  then  only  0.'> 
to  0.5  percent  of  all  myopes  ever  go  on  to  blindness 
as  a  result  of  their  myopia.  Clearly,  research  on  myo- 
pia, which  might  ultimately  lead  to  a  prevention  or 
cure,  will  still  not  make  appreciable  inroads  on  pre- 
vention of  blindness,  but  it  would  make  life  some- 
what easier  for  a  large  part  of  the  population  who 
are  forced  to  wear  .spec  tacle  and/or  contact  lenses. 
Refractive  errors  may  be  afflictions  which  impose 
only  relatively  minor  inconvenience  on  the  majority 
of  those  affected,  but  there  can  be  little  doubt— as 
figure  1  clearly  emphasizes-  that  there  arc  few  other 
diseases  which  a  flee  l  such  a  large  percentage  of  the 
population.  P<y  way  of  contrast,  for  example,  only 
1.8  percent,  of  the  population  of  Tccumsch  had 
"probable,"  and  1.3  percent  "suspect,"  strabismus. 
For  blindness,  the  two  figures  arc  1.7  and  0.9  per- 
cent, respectively,  in  reasonable  agreement  with  na- 
tional figures  (table  I). 
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APPENDIX  B  continued 

Statement  by  the  National  Association 
of  Naturopathic  Physicians  submitted 
to  the  Public  Health  Service,  October, 
1968. 

Nil  Luropfi  thy 1  s  su rvcy  of  the  hoa  1  tii  care  s :i  t  ua  I  ion 
in  the  United  States  leads  to  the  assumption  of  an  imminent 
and  probably  progressive  shortage  of  professional  healing 
arts  manpower,  with  a  corresponding  decrease  in  the  amount 
and  calibre  of  service  provided  to  the  elderly  recipients  of 
Supplementary  Medical  Insurance. 

This  concern  is  obviously  shared  by  others.  A 
news  report,  carried  in  the  AMA  news  of  September  30,  1963, 
page  7,  states  that.  Governor  lloff  of  Vernon*   has  proposed  to 
the  American  Hospital  Association  a  plan  to  establish  a  para- 
medical force  to  improve  patient  care  and  case  the  manpower 
shortage  in  the  medical  field.     Governor  Hoff  stressed  that 
rigid  safeguards,  designed  to  protect    patient   and  public,  are 
essentia]   adjuncts  to  sound  medical  practice,  bul  ,  lie  said, 
they  too  often  become  obstacles  Confronting  meani ngful  medical 
practice.     He  gave  examples  of  the  differences  in  services 
which  R.N.'s,  L.F.N. 1 s ,  and  laboratory  tochvii clans  can  perform, 
"fn  many  instances",  Governor  Hoff  continued,  "we  arc    facing  an 
overconsumption  of  certain  types  of  medical  services  and  a 
corresponding  void  in  filling  other,  often  more  primary, 
demands . 

"It  is  our  responsibility  to  balance  the  level  of 
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professional  expertise  on  the  one  hand  and  patient  needs  on 
the  other. 

"New  techniques  in  the  delivery  of  service's  would 
make  more  innovative  use  of  available  personnel  and  bring 
new  (disciplines  and  energies  into  the  health  care  profession". 

The  N.  A.  N.  P.  believes  that  in  order  to  avoid  the 
consequences  of  a  serious  shortage  of  skilled  manpower  in 
the  health  care  field,  and  "to  balance  the  level  of  profes- 
sional expertise  on  the  one  hand  with  patient  needs  on  the 
other",  the  addition  of  a  well-trained  discipline,  such  as 
that  represented  by  the  National  Association  of  Naturopathic 
Physicians,  to  the  Medicare  Program  is  in  the  public  interest. 
The  inclusion  of  naturopathy  in  the  Medicare  Program  will  make 
certain  that  no  facet  of  health  care  desired  by  any  segment 
of  the  American  public  will  be  denied  them  in  programs  spon- 
sored or  paid  for,  wholly  or  in  part,  at  the  federal  level. 

Naturopathic  medicine  exists  because  it  endeavors 
to  strengthen  and  conserve  public  health  through  the  philosophy, 
art,  science,  and  practice  of  naturopathy  (see  definitions  con- 
tained in  OUTLINE  FOR  STUDY,  presented  to  H.  E.  W.  August  15, 
1968).     Since  no  discipline  or  philosophy  of  healing  is 
completely  successful  in  its  treatment  of  disease,  it  is  only 
logical  to  assume  that  the  inclusion  of  all  types  of  practi- 
tioners in  independent  practice  within  the:  Social  Security 


App.  B  —  Naturopathy 


273 


Act  would  be  of  great  help  in  balancing  the  level  of  pro- 
fessional expertise  with  patients'  needs  as  advocated  by 
Governor  Hoff. 

The  N.  A.  N.  P.  is  at  the  present  time  attempting 
to  do  for  naturopathy  what  Abraham  Flexner  did  for  allopathy 
when  he  was  commissioned  by  Andrew  Carnegie  to  study  the 
chaotic  conditions  under  which  various  types  of  medical  school 
were  operating  prior  to  1913.     The  National  Association  is 
working  closely  with  various  State  Licensing  Boards,  The 
National  Board  of  Naturopathic  Examiners,  and  other  state 
regulatory  agencies  in  maintaining  that  high  standard  of 
academic  activity  demanded  of  those  who  desire  to  participate 
in  conserving  the  health  of  the  American  public. 

As  in  all  other  fields  of  healing,  naturopathy  has 
suffered  (by  implication)  from  the  unprof essioual  conduct  of 
various  types  of  schools  which  have  flourished  in  some  of  the 
unlicensed  states;  schools  which  were  operated  solely  for 
profit  and  graduated  students  who  were  not  properly  trained. 
Among  these  wore  various  types  of  individuals  calling  themselv 
"nature-curls ts"  or  "nature  doctors"  who,  because  of  their 
unprofessional  approach  to  treatment,  created  much  confusion 
about  and  criticism  of  bona  fide  naturopathic  medicine.  One 
of  the  major  objectives  of  the  N.  A.  N.  P.  is  the  elimination 
of  this  type  of  practice  by  requesting  that  each  state  enact  a 
standardized  statute  which  all  naturopathic  physicians  must 
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recognize  and  abide  by,  or  that  each  state  which  is  at 
present  unregulated,  recognize  a  certificate  from  the  National 
Board  of  Naturopathic  Examiners  as  a  prerequisite  to  licensure, 
thereby  insuring  the  citizenry  of  adequately  trained  and 
regulated  naturopathic  physicians. 

Since  the  turn  of  the  century,  confusion  over  medic in 
medical  concepts  and  the  healing  arts  has  been  universal .  It 
exists  in  the  minds  of  laymen  in  every  walk  of  life,  in  the 
minds  of  the  legal  profession,  the  courts,  and  among  govern- 
ment officials  on  the  national  as  well  as  the  local   level.  A 
distorted  picture  of  healing  practices  is  also  to  bo  found 
among  members  of  every  branch,   system,  or  method  of  healing'. 

This  confusion,  which  could  almost  be  compared  to 
the  events  leading  up  to  the  Tower  of  Babel,  has  resulted  in  a 
chaotic  condition  within  the  healing  arts  themselves.  Con- 
tinuation of  such  a  distorted  picture  has  not  been  and  is  not 
in  the  best  interest  of  the  public.     It  has  resulted  in  a 
distorted  image  of  the  minor  healing  arts  that  has  permeated 
our  legislative  halls  to  the  extent  that   certain  federal 
agencies  have  been  enticed  to  participate  in  attacks  upon  them. 
This  is,  of  course,  discriminatory  and  should  not  be  permitted 
to  continue. 

There  have  also  been  contributing  confusion  and 
jealousies  lntr;rjvrofesslon.al.ly,  partieul;  i  ly  between  eblro 
praetors  and  naturopaths,  bu £  these  differences  have  been  minor 
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in  comparison  to  the  animus  so  evident  in  allopathic  medicine's 
lack  of  regard  for  naturopathy  or  any  other  system  not  directly 
under  the  aegis  of  allopathy. 

Confusion  has  also  existed  among  orthopedists  regard- 
ing podiatry,  which  has  been  prejudicial  to  the  advancement 
of  pediatric  development. 

The  same  distorted  pic  Lure  may  be  presented  in  the 
case  of  the  optometrist  versus  the  ophthalmologist  and,  as 
in  the  above  mentioned  instances,  the  public  is  always  the 
leser . 

Probably  the  only  two  instances  in  which  animosity, 
jealousy,  and  outright  attack,  interprof essionally ,  do  not 
occur  arc  in  the  corrective  arts     fields  of  dentistry  and 
veterinary  medicine.     This  welcome  exception,  without  a  doubt, 
can  be  attributed  to  the  fact  that  no  one  ban  developed  a 
competetive  or  alternative  system  for  the  care-  of  the  teeth 
or  the  treatment  of  animals. 

That  r.bo  animosity  evidenced  by  certain  groups 
toward  others  is  of  long  standing  is  evidenced  by  the  "Herbalist 
Charter"  of  King  Henry  VIII  which  is  quoted  in  part  on  page  12 
of  the  Outline  on  Naturopathy  submitted  to  the  Department  of 
Health,  Education  and  Welfare,  August  15,  1968. 

Evidence  of  the  current,  tangible  resentment  among 
allopaths  toward  their  fellow  health  care  practitioners  is  sup- 
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plied  by  Dr.  Dwight  Wilbur's  recent  statement  that  tbe  med- 
ical profession  must  beware  because  the  federal  government  is 
considering  placing  chiropractic  under  Medicare  and  Medicaid. 
Dr.  Dwight  Wilbur,  President  of  the  American  Medical  Associa- 
tion, further  stated  in  the  AMA  News  for  October  7,  1968, 
that  "Right  now,  a  committee  appointed  by  the  Department  of 
H.  E.  W.  at  the  direction  of  Congress  is  studying  the  feasi- 
bility of  including  chiropractic  services  under  federal  health 
care  programs  such  as  Medicare  and  Medicaid." 

"The  very  fact  that  such  a  possibility  could,  be 
studied  proves  the  effectiveness  of  the  chiropractic  lobby  in 
Congress."    Dr.  Dwight  Wilbut  wrote  that  if  chiropractic  shoal' 
be  included,  "it  could  only  be  because  the  members  of  Cjongress 
who  vote  to  accept  it  do  not  understand  tbe  true  nature  of 
the  cult  of  chiropractic". 

Statements  such  as  these,  from  a  spokesman  for  an 
organization  which  spent,  millions  lobbying  against  both  Social 
Security  and  Medicare,  sound  strange  indeed. 

Where  naturopathy  has  gained  legal  recognition,  the 
confusion  that  existed  regarding  this  type  of  practice  has 
been  largely  dispelled  and  the  services  of  naturopathic  phy- 
sicians arc  now  accepted  by  State  Industrial  Compensation 
Departments,  Departments  of  Welfare,  Department  of  Higher 
Education,  and  by  many  private  insurance  carriers  under  their 
accident  and  health  coverage  plans. 
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Freedom  of  choice  in  personal  matters  ;is  well  as 
freedom  to  enjoy  the  infill  enable  rights  of  man  were  guaranteed 
to  the  citizens  of  the  United  States  wh:n  our  founding  fathers 
wrote  that,  "We  hold  these  truths  to  be  self-evident,  that 
all  men  are  created  equal,  that  they  are  endowed  by  their 
Creator  with  certain  inalienable  rights,  that  among  these  are 
Life,  Liberty  and  the  Pursuit  of  Happiness." 

The  fact  that  other  disciplines  of  healing  exist  at 
the  present  time  speaks  eloquently  for  the  discernment,  of  the 
citizens  of  the  United  States  who,  because  of  the  inadequacies, 
failures,  or  short  comings  of  one  health-care  group,  exercise 
thcir  right  of  choice  and  turn  to  other  groups  or  disciplines 
for  succor  and  assistance  in  times  of  ill  health. 

One  of  the  delegates  to  the  Continental  Congress, 
Dr.  Benjamin  Rush  of  Philadelphia,  prior  to  the  signing  of  the 
Constitution  of  the  United  States,  counselled  that  medical  freedom 
was  as  important  as  religious  freedom.     He  said,  "to  restrict 
the  art  of  healing  to  one  class  of  men  and  deny  equal  privileges 
to  others  will  constitute  the  Bastille  of  Medical  Science". 

Economically,  the  addition  of  naturopathy  to  the 
Social  Security  Act  would  entail  little  or  no  increase  in  cost 
to  patients  or  to  the  Social  Security  Administration,  since 
those  who  are  now  being  taken  care  of  by  allopathic  practitioners 
via  Medicare,  but  who  desire  other  types  of  treatment,  would  be 
able  to  exercise  their  right  to  obtain  help  from  the  doctor  of 
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their  choice.     This  certainly  is  in  keeping  with  those  prin- 
ciples of  democracy  outlined  in  our  constitution.  Many 
patients,  65  and  over,  who  are  eligible  for  Medicare  are  now 
being  cared  for  by  naturopathic  physicians,  either  without 
compensation  to  the  physician  or  on  a  reduced  fee  basis.  This 
is  being  done  because  the  patient  prefers  treatment  other  than 
that  provided  by  allopathic  medicine  but,  because  of  limita- 
tions placed  upon  his  income,  is  not  financially  able  to  pay 
for  the  services  of  independent  practitioners. 

Victor  R.  Fuchs ,  Ph.D.,  Associate  Director  of 
Research,  National  Bureau  of  Economic  Research,  in  his  remarks 
to  the  NATIONAL  CONFERENCE  ON  MEDICAL  COSTS,  WASHINGTON,  D.C., 
June  27  -  28,  1967,  said,  "it  is  possible  that  many  of  the 
expensive  procedures  that  are  now  part  of  'best  practice' 
techniques  are  really  not  worth  the  money  in  the  sense  that 
their  marginal  contribution  is  small  and  the  s_ame_ .aj]io_Lirit_  of 
rjBS on rc c s  us od_  In  other  ways  would  yie.ld  more  utility  to  the 
consumer. 

"The  common  practice  of  reimbursing  hospitals  on  the 
basis  of  their  costs,  as  under  Medicare  and  many  other  public 
and  private  programs,  appears  to  be  an  open  invitation  to 
inefficiency.    At  best,  the  ability  of  hospital  management  to 
improve  productivity  is  imperfect  because  of  the  independence 
of  the  attending  staff.     Under  present  arrangements,  almost, 
no  one  has  any  incentive  to  be  concerned  with  the  efficiency  of 
thr>  T-»ok rv?  f-.al         ~  wT-»olo" 


App.  B  --  Naturopathy 


279 


Doctor  Fuchs  further  states,  "A  more  valid  crit- 
icism, it  seems  to  rac,  can  be  directed  against:  physicians 
for  their  opposition  to  changes  in  the  methods  of  producing 
and  financing  medical  care.    The  medical  profession,  or  at 
least  a  significant  and  articulate  portion  of  it,  seems  to 
believe  that  there  can  be  rapid  and  far  reaching  technological 
change  without  disturbing  the  traditional  organization  of 
medical  practice.     This  belief  is  irrational.     One  clear 
lesson  from  economic  history  is  that  technological  innovation 
means  organizational  change.     Possibly  the  ntosi   harmful  asj  •<•; 
of  physicians'  market  control  is  the  extremely  narrow  range  of 
options  available  for  someone  seeking  personal  medical  care". 
(Report  of  National  Conference  on  Medical  Costs,  June  27  ~  28, 
1967,  page  25). 

In  keeping  with  the  views  of  Dr.  Fuchs  that  the 
"same  amount  of  resources  used  in  other  ways  would  yield  more 
utility  to  the  consumer",  and  that  the  "most  harmful  aspect 
of  physicians'  market  control  is  the  extremely  narrow  range 
of  options  available  for  someone  seeking  personal  medical  care" 
and  because  of  the  insistent  demand  by  a  large  percentage  of 
elderly  patients  that  they  be  allowed  to  exercise  freedom  of 
choice  regarding  methods  of  treatment,  the  N.  A.  N.  P.  is 
urging  that  "all  types  of  licensed  physicians  practicing  within 
the  scope  of  their  license"  be  included  in  the  Medicare  program 

The  N.  A.  N.  P.  has  been  informed  by  Dr.  Joseph  A. 
Boucher.  Executive  Secretary  of  the  Canadian  National  Associa- 
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tion,  that  Canadian  naturopaths,  the  majority  of  thorn 
receiving  their  professional  education  in  the  United  States, 
were  included  5n  the  Canadian  Medicare  Plan  as  of  July  1, 
1968.    According  to  Dr.  Boucher,  their  organization  has  been 
told  by  administrators  of  the  Plan  that  they  are  well-pleased 
with  the  services  rendered  by  the  naturopathic  physicians  and 
that  the  average  case  handled  by  naturopaths  is  of  much 
shorter  duration  than  similar  cases  handled  by  other  professions 
(copy  of  letter  appended) . 

Since  adequate  care  of  all  the  citizens  of  the  United 
States  is  uppermost  in  the  minds  of  all,  it  is  felt  that  the 
failure  to  include  "all  types  of  practitioners"  in  the 
federal  Medicare  plan  could  be  construed  as  being  discrimi.na- 
tory  not  only  to  the  patient  who  desires  types  of  treatment 
other  than  allopathic,  but  to  those  legally  constituted 
disciplines  such  as  naturopathy  which  have  been  recognized  by 
statute  for  many  years. 

To  deny  naturopathic  physicians  the  right  to  minister 
to  the  health  needs  of  the  elderly  under  Medicare  would,  in 
effect,  be  creating  a  medical  physicians'  control  of  the  market 
place  with  the  help  and  acquiescence  of  the  federal  government. 
In  essence,  such  a  monopoly  would  achieve  precisely  what  Dr. 
Benjamin  Rush  sought  to  prevent,  namely  a  restriction  of  the 
art  of  healing  to  one  class  of  men,  denying  equal  privileges 
to  others,  thus  constituting  the  "Bastille  of  Medical 
Science" . 
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The  Liberty  Collection  Group,  1608  North  Argyle 
Avenue,  Los  Angeles,  California,  in  their  "History  of 
American  Political  Writings",  says  that,  "Since  ancient  times 
tyrants  have  destroyed  freedom  by  denying  men  their  livelihood. 
Families  of  the  Biblical  world  suffered  the  same  tyranny  of 
painful  taxation  that  the  colonies  denounced.     They  also  knew 
the  bitterness  of  living  under  prohibitive  licensing,  which, 
made  it  impossible  to  engage  in  certain  endeavors  unless  one 
was  delegated  b}'  the  prince  or  state.    Ambition  was  held  in 
contempt  or,  when  that  was  not  sufficient,  judged  criminal 
because  c^cell^ipce  was  said  to  be  inborn  and  no l:  achievable 
by  common  men". 

Failure  to  include  the  naturopathic  physician  in 
federal  health  care  plans  would  constitute  prohibitive  licensing 
and  would  create  barriers  which  would  militate  against  utili- 
zation of  the  accredited  resources  offered  the  health  care 
field  by  the  naturopathic  profession. 

The  urgent  and  Immediate  need  of  our  citizens  today 
is  for  a  comprolK;nsivc  program  in  the  health  care  field  for 
increasing  plysic;  1  vigor,  mental  develcpmon t  and  resourceful1  -s 
emotional  stability,  and  the  ha ppin.es s  which  follows  in  the  v 
of  good  health.     Such  a  schedule  can  be  accomplished,  only  by  fair 
and  impartial  vLa  l;i  za t:i  on  of  public,  and  private  funds  as  well 
as  an  equitable  allocation  of  respon.sibilri  ty  in  health  care 
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matters  to  all  the  types  of  ethical  practitioners  who  com- 
promise America's  health  care  field. 

The  National  Association  of  Naturopathic  Physicians, 
being  fully  aware  of  the  rising  costs  of  Medicare,  is  in 
agreement  with  proposals  made  by  the  present  Secretary  of 
the  Department  of  Health,  Education  and  Welfare  that  federal 
fee  schedules  might  have  to  be  imposed  under  the  Medicare 
program  if  the  purveyors  of  health  care  do  not  hold  down 
their  rapidly  rising  charges.     This  type  of  fee  schedule  would 
probably  closely  parallel  that  being  administered  today  by 
various  state  agencies  (under  which  naturopathic  physicians 
now  participate),  so  that  the  agency  itself,  rather  than  the 
doctoi ,  can  control  spiraling  costs.     N.  A.  N.  P.  endorses 
such  a  procedure. 

The  Nt  A.  N.  P.  is  also  cognizant  of  the  fact  that 
in  a  number  of  states  there  are  no  regulatory  statutes  governing 
the  practice  of  naturopathy  and  therefore  the  association  is, 
at  this  time,  requesting  that  all  licensed  practitioners  in 
independent:  practice;  and  acting  within  the  scope  (limitation) 
of  their  license  be  included  in  the  Social  Security  Program. 

The  rational  association's  reeuest  that:  the  profession 
of  naturopathy  be  included  in  the  Supplementary  Medical  Insur- 
ance Program  is  based  upon  the  following: 

1  -  Licensed  naturopathic  physicinils  are  complying 
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with  all  federal,  slate  and  local  regulations. 

2  -  Omission  of  any  licensed  discipline  from  the 
federal  program  is  discriminatory  in  nature. 

3  **  Omission  of  any  licensed  discipline  from  the 
federal  program  aids  and  abets  the  creation  of 
monopoly  in  the  medical  market  place. 

4  -.A  growing  number  of  elderly  citizens  are 
requesting  that  they  be  allowed  a  choice  of 
method  of  treatment. 

5  -  Inclusion  of  naturopathic  physicians  would 
tend  to  relieve  the  nation's  serious  lie  lath 
care  manpower  shortage. 

6  -  Inclusion  would  bring  the  needs  of  the 
patient  more  closely  into  balance  with  profes- 
sional skills  of  all  healing  philosophies. 

7  ~  Inclusion  would  materially  assist  in  relieving 
the  burden  now  placed  on  hospitals  and  health 
care  instil ut  ions . 

8  ~  With  the  exception  of  major  surgery  and 
pharmacology i  naturopathic  studios  closely 
parallel   those  of  the  allopath. 

9  *•  Naturopathic  physicians  are  as  well  qualified 
in  their  field  as  the  allopath  is  in  the  field  of 
medicine . 

10  -  Man.}"  elderly  patients  who  are  now  on  Medicare 
desire  to  return  to  naturopathic  treatment:  because 
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(a)  They  have  obtained  no  relief  and 
seek  it  elsewhere; 

(b)  They  wish  to  try  less  drastic  meth- 
ods of  healing  before  resorting  to  major 
surgery ;  and 

(c)  They  failed  to  establish  rapport  with 
a  medical  consultant  because  "the  doctor 
was  too  busy". 

11  -  Naturopathic  medicine  meets  a  distinct  need  not 
met  by  allopathic,  medicine,  para -medical  groups,  nurses,  or 
phy s ica 1  therapi s t  s . 

12  -  Failure  to  include  naturopathy  in  the  Medicare 
V lan  constitutes  a  serious  encroachment  on  the  elderly  indiv- 
idual's right  to  select  the  doctor  or  the  method  of  health 
care  he  wishes. 


ASSOCIATION  OF  NATUROPATHIC  PHYSICIANS 
C?  BRITISH  COLUMBIA 


Aucust  23,  1963 

Dr.  J.W.  Noblo 
INEotionel  Association  of 
Naturopathic  Physiciam 
1920  North  Kilpatrick 
Portland,  Oregon. 

Dear  Doctor  Noblo: 


1  i  EAST  BROADWAY 

VANCOUVER  10.  B.C. 


In  response  to  your  enquiry  regarding  Can~dicn  Medicare  and  the  Naturopathic 
Physicicns  this  will  explain  the  situation  at  the  present  time,  using  the  Associ- 
ation of  Naturopathic  Fhyuicians  of  British  Columbia  as  criteria  for  ths  Canad- 
ian scene . 


Federal  Medicare  went  into  effoct  July  1,  1968.   Prior  to  this  time  tha  services 
of  this  profession  wero  found  acceptable  to,  end  paid  for  by  : 

1.  B,Ca  £?cvornr.ient  AAsdical  Services. 

2.  B.C.  Government  Employees  Medical  Services. 

3.  Workmen'  Gompenjnticn  Docrd. 

4.  B.C.  Tolephcno  Employees'  Medical  Services. 

5.  Cancdicn  Pacific  Railwey  F^pIoyGcs'  Medical  Services. 

6.  Unden  Life  Insurance  Gxnpbrty. 

7.  Greet  West  Life  Assurcnc©  Cc.iipany. 

8.  Fidelity  Ncelth  &  Accident  Enruranco  Gcmpcny. 

Rather  than  go  into  C3m?o£ificn  with  thece  e  nd  ether  companies  in  tho  Health  end 
Accident  Insurance  businc"3#  1ho  Govc^nnr.cr.t  cqreed  to  subsidize  c«I  the  i ,.3[or 
companies  provided  thoy  all  iv.et  the  standr.rcJs  end  foes  in  vogue  in  the  B.C.  Med- 
ical Plcn.  The  companies  cqreed  to  go  ©Jong  with  this  proposal. 

Since  the  Naturopathic  p;~yfc:iicn  hod  cval! -led  cov&ral  years  previously  under  tha 
$)on:brcb  of  tho  BCM?  i!:ey  fceeemo  pert  cvJ  parcel  cf  tho  nr;v  cntergeJ  Mediocre 
prcgrcm.  This  in  effoct  r..  :":r.j  that  c:J  tho  parent  time  Nc-r>u  op^thic  Meaicino  is 
recognized  end  poid  for  by  all  tho  rr.ajar  ILalrh  cr,d  Accident  Insurance  companies. 

Along  with  the  ebovo  lisred  ocrnpanics  Note,  spathic  services  ore  rccor  ,iizod  by: 

9.  Medical  Services  Association  (!^rge?t  hoalfti  insurance  company  in 
tho  Province). 

10.  Medical  Services  Institute  (j  subsidiary  of  the  e'eovo  end  now 
merged  with  it). 

11.  C  U  &  C  M 3<3 col  Laurence  (The  Credit  Unions  of  tho  Province). 

12.  Provincial  Tcichcrft  Fodcratk**  Mvedlotil  5*rvH:*ft( 
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2. 


13.  Froscr  Valloy  Medical  Sc:viccs 

14.  Automotive  Retailers  AstacioJicn  A/bdical  Services. 

In  closing  I  would  like  to  add  that  wo  havo  been  told  unofficially  that  the  admin- 
istrators of  Medicare  ore  well  pleased  with  the  services  rendered  by  t\v3  Naturo- 
pathic Physicians  since,  actuarially  speaking,  the  avorct£p  case  hcndlcd  by  this 
profession  is  of  much  shorter  duration  then  similar  caccs  handled  by  other  profess- 
ions. And,  they  add,  it  has  boon  their  experience  that  this  proforsicn  has  coop- 
erated fully  in  the  administration  of  the  plcn. 

Trusting  the  above  gives  you  a  cpod  picture  of  rVbdicero  end  tho  Nrifuiopsthic 
profession  in  Canada, 

Sincerely, 
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APPENDIX  B  continued 
Statement  by  the  International  Chiropractors 
Association  submitted  to  the  Public  Health 
Service,  October,  1968. 


In  summary  of  our  request  for  chiropractic  inclusion 
in  Medicare,  we  would  like  to  say  that  because  millions 
of  Americans  are  cared  for  by  doctors  of  chiropractic 
prior  to  retirement  and  reduction  of  income,   it  is  only 
fair  to  them  that  the  federal  government  make  provisions 
for  continuation  of  their  care.     We  must  be  aware  of  the 
financial  burden  placed  on  the  elderly  who  presently 
maintain  health  through  chiropractic  care,  and  who  have 
no  financial  recompense  through  the  Medicare  program. 

The  question  seems  to  focus  on  the  fact  that  whether  it 
be  one  elderly  person  or  one-million  elderly  persons, 
since  these  citizens  are  free  to  select  the  doctor  of 
the.l3:  choice  prior  to  retirement,   then  we  are  restrict- 
ing this  freedom  after  retirement  wheon  we  do  not  make 
this  choice  available  without  financial  restriction. 

Most  certainly,   the  elderly  person  who  is  trying  to  main- 
tain a  home,  health  and  a  reasonable  standard  of  living 
on  a  reduced  income  is  forced  to  make  sacrifices  upon 
retirement.     We  would  remind  the  committee  that  by  includ- 
ing chiropractic  in  Medicare,  we  will  not  be  responsible 
for  forcing  this  person  to  neglect  his  or  her  health. 

And  we  would  remind  the  committee  that  this  is  not  a 
lessening  problem.     With  present  population  trends  and 
the  continued  growth  of  the  chiropractic  profession, 
more  and  more  people  will  be  asking  the  question,  "How 
do  I  continue  under  chiropractic  care  when  my  income 
level  has  been  so  drastically  reduced  and  my  Medicare 
provisions  arc  not  sufficient?" 

We  would  offer  the  following  statements  from  authorities 
in  the  field  of  insurance  administration  as  a  basis  for 
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our  contention  that  chiropractic  care  can  be  included 
in  Medicare  without  an  increase  in  cost  to  the  elderly. 

"It  has  been  determined  in  a  study  of  the  three 
year  period  involved  that  an  average  of  1.265% 
of  the  premium  dollar  has  been  the  actual  claims 
cost  of  inclusion  of  chiropractic  in  our  contract 
with  the  United  States  Government  under  the  Fed- 
eral Employees  Health  Benefits  Act. 

"Actually  I  am  very  happy  that  you  asked  for 
this  study  because  we  have  been  quite  concerned 
relative  to  the  necessity  some  throe  years  ago 
of  putting  restrictions  on  the  total  number  of 
visits  per  year  for  chiropractic  service.  As 
you  know  we  are  firm  believers  that  chiropractic 
is  definable  only  as  adjustments  by  hands  only 
of  the  spinal  column.     You  also  are  aware  of 
the  fact  that  we  experienced  considerable  dif- 
ficulty in  claims  submitted  containing  medical 
diagnosis  and  for  services  that  were  not  de- 
finable in  the  scope  of  chiropractic  as  we 
understand  it  and  accept  it.     I  firmly  believe 
that  a  liberalization  of  our  contract  with  the 
United  States  Government  under  the  Federal  Em- 
ployees Health  Benefits  Act  can  come  about  if 
assurance  is  given  that  the  clement  of  your  pro- 
fession that  has  elected  to  base  its  interpre- 
tations upon  State  Lav;  rather  than  within  the 
true  scope  of  chiropractic  as  we  believe  the 
American  Public  desires  it  can  be  convinced. 
Certainly  if  this  can  be  accomplished  it  should 
allay  many  of  the  difficulties  now  being  exper- 
ienced with  the  uninformed  and  unrealistic 
attitude  of  some  of  the  medical  profession." 

/s/  Charles  L.  Massie 
President 

Government  Employees  Hospital  Association,  Inc. 

"We  understand  that  the  International  Chiro- 
practors Association  is  seeking  recognization 
by  the  Department  of  Health,  Education  and  Wel- 
fare to  treat  Medicare  patients.     We  arc  in 
accord  with  your  efforts.     We  believe  that 
there  is  a  definite  place  for  the  service  of 
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a  chiropractor  in  the  treatment  of  Medicare 
patients,  as  long  as  they  confine  treatment 
to  the  field  that  they  are  licensed. 

"Just  a  word  about  our  Association.    Our  Asso- 
ciation was  organized  as  a  nonprofit  benefit 
Association  under  the  Insurance  Code  of  the 
State  of  Washington  in  1942.     Our  Association 
recognizes  all  state  licensed  practitioners 
as  long  as  they  confine  their  practices  to 
the  field  to  which  they  are  licensed. 

"About  15%  of  our  members  use  the  services  of 
chiropractors  and  believe  that  they  are  receiv- 
ing service  that  is  beyond  the  medical  doctor 
to  treat,   to  which  we  will  agree.     As  to  cost, 
we  find  that  in  the  majority  cases  the  expense 
is  a  savings  to  both  the  carrier  as  well  as 
the  patient.     In  most  cases  the  patients  can 
continue  their  activities  while  under  treat- 
ment and  do  not  have  the  added  expense  of 
buying  drugs. 

"As  stated  above  we  believe  that  the  chiroprac- 
tor has  a  definite  place  in  today's  society  and 
should  be  recognized  by  the  Department  of 
Health,  Education  and  Welfare  to  treat  Medicare 
patients  as;  long  as  they  confine  their  practice 
to  the  f ie3 d  to  which  they  are  licensed. " 

/s/  George  Holt 
Manage** 

Snohomish  County  Beneficial  Association 
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The  Chiropractic  Plan  in  Health  and  Welfare  recommended 
by  International  Chiropractors  Association  is  described 
below: 


"Health  programs  designed  by  labor  and  manage- 
ment should  concern  themselves  with  the  total 
good  health  and  welfare  of  their  members. 

•'Providing  proper  chiropractic  services  and 
care  is  fast  becoming  a  part  of  the  over-all 
program  of  essential  health  services. 

"International  Chiropractors  Association 
introduces  this  Plan  offering  chiropractic 
and  chiropractors  to  care  for  the  needs  of 
labor  and  management  in  health  and  welfare 
plans . 

"In  1895  chiropractic  was  ushered  onto  the 
scene  of  the  healing  professions.     Today,  it 
is  reliably  estimated  that  35  million  Ameri- 
cans a.lone  depend  and  take  advantage  of  chiro- 
practic's unique  contribution  of  spinal  analy- 
sis and  spinal  adjustment  resulting  in  better 
health  through  release  of  pressures  or  inter- 
ferences on  the  nervous  system  due  to  vertebral 
subluxations  and  misalignments. 

"Many  health  plans  include  chiropractic  ser- 
vices.    Some  of  the  plans  participating  in 
the  Federal  Employees  Health  Benefit  Programs 
include  chiropractic  services.     Most  industrial 
accident  plans  administered  by  the  states 
recognize  and  utilize  chiropractic  services. 
In  addition  over  500  insurance  carriers  regu- 
larly pay  claims  for  chiropractic  services 
delivered  to  their  policyholders. 
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"International  Chiropractors  Association 
will  furnish  a  list  of  available,  respon- 
sible chiropractors  for  use  in  health  and 
welfare  contracts  in  the  area  of  need. 

"International  Chiropractors  will  also  fur- 
nish adequate  cost  control  mechanisms  so 
that  maximum  benefit  may  be  obtained  for 
the  dollar  spent. 

."It  is  our  recommendation  that  chiropractic 
services  be  included  in  existing  plans  at 
no  extra  charge  or  additional  payment  by 
union  or  management. 

"We  feel  from  experience  gained  that  the 
addition  of  chiropractic  services  in  health 
plans  will  not  cost  but  will  actually  pay 
by  less  loss  of  time  by  the  worker  and  less 
cost  to  the  employer  by  those  in  need  of 
chiropractic  services. 

"If  desirable,  other  plans  are  available. 
In  some  plans  the  union  welfare  fund  pays 
an  annual  per  capita  charge  entitling  all 
members  to  chiropractic  care  under  the  pro- 
gram.    In  this  type  of  a  plan,  reduced 
charges  for  dependents  of  Union  members  is 
available. 

"We  recommend  that  chiropractic  services 
provided  by  health  and  welfare  contracts 
be  confined  to  the  following  areas: 

1)  Spinal  analysis  through  the  use  of  proper 
analytical  instrumentation.     X-rays,  to 
determine  the  structural  relationship  of 
the  spine . 

2)  Spinal  adjustments  to  release  nerve 
pressures  or  interferences. 

3)  Spinal  instrumentation  to  determine  release 
or  presence  of  subsequent  nerve  interfer- 
ences or  disturbances. 
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4)  Periodic  spinal  check-up  to  maintain  the 
nervous  system  free  of  pressures  or  inter- 
ferences. 

"International  Chiropractors  Association  will 
furnish,  and,   through  review  committee  procedure, 
supervise  an  adequate  fee  schedule  for  quality 
work  and  cost  control. 

"The  following  is  a  fee  schedule  which  is  recom- 
mended: 

Spinal  Adjustments 

for  employees  and  dependents,   Five  Dollars 
($5.00)  per  adjustment  with  a  maximum  limit 
of  One  hundred  fifty  dollars   ($150.00)  for 
adjustments  of  the  same  condition  during  any 
twelve  consecutive  months. 

Spinal  Instrumentation  Including  X-Rays 
for  analytical  purposes  for  employees  and  de- 
pendents not  covered  under  any  Workmen's  Com- 
pensation or  occupational  disease  law  will  be 
paid  under  the  allowances  for  special  charges 
without  requiring  hospital  confinement  when 
authorized  by  a  doctor  of  chiropractic.  The 
maximum  amount  for  an  employee  or  any  dependent 
of  an  employee,  of  such  analytical  procedures 
arising  out  of  the  same  condition  during  any 
twelve  (12)   consecutive  months'  period  will  be 
seventy  dollars  ($70.00). 

"The  cost  may  vary  slightly  in  different  areas 
but  is  basically  sound  from  a  working  procedure. 

"Features  of  the  chiropractic  plan: 

1)  Quality  control  exercised. 

2)  Cost  control  maintained. 

3)  Standards  high. 

4)  World  Wide  Insurance  Review  Committees 
maintained  by  the  International  Chiroprac- 
tors Association  for  review  of  disputed 

or  contested  claims. 
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"Services  excluded  from  all  benefits  under  this 
plan: 


1)  Services  of  the  chiropractor  compensable 
under  Employer  Liability  Laws  or  Workmen's 
Compensa  tion . 

2)  Surgery,   in  any  form  or  degree,  when  per- 
.  formed  by  a  chiropractor. 

3)  Physiotherapy,  electrotherapy  or  hydro- 
therapy when  performed  by  a  chiropractor. 

4)  Vitamin  therapy  prescribed  by  a  chiropractor. 

5)  Administration  of  drugs  in  any  manner  when 
prescribed  by  a  chiropractor. 

"Though  the  youngest  in  terms  of  years  of  the 
four  major  health  professions  classified  by  the 
Bureau  of  Budget,  Washington,   D.  C,  chiropractic 
has  adequately  proven  its  worth  in  the  restora- 
tion and  maintenance  of  health.  Thirty-five 
million  Americans  attest  to  this  fact. 

"Due  to  demand  for  adequate  cost  control,  the 
finest  quality  of  service,  and  proper  confined 
scope  of  practice,   this  chiropractic  plan  is 
offered  in  the  interest  of  better  health  for 
those  insured  in  health  and  welfare  plans." 

The  chiropractic  profession  has  evinced  some  difficulty 
with  insurance  carriers;  however,   this  difficulty  is 
always  traced  back  to  a  similar  source;   the  failure  of 
the  insurance  company  at  the  initiation  of  inclusion 
to  restrict  and  confine  chiropractic  claims  to  spinal 
analysis,  x-ray  analysis  and  spinal  adjusting. 
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"As  the  time  approaches  for  changes  to  be  cleared 
through  the  U.  S.  Civil  Service  Commission  for 
the  new  contract  year  of  1967,   I  feel  the  follow- 
ing information  would  be  of  value  to  you  for  con- 
sideration. 

"Our  placing  a  limitation  on  the  number  of  ad- 
justments  (30  per  year)  has  drastically  reduced 
the  incident  of  abuse  that  we  were  confronted 
with  prior  to  this  stipulation.     However,  we  are 
still  confronted  by  medical  and  physiotherapy 
claims  submitted  by  chiropractors. 

"It  seems  strange  to  me  as  a  plan  administrator 
that  many  chiropractors  cannot  and  do  not  confine 
their  activities  to  their  special  area  of  practice, 
namely  spinal  analysis  and  spinal  adjustments. 
Why  must  they  engage  in  the  practice  of  diagnosis, 
medical  treatments,  medical  practices,   and  the 
work  of  the  physiotherapist.     We  are  already  pay- 
ing for  these  services  under  the  medical  provi- 
sions of  our  program.     Chiropractors  have  a  sep- 
arate service  to  render  to  be  recognized  as  a 
separate  profession,   and  only  through  such  do 
they  warrant  inclusion. 

"To  this  date  we  have  never  had  a  claim  submitted 
by  a  medical  doctor  or  physiotherapist  for  spinal 
adjusting.     Why  is  it  that  some  members  of  your 
profession  feel  that  they  must  indulge  in  other 
professional  practices  when  they  do  have  a  real 
specific  service  to  render  in  their  own  field. 
Is  it  possible  they  have  little  or  no  faith  in 
chiropractic;  our  experience  has  shown  a  real 
service  rendered  by  your  profession  in  spinal 
analysis  and  spinal  adjusting,  and  only  in  this 
do  we  have  faith  in  chiropractic. 

"If  our  actuarial  experience  proves  favorable 
as  it  appears  at  present,  we  may  be  able  even- 
tually to  remove  the  restriction  of  30  adjust- 
ments per  year  for  chiropractic  services.  How- 
ever,  if  chiropractors  continue  to  present  medi- 
cal claims,   diagnostic  claims,  physiotherapy 
claims  and  claims  we  know  are  outside  the  chiro- 
practic field  of  practice,   serious  consideration 
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must  be  given  to  withdrawing  chiropractic  bene- 
fits from  our  Plan.     We  sincerely  hope  that  this 
will  not  become  necessary. 

"The  valuable  service  of  your  organization  in  pro- 
viding a  claim  review  procedure  and  advising  as  to 
the  proper  scope  of  practice  of  chiropractic  has 
been  most  helpful.     For  this  we  are  deeply  appre- 
ciative.    If  all  chiropractors  practiced  within 
this  scope  we  would  have  very  few  problems  and  it 
would  most  certainly  hasten  the  day  when  all  health 
benefits  contracts  would  include  chiropractic,  this 
giving  the  American  public  the  right  of  selecting 
the  form  of  healing  arts  most  beneficial  to  their 
health. " 

/s/  Charles  L.  Massie 
President 

Government  Employees  Hospital  Association,  Inc. 

International  Chiropractors  Association  requests  that 
Medicare  provisions  be  confined  to  a  reasonable  scope  of 
practice.     Following,  as  an  example,   is  the  present  fee 
schedule  of  the  United  Rubber,   Cork,   Linoleum  and  Plastic 
Workers  of  America   (AFL-CIO)   for  its  membership  and  depen- 
dents . 

Maximum  chiropractic  service  in  any  one  calendar  year, 
for  each  individual: 

1.  Spinal  x-rays  and  spinal  analytical  instrumentation, 
$75.00. 

2.  Spinal  adjustments  to  correct  subluxations  and  mis- 
alignments, $250.00. 

3.  Sixty  per  cent  (60%)  of  above  fees  for  members  of 
the  employee's  immediate  family. 

Note:     Chiropractic  services  are  confined  to  the  instru- 
mentation needed  to  arrive  at  a  proper  spinal 
analysis  and  the  care  necessary  to  release  nerve 
pressures  caused  by  spinal  subluxations  and  mis- 
alignments. 
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Presently,   International  Chiropractors  Association  is 
cooperating  with  the  Health  Insurance  Council  of  America. 

The  Association  has  established  regional  claims  offices 
and  representatives  throughout  the  United  States  in 
order  to  assist  in  the  adjudication  of  claims. 

The  doctor  of  chiropractic  offers  a  separate  and  dis- 
tinct health  service  to  the  elderly;   spinal  analysis 
and  adjusting.     Medicine,  physiotherapy,  psychotherapy 
and  mechanotherapy  are  all  available  to  the  elderly  as 
performed  by  competently  educated  and  licensed  medical 
doctors,  physical  therapists,  psychologists,  psychia- 
trists and  osteopaths. 

We  would  recommend: 

1)  Chiropractic  inclusion  in  Medicare. 

2)  Strict  confinement  of  chiropractic  care  to  spinal 
analysis  and  adjustment  in  the  restoration  and  main- 
tenance of  health. 

These  provisions  can  be  made  at  no  increased  cost  to 
the  federal  government  or  to  the  elderly,   and  in  fact 
may  reduce  Medicare  costs. 

The  inclusion  would  assure  the  public  of  freedom  of 
choice  and  ethical  chiropractic  care. 
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t  by  the  Ar.cjricsn  C'.\  iropract  ic 
Ass  oc  lot  lor,  submitted  to  the  Public  Health 
Service,  October,  1968. 


JL._ .  THE  mSCIOLIKS 

Definition 

Chiropractic  is  a  study  o:C  problems  of  health  arid  disease 
from  a  structural  point  of  view,  with  special  cons  ider  axion  ciVott 
to  spinal  mechanics  avid  neurological  re  la  tionships . 

All  states  (oilier  than  Louisiana,  and  Mississippi)  Lave  stat- 
utes recognising  and  regulating  the  practice  of  chiropractic  as 
an  independent  health  service.     In  192')  the  Congress  of.  the  United 
States  passed  a  lav?  for  licensing  of  chiropractors  in  the  District 
o:[  Columbia. 

The  practice  of  chiropractic  is  officially  recognised  in  six 
of  the  provinces  of  Canada ,  in  Switzerland  and  in  Uer.t  ('criunny,  an 
is  acknowledged  arid  accepted  in  the  Scandinavian  countries ,  France 
Italy,  the  British  Isles,  Australia,  Nov:  Zealand,  South  Africa, 
Rhodesia,  ana  Japan. 

Scientific  Theories  _and  Prfaiciplos  of  CM.rcpractic 

Chiropractic  is  built  upon  throe  related  scientific  theories 
and  pr  in c ip le a : 

1.  Disease  may  be  caused Jby  disturbance  of  the  nervous  system. 

While  many  factors  impair  rnnn 1 s  health,  disturbances  of  the 
nervous  system  ere  among  the  i-.iost  important  factors  of  disease 
etiology.     The  nervous  system  coordinates  cellui'ar  activities  for 
adaptation  to-  cr ;  email  or  internal  cnviroiu>;ental  change.  Environ- 
mental agencies  arid  conditions  which  irritate  the  nervous  system, 
and  to  which  the  body  cT-.nn.ot.  successfully  adapt,  produce  fluctua- 
tions in  the  frequency  of  nerve  impulses  deviating  from  the  norm. 
Thus  originate  many  diseases.. 

2,  Disturbance  of  the  nervous  system  may  _bo_causcd  by  dor  angom an  t  f. 
of  tie-  i.;us cu l.o- sh'  :1  ('!:■:> J  structure 


Of f -cent eriags  (subluxations)  of  vertebral  and  pelvic  segment? 
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represent  a  common  mechanical  pathology  in  rn:n,  the  biped.  15k- 
tended  abnormal  involvement  of  the  nervous  system  may  result  from 
disturbances ,  strains  and  stresses  arising  within  the  musculo- 
skeletal system  doe  to  man's  attempt  to  maintain, this  crecL  posture. 
The  mechanical  lesion,  or  ''subluxation,"  is  a  common  result  of 
gravitational  strains,  nsyniOtrical  activities  and  efforts,  and 
developmental  defects.     Once  produced,  the  lesion  becomes  a  focus 
of  sustained  pathological  irritation  which  may  tjrigyor  &  full- 
fledged  syndrome  of  severe  nerve  root  irritation  or  compression. 

3. _ Pistrubanoes  of  the  J.ieryous_  system  may  cause  or  aggravate 
disease  in_ various  .parts  or  functions^  of  the  body. 

Vertebral  and  pelvic  subluxations  may  be  involved  in  common 
functional  disorders  of  an  organic  visceral  and  vasomotor  nature,  and 
at  timer,  may  provoke  phenomena  that  relate  to  the  special  organs. 
Under  predisposing  circumstances  almost  any  component  of  the  nervous 
system  may  directly  or  indirectly  ca.ii.se  reactions  within  any  other 
component ,  by  means  of  reflex  mediation. 

The  conjunction  of  indop^nclcuL"  causes  of  -  bodily  disfunction  may 
jointly  have  more  serious  debilitating  effect  than  either  cause 
might  have  bad  separately.     Subluxation  may  contribute  to  the 
"triggering"  or  exacerbating  of  migrainous  types  of  headaches,  asth- 
matic syndromes ,  and  certain  types  of  neurovascular  and  nerovi c coral 
instabilities.     Often  correction  of  the  spinel  lesions  is  an  impera- 
tive toward  effective  total  management  of  the  case. 

The  Practice  .„of_Chiropractic 

1.  ?\he_Role_of  Diagnosis 

In  general  diagnosis  plays  the  came  role  in  chiropractic  as  in 
all  the  healing  arts,  the  basis  for  determination  of  the  treatment. 

(a)     Interview,     The  initial  interview  and  consultation  with  the 
patient  is  oi  utmost  importance.     Every  measure  oi  observation  that 
will  more  sub:.: Lantlally  profile  the  patient  is  employed  and  recorded. 

-(b.X  _Phy;slcal_ Kxa/nin;ntion.     The  Doctor  of  Chiropractic  conducts 
a  systematic  and  thorough  physical  examination  using  the  methods, 
techniques,  and  instruments  that  arc  standard  with  all  health  pro- 
fessions.    In  addition,  he  includes  a  postural  and  spinal  analysis, 
an  innovation  in  the  field  of  physical  diagnosis  and  examination. 

(c)    Diagnos  !..;».«<.  Aid,:,    The  boo  tor  of  Chiropr'aetin  uses  the 
standard  procedure;  and  instruments  of  physical  and  clinical  diagnosir 
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and  is  v/oll  acquainted  with  the  need  for  differential  diagnosis. 
Diagnostic  radiology ,  especially  as  it  relates  to  the  skeletal 
system,  is  a  primary  clinical  diagnostic  aid  in  chiropractic. 

(<3)     Laboratory  Teats,    Doctors  of  Chiropractic  are  knowledge- 
able in  the  standard  and  the  special  clinical  laboratory  procedures 
and  tests  usual  to  modern  diagnostic  science.     Each  ACA~accreditcd 
college  has  a  laboratory  licensed  to  ca?:ry  on  clinical  laboratory 
examinations,  including  such  fields  as  cytology,  chemistry,  hema- 
tology, serology,  bacteriology,  p-arisitology,  and  KKGs. 

2.     Treatment  Methods. 


Chiropractic  treatment  methods  are  determined  by  the  scope  of 
practice  authorised  by  State  law.     Chiropractic  methods  do  not  include 
the  use  of  drugs  or  surgery. 

(a)    The _C1 » :ir  opr  ac tic  Adjjistmant.  The  most  characteristic 
aspect  of  chiropractic  practice  is  the  correction  (reduction)  of 
the  subluxated  vertebral  or  pelvic  segment  or  segments,  by  means  of 
making  a  specific  chiropractic  adjustment.    The  purpose  of  this 
adjustment  is  to  normalize  the  relations  of  segments  within  their 
articular  beds  and  relieve  the  attendant  neurological  and  vascular 
disturbances  * 

(Jo)     Die  tar  y_  and  Nil  tr  it  ?pna  1  _  Supplep:anta  t  ion .     Vitamin  and 
mineral  food  suppleme, station  can,  if  prof essionally  supervised, 
serve  to  prevent  the  onset  or  assuage  the  existence  of  some  types  of 
dysfunction  of  the  nervous  system. 

JLsO..  ..J^Y^A?.^^  Physiotherapy  is  used  as  an 

adjunctive  therapy  to  enhance  the  effects,  of  the  chiropractic 
adjustment. 

p^:pn^  Healtli  Field 

Ar.  . „Kew  _ IU*)Ov7 1  ed g  e 

Chiropractic  has  developed  new  areas  of  knowledge,  and  refined 
other  areas,  in  the  clinical  aspects  of  human  biology,  physiology  and 
anatomy,  as  the)'  relate  to  the  mechanics  of  tar-  spine  and  pelvic 
areas  and  to  their  interrelation  with  the;  nervous  system. 

2. Mew  T e. cb x\U\\ \ e s 

p_ia 'nc^stlc;     spinal  palpation,  soft  tissue  palpation, 
postural  evaluations,  inspection  for  asymmetries,  variation  testing, 
and  spinograpby. 
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Therapeutic :    The  chiropractic  adjustment,  corrective  manipu- 
lation, aspects  of  spinal  traction,  heel  and  sole  lifts,  and 
sleeping  aid  facilities. 

3^.  How  Ap pr caches  JioJ. !ea,lth 

Chiropractic  regards  disease  processes  as  a  result  of.  the 
multiplicity  of  factors  among  which  structural  abnormalities  and 
their  effect  upon  the  neurological  component  play  irapnrtai.it  roles 
in  relation  to  abnormal  functional  performance.    Disturbances  of  the 
neurological  components  at  one  area  may  extend  to  other  areas.  Be- 
cause of  the  body's  structural  and  functional  interrelationship,  a 
structural  disturbance  may  induce  or  aggravate  disturbances  in  other 
organs,  systems  and'  body  areas.     Chiropractic's  approach  is  to  the 
total  person. 


A.  Doctors  of  Ch ir opr  a c t in 


1.  There  are  soma  23/i00  Doctors  of  Chiropractic  in  the  U.S. 

2.  The  greatest  number  of  Doctors  of  Chiropractic  are  in  inde- 
pendent private  practice,    ACA  membership  surveys  indicate 
that  C3.4X  are  in  general  practice,  and  14. 67^  in  the  special- 
tics  (roentgenology,  orthopedics,  nutrition,  physiotherapy) . 

3.  A  survey  of  annual  income  showed  an  annual  income  for  Doctors 
of  Chiropractic  of  $1/1,000  in  1962. 

4.  All  Federal  agencies  accept  sick  leave  certificates  signed  by 
Doctors  of  Chiropractic ,  and  fees  paid  to  Doctors  of  Chiro- 
practic arc  allowable  deductions  as  expenses  for  "medical  care" 
for  Federal  income  tax  purposes. 

5o     Chiropractic  has  relationship  with  third,  party  payers  such 
as  commercial  insurance  companies,  workmen ' s  compensation 
agencies  and  medicaid  under  Title  XIX  of  tb?  Social  Security 
Act. 

_CJ}iropr actio  Patients 

1.  In  1963' 64,  4  1/4  million  persons  consulted  a  Doctor  of  Chiro- 
practic or  2.3'/,  of  the  civilian  noninstltutional  population. 

2.  Most  chiropractic  patients  arc  afflicted  with  involvements  of 
the  ruusculo-ske  letal  system. 
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C.  The  Amor  I  can  Chlroprac t ic_  A Lss qc i-a^u^n 

1.    ACA  is  a  national  non-profit  professional  or f/ni i.r.a t ion  v?itl!  tics 
and  affiliations  to  state  chiropractic  associations ;  ACA  lias 
a  staff  of  soma  45  members .     Its  in  come  co»aes  fro.?!  do  as,  it;; 
JCUiiHAL  and  convention  exhibits. 


2.  ACA  conducts  the  customary  professional  and  ether  activities  of 
a  national  health  professional  association. 

3.  As  of  June  1,  1968,  ACA  has  7,327  members. 

4.  ACA's  Councils,  include:     Education,  Roentgenology,  Technic, 
Mental  Health,  Orthopedics  and  Physiotherapy. 

5.  ACA  has  a  Code  of  Ethics  and  established  disciplinary  procedures 
(State  associations  also  have  such  codes  and  procedure's.) 


A .  Chir o pr a c t i c  S ch on I s 

Eight  chiropractic  schools  are  cither  fully,  conditionally  or 
provisionally  accredited  by  the  ACA,  and  one  other  is  affiliated, 
but  unaccredited. 

The  eight  schools  had  2,110  graduates  between  September  1960 
and  June  1967.     Their  total  enrollment  in  1967-63  was  1,192  students. 

Chiropractic  colleges  require  a  minimum  of  four  academic  years 
of  professional  resident  study  (not  less  than  4200  clock  hours), 
including  clinical  experience  under  strict  supervision.     For  a  major 
part  of  two  years  the  chiropractic:  student  is  educated  In  anatomy, 
biochemis try ,  inieroM ology ,  pathology ,  physiology ,  public  health , 
diagnosis  and  X-ray ,  clinical  disciplines,  related  health  sciences,  and 
chiropractic  principles  and  practice.    The  remaining  two  years  are 
devoted  to  practical  or  clinical  studies  dealing  with  the  diagnosis 
and  treatment  of  disease  with  approximately  half  of  the  time  spent 
in  the  clinic. 

The  validity  of  a  Doctor  of  Chiropractic  (D.C.)  degree  is 
attested  by  the  United  States  Office  of  Education  in  its  publication 
entitled  "Academic  Degrees"  (p.  '(  69). 
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B.  Accreditation  Pro ccdure 

1.  ACA  has  established  a  five-member  Committee  on  Accreditation. 

2.  The  accreditation  process  involves: 

(a)  Self -evaluation  by  school  of  every  facility,  program  and 
procedure,  and  all  personnel  (including  students). 

(b)  Committee's  study  of  self -evaluation  report. 

(c)  On -campus  study  by  an  evaluation  team  composed  of  two 
members  of  the  Committee  (who  are  not  alumni  of  the  visited 
institution) ,  two  experienced  science  professors  from 
recognised  universities,  and  ACA's  Director  of  Education 
(who  formerly  was  president  of  two  non-chiropractic 
colleges)  . 

(d)  Committee's  study  of  report  of  evaluation  team,  and 
decision  in  Committee  meeting. 

C .  _Acc re d i t a t i on  Re cf uire me n t s 

1.  There  is  n"S tandard  Basic  Curriculum."  (See  Exhibit  XV,  A, 
3,  p.  32  of  full  document)  . 

2.  Prescriptions  are  set  for  faculty  qualifications,  faculty- 
student  ratios,  and  physical  plant. 

3.  En trace  requirement:     at  least  two  years  of  college  work. 


A .  Ban ic  Prji.iicip los 

1.     Freedom  of  Choice 

Congress  mandated  l>.7o  overriding  principles  in  the  very  first 
two  sections  of  the  medicare  law: 

"PROHIBITION  AGAINST  ANY  FEDERAL  INTERFERENCE," 
(Section  180 I) 

"FREE  CHOICE  BY  PATIENT  GUARANTEED,"  (Section  1802). 

Therefore ,  a  medicare  beneficiary  should  be  free  to  choose  the. 
services  of  a  licensed  health  professional  and  the  States  should  have 
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freedom  to  license  health  service;. 
State  laws  provide  as  follov;s: 

(a)  Chiropractic  is  a  recognized  health  profession  licensed 
in  48  states,  the  District  of  Columbia,  and  in  Puerto  Rico.  In 
1966  a  study  by  the  U.S.  Public  Health  Service  classified  ehiro^o: ac- 
tors anions  "medical  specialists  and  practitioners,"  including 
pediatricians,  obstetricians,  and  ophthalmologists ,  among  others. 
Public  Health  Service's  HEALTH  MAWPOvJER  SOURCE  HOOK  includes 
Doctors  of  Chiropractic  along  with  physicians,  sinvgeons  and  dentists. 

(b)  Within  the  scope  of  practice  authorized  by  the  States,  a 
Doctor  of  Chiropractic  provides  a  health  service  which  is  alternate 
to  that  provided  by  a  Doeto3:  of  Medicine  or  a  Doctor  of  Osteopathy 
for  benefits  already  authorised  under  medicare.     Therefore,  within 
State-authorized  scope  of  chiropractic  practice,  a  patient  may 
freely  and  legally  choose  the  health  service  of  a  D.C.  as  an  alternate 
to  the  health  services  of  an  M.D.  or  a  D.O. 

Consequently,  where  medicare  authorizes  a  patient  to  choose 
professionals  already  specified  in  the  law  for  health  services  for 
an  ailment  or  condition,  that  patient  should  also  be-  authorized 
full  freedom  of  choice  to  obtain  health  services  from  any  Doctor 
of  Chiropractic  licensed  by  State  law  to  provide  health  services 
for  that  same  ailment  or  condition. 

2.ui.  Cont irnxltX .Pf-JlQS^\-h^S:^y^c:Ii 

Medicare  should  enable  its  benef iciaries  to  continue  receiving 
legally  permissible  health  services  which  they  obtained  prior  to 
medicare  eligibility.     Title  XIX  of  the  Social  Security  Act  (Medi- 
caid) already  authorizes  Federal  matching  of  State  expenditures  for 
chiropractic  services.    As  a  result,  at  least  17  States  now  provide 
chiropractic  services  under  medicaid.     Thus,  the  medically  indigent 
can  obtain  chiropractic,  health  services  under  medicaid  (Title  XXX)  ,  but 
the  medically  self-sufficient  cannot  obtain  chiropractic  health  ser- 
vices under  medicare  (Title  XVIII) ,  although  they  voluntarily  pay 
for  medicare  benefits. 

However,  the  continuity  under  medicare  of  prior  chiropractic 
services  in  medicaid  is  threatened  by  a  provision  that  takes 
effect  in  1970,  that  a  State  must  "buy  into"  medicare  for  all  of 
its  medicaid  beneficiaries  eligible  for  medicare.     Thus  as  soon  as 
a  medicaid  patient  becomes  eligible  for  medicare,  he  will  be  auto- 
matically cut  off  fro,.!  all  chiropractic  services. 
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This  same  discontinuity  of  chiropractic  services  strikes 
medicare  beneficiaries  who,  prior  to  medicare  eligibility,  obtained 
chiropractic  services  financed  out  of  n on -Federal  funds,  such  as 
personal  funds,  health  and  accident  policies,  the  workman ' s  compen- 
sation programs  of  48  States,  and  job-provided  health  picas. 

B.  The  Cri  sis  In  .Health  Ma  &  \  >ower 

The  crisis  in  health  manpower  emphasises  the  public  interest 
in  assuring  medicare  coverage  for  chiropractic  health  services. 

Chiropractic  can  play  a  major  role  in  alleviating  this  crisis : 

1.  There  were  23,409  active  D.C.s  in  1965,  compared  with  305,115 
M.D.s  and  D.O.s  according  to  the  Public  Health  Service. 

2.  Farm  and  rural  families  are  especially  in  need  of  chiropractic 
services : 

(a)  A  major  Public  Health  Service  study  indicated  statis- 
tically a  greater  orientation  of  D.C.s  to  rural  and  non-urban 
America  than  is  true  of  other  health  professions. 

(b)  The  President's  Rational  Advisory  Commission  on  Rural 
Poverty  reported  that  only  V/.'/o  of  M.D.s  arc  located  in  rural  areas . 

(c)  ACA's  estimate  is  that  in  1968  60%  of  D.C.s  were  located 
in  communities  with  a  population  of  50,000  or  less. 

The  omission  of  chiropractic  from  medicare  will  adversely 
affect  the  national  interest  in  at  least  three  ways : 

1.  It  will  spread  the  health  crisis  to  the  millions 
of  Americans  receiving  chiropractic  health  care. 

2.  It  will  exacerbate  the  crisis  for  patients  of 
other  health  prof ossiouall  s  to  whom  chiropractic 
patients  will  have  to  turn,  thus  further  over- 
loading such  other  health  services. 

3.  It  will  most  seriously  damage  those  parts  of  the 
United  States  already  most  endangered  by  the 
health  crisis,  <e.j&. ,  the  rural  and  non-urban  areas 
of  America . 
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V.     CONCLUSIONS  AND  RECCSS-BJKDATIOHS 

COUCLITHTOMS: 

1.  Medicare's  statutory  principles  of  "Freedora  of  Choice"  and  "Pro- 
hibition Against  Any  Federal  Interference"  require  that 
medicare  patients  should  be  free  to  chouse  chiropractic  health 
services  to  the  extent  that  such  services  are  authorised  by 
State  law. 

2.  The  interest  of  medicare  patients  in  the  continuity  of 
legally  authorised  health  services  obtained  prior  to  medicare 
eligibility  requires  that  they  be  enabled  to  obtain  chiroprac- 
tic services  under  medicare. 

3.  The  public  interest  in  coping  with  the  crisis  in  health  man- 
power requires  that  medicare  patients  be  authorised  to  obtain 
the  health  servicer;  of  Doctors  of  Chiropractic  to  the  extent 
authorised  by  State  law. 

4.  Equity  and  public  policy  require  that  the  medically  self- 
sufficient  should  have  the  came  right  to  chiropractic  services 
under  medicare  that  the  medically  indigent  already  have  under 
medicaid . 


AECOW^KMOATXONS : 

The  ACA  respectfully  recp}Rmonds_  thfit ?<_  as  the  IT. p. .  Senate  voted 
overwhelmingly  in  1967,  the  medicare  law  be  amended  to  include  the 
services  of  _at _ Chir opr a o tor  with  re.spoct  to' funci::lons  which  he  is 
legally  aut^:iorirr.cd-  to  perform  _as  such  by  _  the  State:  :i.n  which  he 
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Selected  Data  on  Schools  of  Chiropractic 


School 


1967         Full-  Student/ 
Enroll-    time         Faculty      Dean' s 
ment  Faculty    Ratio  Degree 


"Accredited"  by  ACA: 

Chiropractic  Institute  of 

New  York  (New  York  City)  , 

Columbia  Institute  of  Chiro- 
practic (New  York  City)  , 

Lincoln  Chiropractic  College 

(Indianapolis)  , 

Logan  College  of  Chiropractic 
(St.  Louis,  Mo.)  , 

Los  Angeles  College  of  Chiro- 
practic (Glendale,  Calif.)...., 

National  College  of  Chiropractic 
(Chicago)  , 

Northwestern  College  of  Chiro- 
practic (Minneapolis)..  , 

Texas  Chiropractic  College 

(Pasadena ,  Texas )  

Western  States  Chiropractic 
College  (Portland,  Ore.) 
(affiliated  with  ACA;  not 
accredited)  , 


100 

10 

10/1 

Ph.D.  (law) 

139 

NA 

NA 

NA 

155 

16 

12/1 

BA 

218 

9 

25/1 

None 

203 

17 

12/1 

None 

349 

18 

17/1 

MA 

49 

5 

10/1 

None 

100 

7 

14/1 

BA 

24 


NA 


NA 


BA 


"Accredited"  by  ICA: 

Cleveland  Chiropractic  College 

(Los  Angeles)   NA  NA  NA  BA 

Cleveland  Chiropractic  College 

(Kansas)   NA  NA  NA  BA 

Columbia  Institute  of  Chiro- 
practic (accredited  by  both 

agencies)  (139)  NA  NA  NA 

Palmer  College  of  Chiropractic 

(Davenport,  Iowa)   936  30  31/1  MA 


Source:     Self -surveys  of  eight  schools,  1965,  1966,  1967,  or  1968 


Highest  degree  other  than  Ph.C.  or  D.C. 
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Chiropractic  Textbooks  Cited 


The  following  textbooks  are  currently  used  in  one  or  more  of 
the  chiropractic  schools  accredited  by  either  the  International 
Chiropractors  Association  or  the  American  Chiropractic  Association. 
Other  chiropractic  textbooks  are  in  current  use  in  the  various 
schools;  however,  according  to  school  survey's  done  by  Palmer  Col- 
lege and  the  ACA  and  the  school  catelogs,  the  first  5  books  listed 
below  are  used  most  frequently. 


Textbook 


Schools  used  at 


As  the  principal  text-    As  a  reference 
book  of  a  course  textbook 


1. 


The  Neurodynamics  of  the 
vertebral  Subluxation,  A.E. 
Homewood,   D.C.,  N.D.,  1962 
(Submitted  by  ICA) 


Institute  of  New  York  Lincoln 
Logan 

Los  Angeles 
National 
Northwestern 
Texas 


2. 


Chiropractic  Principles  and 
Technic,  Joseph  Janse,  DC, 
R.H.  Houser  D.C.,  and  R.F. 
Wells  D.O. ,  D.C.,  1947 


National 
Northwestern 
Texas 
Western 


Lincoln 


3. 


The  Chiropractors  Adjuster 
or  the  Science,  Art  and  Phi- 
losophy of  Chiropractic,  D.D. 
Palmer,  1910  (Republished  1966) 


Columbia  Institute 
Texas 


Logan 

Northwestern 


4. 


Chiropractic  Principles  and 
Practice,  Janse,  Houser,  Wells 


Institute  of  New  York  Logan 
Los  Angeles 


5. 


Textbook  of  Logan  Basic  Methods,      Columbia  Institute 
Hugh  B.  Logan,  1950  (Submitted  Logan 
by  ACA) 


Lincoln 
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Textbook  Schools  used  at 

As  the  principal  text-    As  a  reference 
book  of  a  course  textbook 


6.  Chiropractic  Diagnosis,  James 
N.  Firth,  D.C.  Ph.C,  1948 
(Submitted  by  ACA) 

7.  Rational  Bacteriology,  J.R. 
Verncr,  C.W.  Weiant,  R.J. 
Watkins,  1953 

8.  The  Science  and  Logic  of 
Chiropractic ;  J.  Robinson 
Verner,  1956 

9 .  Anything  Can  Cause  Anything, 
W.D.  Harper,  M.S.,  D.C.,  1964 

10.  Chiropractic  Procedure  and 
Practice ,  Otto  C.  Reinert, 
D.C.,   1962  (Submitted  by  ACA) 


Lincoln 
Logan 

Canadian  Memorial  Texas  (1967-68) 
Texas  (1964-65) 


Los  Angeles 
Western 


Texas  Northwestern 


Logan 


Source:     see  footnote  66. 
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